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ABSTRACT

Internationalization is a process of expanding camybusiness activities into an
international market. Nowadays, the trend of emisggnternationalization
presents different degrees of development leviHerdeveloped and developing
countries. Diverse factors are driving forces tlitate EU companies to expand
the business in different developing countriestyjscally with an emerging
country, China, in the process of finding businessis country, the problems
concerning market selection and market researchxqesed. As a result, an
optional solution will be provided as the purpo$eloninating the gaps.

The study is performed based on the mix of qualgaand quantitative
approaches in different parts. The data for condgc¢he study are collected from
primary sources like company reports, interviews seccondary sources like
books, articles and journals.

Focusing on the term of Business-to-Business (B2t&)empirical part of the
thesis is started with an introduction of Chengiy &Vith comprehensive
descriptions in both macro environment and indalks$tructure, the objective is to
discover the business value and market potentidtbcompanies to find
business in the local market. Based on the real cBEU Project Innovation
Centre (EUPIC), the services in this non-profitarigation are introduced in
order to prove the possibility of supporting antpivey EU companies to solve the
problems of finding business and the process oketaesearch.

The specific activity of “EU-China Business & Tectogy Cooperation Fair 1V”
is explained following the introduction of EUPIChd purpose is to verify the
effectiveness of bridging the gaps of increasinigrimational business for EU
companies in the city of Chengdu. Additionally, eptof the questionnaire and
public report are used to collect the results her fair, the methods of
performance measurement for other services in EWdPdCecommended as well.

In conclusion, the thesis thoroughly evaluategims of the potential of Chengdu
city, the role of EUPIC and the implementation &f-Ehina B&T Cooperation
Fair IV. A personal recommendation is stated mafotys on the idea of
improving the services of EUPIC and the internalmation trend of Chengdu.

Key words: Internationalization process, Busines8iisiness, Market selection,
Market research, EUPIC, EU-China B& T Cooperatiair iV, Chengdu, China
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1 INTRODUCTION

1.1 Statement of the problem

As a result of growing globalization and competitithe issue of
internationalization is becoming more and more irtgod and relevant for
companies all over the world. Nowadays, the trefnidternationalization is

moving at a tremendously faster pace. Internatipatbn is a complicated
process and involves an increasing amount of ngddition to the money and
time spent on analyzing different aspects of tha@rimss. If the companies aim to
become internationally competitive, they have tnphnd organize their activities,
as well as change the opportunities to the routéseanternational market (Su
Juan 2009).

Currently, the development trend of internatioratian presents distinct degrees
in the world market. In reality, the idea of intationalization has become the
regular principle to operate different businessethé majority of the companies
in developed countrieat the moment, the national market business scogach
EU member state is a far cry from meeting nati@maérprises’ demands. The
internal competition and the attractiveness of it business opportunities
from external markets become the basic drivingdsito facilitate different EU
companies to expand the process of enterpriseatienalization. To be the
forerunner of international business, the matuterimationalization idea has been
extended. This valuable point is influencing vasmational enterprises in
developing countries. The realization of internadilization is germinating and
accepted by those companies in many developingtcesinBased on the mutual
objective, at present, EU companies place moreataiteon those discovered or
undiscovered potential markets to meet their demanthe typical developing
countries. And China is one of the target countifies are enhancing the

international business in different industries ¢gan 2009).

Following the footsteps of internationalization, the contrary, the companies in
the developing countries are still in a feverishedlepmental stage in
internationalization process. To be a typical counf China, as a whole, the

degree of internationalization of Chinese compaisiesill in a lower stage



(People 2009). Implementing the strategy of “Gamg’, of moving towards
export; improving and expanding the quality of dpgrup becomes the only path
towards comprehensively competitive advantage ergraant for China. The
Central Committee of the Communist Party of Chind the State Council have
paid attention to the strategy of “going out” taifeate the internationalization
process, especially to those growing national SNtesrder to perfect the
strategy, the Central Committee of Communist Pafr@hina and the State
Council issued a series of policy measures ongpeds of administrative and
supervisory systems, financial support policy, r@e support policy, foreign
exchange support policy, and service system (Deyentt of Commerce of
Shandong Province 2008).

SMEs are the cornerstone of the national econonBhina. Nearly 30 years of
reformation and opening up, the economic developmeS8MESs and private
enterprises are experiencing a rapid process. Téraseprises have made
significant achievements to become an importamefan the economic and social
development (CIW 2009). Nevertheless, in recentsyescept of facing old
different problems of financial difficulties, imdect social service systems, lack
of information, low level of enterprise managemevidak market competitiveness,
and the needs of overall quality improvement, teetbpment of SMEs in China
is still under the stress of continuous new isstiessncounter the price increase
of raw material, land constraints, energy, lab@tggthe policy adjustment of
export tax rebate, environment costs of internatliaation, sequela sub-prime
crisis, as well as the vicious competition whiclbisught by the situation of
SMEs homogenization, the Chinese SMEs are facipgaaedented difficulties in

the unpredicted business environment (CIW 2009).

Two main decisions for a company’s internationdl@aprocess are the market
selection and choice of entry mode (Albaum etd@94); in other words, where
to internationalize and how. “Market selection anarket entry mode should
most appropriately be looked on as two aspectsefdecision process” (Koch,
2001, 73). For the purposes of succeeding and ggpan the international arena,

it is crucial for a company to choose the right kediand the right mode of entry.



Companies also need to pay particular attentiotherfiactors that are likely to
influence on market selection and entry choice. démgn and outcome of each
market selection and entry mode selection depertdeaxternal and internal
environmental situations (Koch, 2001, 68). Theneasdeal way to deal with

these issues as international processes are vegyriy in nature.

Sometimes, even if the specific market has beenetkto enter in, still, the
critical barriers and risks hindering in the prace$internationalization would
lead to an inaccurate decision and unsuccesstriational operation. According
to Hollensen (2004, 43), the mainly barriers camliveled into three groups of
“General market risks”, “Commercial risks” and “Ricll risks”. Besides, even
there is one specific market is decided to enteoum the process of market
research in different aspects could not be alweaysoshly for the companies
when they collect data about the target market rdeeply. Generally, the major
sources of information can be grouped in to pringata and secondary data.
After a comprehensive consideration between thesesburce groups, the
secondary data is the preference that most compamield like to adapt in the
beginning. However, the statements from JeannetHamhessey(1995, 201)
describe that, although a substantial body of daists from the most advanced
industrial nations, secondary data are less avaifabbm developing countries.
Not every country publishes a census, and somasbell data are not considered
reliable. The accuracy of data varies from coutdrgountry, with data from
highly industrialized nations likely to be more acate that data from developing
country (Jeannet and Hennessey 1995, 204). Usitshg collection and privacy

concerns being raised in the target market mayttfifie research globally as well.

Based on the above introduction and problem disoassthe research questions

for my thesis will be:

* In such a vast geographical area in China, what &frpotential and typical
market that is suitable for EU companies to inaegaternational business
nowadays?

* On the premise of a specific market has been selectChina, how could
EU companies find business opportunities in thaket&



e Under the situation of impediments of market reseanvhat kind of the

approach is available for EU companies to eliminlsegaps?

* In order to perfect the whole processes of prongatiternational business as
well as solving the problems of market researctEldrcompanies in the
target market, what kind of the suggestions shbalg@ut forward to the
selected approach?

1.2 Objective

The aim of this study is to analyze the possibiittyEU companies to find
business in the city of Chengdu in China’s SichBesvince. In essence, the
purpose is to introduce and discover the potehtialness opportunities of
Chengdu for EU companies, as well as promote theeSh SMEs in that city to

be internationalized.

At present, in the fierce competitive business mmrent, according to the
observation and macro analysis, several typicdllpros of increasing
international business in the foreign market haaenbdentified and summarized
in the previous section. To confront the currentaedigoment situation in China’s
Sichuan province, various types of facilitatingemmational business are provided
to meet different requests. In the study, on thesbaf finding business in the
target market of Chengdu, by employing the serfrimm the Non-profit

Organization has been chosen and introduced.

In reality, the thesis is based on the real cagelbProject Innovation Centre. In
order to verify the possibilitgf bridging the gaps, as well as help and suppert t
international business for EU companies in the @it¢hengdu, the thesis is to
take into consideration of explaining some servineSUPIC, as well as a case
activity of “EU-China Business & Technology Coopeya Fair 1V” that
implemented by the EU Project Innovation Centrdetail. Meanwhile, except of
several suggested measurements for partial serwidedPIC are put forward,

following the purpose of testing the effectivenard efficiency of EU-China



Business & Technology Cooperation Fair IV thatlaetl by EUPIC, the related

performance measurements are employed as well.

1.3 Research methodology

Based on Kumar (2005, 6), the author states thettetare several ways of
receiving answers to professional questions, asehareh is one of the ways to
find answers to our questions. For this reasos,hit aims to clarify the research
methodology that the writer employs. Different padives relate to the
researches are discussed in the following paragrdpimcludes study design,

research approach and research method and metllatbofollection.

First and foremost, the thesis study is to inveséiga business phenomenon
through a comprehensive analysis of one specifik@ebalLater, the research
approach defines the way in which the researckveldped. About the deductive
approach, a theory and hypothesis is developed dinsl then a research strategy
Is designed to test the hypothesis. Contrarilyuabaluctive approach, data are
collected and analyzed to produce the theory (Sasntdewis and Thronhill 2003,

85). In this case study, inductive approach isiappl

Subsequently, a method for collecting data is wedhd answers to the research
guestion. Before going further to the choice dieitqualitative or quantitative
methods, their definitions are reviewed. Accordimdgkumar (2005, 12),
guantitative research is a method to quantify @agation in a phenomenon,
situation, problem or issue. On the other hand,péoand Schindler (2008, 162)
illustrate qualitative research includes an arrapt@rpretative techniques which
seek to describe, decode, translate and otheraise to terms with the meaning,
not the frequency of certain more or less naturadigurring phenomena in the

social world.

In spite of the differences between qualitative gadntitative methodologies,
Hollensen (2004, 145) points out the quantitativé qualitative research methods
often complement each other. Cooper and Sching0£g, 185-186) advocate

their mergence to increase the perceived qualith@fesearch. A quantitative



study may follow a qualitative one to provide validn for the qualitative

findings.

The research in the thesis is written mainly basethe qualitative methods. To
discover the current business phenomena and exisistacles, the basic
observations and interviews are implemented. Themations are mainly based
on the four months’ practical training in the casganization. Besides, the
selection of the interviewees is considered apizdy and representative role who
can point out the perspectives for one individuaug. Because of the different
roles of the interviewees, the unstructured questioes are designed in order to
get common arguments from different answers to plusiiollowing analysis in
the study. Furthermore, a PEST and SWOT analysisisgd separately as tools
for the situation analyses in both the target aitg the case non-profit
organization. Additionally, the quantitative methafdquestionnaire is employed

for the case activity in the part of performanceaswegement.

Lastly, the method of data collected is employedrasnplementation tool for
qualitative approach. With respect to the thesid\stthe useful and essential data

can be found from the sources which are colledtealighout the secondary data.

1.4 Scope and limitations

Concerning different types of business, this stwidlybe narrowed in the term of
Business-to-Business (B2B). Following the purpdseareasing international
business from the side of EU companies, anothdytire part is concentrated on
the Chinese SMEs as the target.

The knowledge of market selection and market rebaarthe theoretical part will

be mainly described the problems that exist inghe® parts during the process

of international business. The idea to limit thedtes in that extent is to create a
path for the following theoretical application &g purpose of solving those

conventional problems in the empirical part.



Within the widely geography range of Sichuan Progirthis study conducts
analyses will only focus on the target city of Chen with highlighted
introduction and analysis. Particularly, a scop¢hefresearch object in the target

market will be concentrated on the locally SMEs.

In addition, considering the multidimensional amthprehensive service ranges
of the EU Project Innovation Centre, the servick ba narrowed in the part of
helping EU companies to find business as well &sedbe related problems in the

city of Chengdu in accordance with those compamiesds.

The resources of the industrial clusters in thg @itChengdu are unlimited and
abundant. In this case, the typical industrial teltswill be picked to reflect the
attractiveness of the market.

In fact, different activities are included in th&Jfhina Business & Technology
Cooperation Fair IV. Only the B2B match-making eweill be mainly explained
in order to point out its core of finding the ansvier the research question in this
study.

Lastly, the performance measurement covers botB&iefair and the services in
EUPIC. Connecting with the analytical part, onlyesl typically services are

mentioned in this part of performance measurement.

1.5 Thesis structure

The thesis structure is comprised of two partseetétical framework and
empirical study. Primarily, from the starting Chep2, the term of
internationalization is discussed. This sectiosulsdivided into first two parts of
the general introduction and motives of internal@ation. In another part of
internationalization process, two traditional madgive the basic understanding
of the approach. The following Chapter 3 focusesherprinciples of market
selection and market research in the term of BgsHt@-Business (B2B). The

knowledge study of market selection is divided ithteory and method parts. In



the part of market research, the knowledge ab@eareh mainly concentrates on

the problem of secondary data collection.

Later, Chapter 4 specifies a market based on apgphglated theory of market
selection. The study originates an approach teeasing international business in
an attractive Chinese market. For this reason, tmeeoute of getting support
from the Non-profit organization is introduced, @tex 5 introduces the EU
Project Innovation Centre (EUPIC) as an exact dasthe meantime, based on
using the qualitative research of interview, orfe@¢ommon problems concerning
finding business and market research in Chengéuadhvity of “EU-China
Business & Technology Cooperation Fair IV” that viaeéd by EUPIC will be
described as the purpose of proving how to elineitia¢ gaps and promote the

international business between EU and Chinese coiegpa the city of Chengdu.

Whereafter, Chapter 6 provides performance measmenby using
guestionnaire and public report to test the caseityc The result is to know the
effectiveness and efficiency of getting support aal¥ing problems from EUPIC.
Moreover, some recommendations for several typgicatvices in EUPIC are

followed as well.

Lastly, Chapter 7 thoroughly evaluates three pafrthe potential of Chengdu city,
the role of EUPIC and the implementation of EU-@GhB&T Cooperation Fair IV.
Besides, a personal recommendation is stated maiciyg on the idea of

improving the services of EUPIC and the internal@ation trend of Chengdu

Last but not least, Chapter 8 finishes off the igesth a summary. The following
figure illustrates the thesis structure, with nibtat numbers attached with some

titles indicating chapters.
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2 INTERNATIONALIZATION

2.1 Definition of internationalization

With reference to the introduction, Hollensen (208xplains that
internationalization occurs when a company hasdgelcio expand some of its
business activities into an international markettiities that can be

internationalized for example are R&D, producti@weell as selling.

Coviello and Munro (1997, 115) define internatioration as: “[...] the process
by which firms both increase their awareness ddiand indirect influences of
international transactions on their future, anélglgth and conduct transactions

with other countries.”

Rundh (2006) have defined internationalizationths ‘process of increasing
involvement in international operations.” A diffeteview is taken by Calof and
Beamish (1995, 116) who define internationalizagrithe process of adapting
firms’ operations (strategy, structure, resourte,) ¢o international
environments.” However, internationalization isysmamic and not a linear
process. Due to rapid changes in the internatimaaketplace, a firm can also de-
internationalize from a market by dropping a prad@alof and Beamish, 1995)
or reducing investments in a particular marketyowithdrawing from

international activities altogether (Benito and Wgl1997; cited by Rundh, 2006).
A withdrawal can also lead to resources being @sedctivities in another market
area or for a more competitive product that wilhicdoute to a better competitive
position (Rundh, 2006).

2.2 Internationalization motives

According to Hollensen (2004, 31), the firms whdgdtided to internationalize
usually do so to make money. But, as in most bgsiaetivities, one factor alone
rarely accounts for any given action. Generallyigture of factors results in

firms taking steps in a given direction.
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A lot of internationalization motives exist and aliferentiated into proactive and
reactive motives. Simply, proactive motives repnéséimuli to attempt strategy
change, based on the firm’s interest in exploitingjue competences (e.g. a
special technological knowledge) or market possidgs. Contrarily, reactive
motives show that the firm reacts on pressurebreats in its home market or
foreign market and adjusts passively to them bygimg its activities over time
(Hollensen 2004, 31-32).

Chetty and Campbell-Hunt (2003) further descritz the attitude of the decision
makers, the management’s expectations on growtrehss the manager’s
commitment towards internationalization are impatriafluences when the firm
desires to expand its business to foreign marBetsides, several typical points of

the motives to affect internationalization haverbkgted in the following table:

TABLE 1 — Major motives for starting export (Holleen 2004, 31)

Proactive motives Reactive motives
e Profit and growth goals e  Competitive pressures
e Managerial urge »  Domestic market: small and saturated

e  Technology competence/unique produ ¢  Overproduction/excess capacity

e  Foreign market opportunities/market «  Unsolicited foreign orders

information »  Extend sales of seasonal products
e Economies of scale »  Proximity to international
e Tax benefits customer/psychological distance

On the other hand, non-driving forces for interoiadlization are present, which
include insufficient knowledge about foreign maskeack of international
experience as well as inadequate language skiller@rms may not have any

intentions at all to expand their business abr@iuefty & Campbell-Hunt, 2003).

2.3 Internationalization process

During the long-term development on the internatlation, different

approaches such as traditional marketing apprdhiighcycle” concept for
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international trade, transaction cost approach,sdlapapproach, Dunning’s
eclectic approach, the network approach and othlaystheir importance in
different periods of time.

Basically, each of the approaches stands for iddalimeaning of
internationalization. However, about this reseaitcis, fallen into two broad
classifications, which are The Uppsala Internatiaation Model (U-Model) and
The Network Model.

2.3.1 Definition of internationalization

Johanson and Wiedersheim-Paul (1975) conceiventemationalization process
as an incremental process involving four stagesegalar export activities,
export via independent representatives (agentgs sabsidiary, and

production/manufacturing. A clear vision of the fetages can be found as

follows:
FDI (foreign direct investment)
~ — ~
ol\/lgrda::iio?:c No regular I ndependent Foreign
P export e . Foreign sales 9
, representatives - production and
(Sporadic subsidiary .
export) (export modes) salessubsidiary
Market(country) P
Market A Increasing market commitment o
Market B 3
@
Q
0,
M arkd C 8 . . . . .
<Q Increasing internationalization
: 8
1 o
| <
1 =
1 (@]
[oX
g
Market N o
ve.
=
2
=

FIGURE 2 — Internationalization of the firm: an iemental approach (Hollensen
2004, 53)
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Johanson and Vahlne (1977) develop a theoreticdkirto explain the
internationalization process of the firm. This mladdocused on “the
development of the individual firm and particulady its gradual acquisition,
integration, use of knowledge about foreign markets operations and on its
successively increasing commitment to foreign matk@ohanson and Vahlne,
1977, 23). According to the model (Figure 2), ttetesaspects are market
commitment (resource commitment to the foreign ret®kand market knowledge
about foreign markets and operations. The changectsare decisions to commit
resources and performance of current businesstagiyAndersen, 1993). “The
basic assumptions of the model are that lack df &aowledge that is an
important obstacle to the development of intermati@perations and that the
necessary knowledge can be acquired mainly thropghations abroad”
(Johanson and Vahlne, 1977, 23). The gradual atiquisef knowledge amplifies
foreign commitments (Karadeniz and Gocer, 2007 iflesreasing experience
and knowledge about foreign markets lowers thegpeed risk and transaction

costs, thus increasing the commitment to foreigrketa (Karadeniz, 2007).

State Aspects Change Aspects
sy === N sy === N
[ rmm === \ [ = — == \
(. ' 1! I
(I ' ( I
! | Market | L | Commitment | !
L Knowledge | L Decisions |
[ T ' [ . '
| | | |
| e e e e = = | |
[ I 11 |
[ I (I |
11 Market | ! , Il Current | !
, | Commitment | | e peed || Activities | |
11 I 11 I
| | | |

FIGURE 3 — The Internationalization process offtira

Market knowledge and market commitment are assumatfect both
commitment decisions and the way current activaiesperformed. In the model,
it is assumed that the firm strives to increaséoitg-term profit, which is
assumed to be equivalent to growth. The firm is alsdeavoring to keep risk-
taking at a low level. These strivings are assutoesharacterize decision-making
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on all levels of the firm. Given these premises talstate of the economic and
business factors which constitute the frame in Wiaicecision is taken, the model
supposes that the state of internationalizatioectgfperceived opportunities and
risks which in turn influence commitment decisi@msl current activities
(Johanson and Vahlne, 1977).

Companies start their international business orketamwith low uncertainty
(Armario, Ruiz and Armario, 2008). According to dokson and Wiedersheim-
Paul (1975), firms tend to internationalize thaisimess towards close markets
which are easily understood and which have a logvaeof psychic distance.
Psychic distance refers to differences in languegkyre and political systems;
factors that can influence the communication bebtwtie firm and the foreign
markets. Only gradually, firms will enter marketghna greater psychic distance.
Armario, Ruiz and Armario (2008) explain that, asrs as the firm has gained
sufficient international experience, further demns on entering new markets will
be based upon factors such as market size orobalgtconomic climate. The
Uppsala model is an incremental internationalizapoocess, accelerated by a
stronger commitment and experience of the foreigrket. Johanson and Vahine
(1977) argue that market knowledge and market comenit are closely related.
According to the authors, knowledge can be seenrasource, which means that
the more knowledge the firm has about a marketntbee valuable become the

resources. This leads to that the firm’s commitnterthe market gets stronger.

The Uppsala model has nevertheless encounteregliersaiccording to Nordstrom
(1991). Not every firm is following the concepttbe model, as some firms tend
to leapfrog certain stages of it. This means tbatmganies enter markets with a
greater psychic distance in an early stage. Howéwverclaimed that
internationalization processes of firms generallgur in a faster pace today.
‘Born globals’ are emerging on the market; firmatthave the ability to
internationalize much faster than firms with a l@ngerience from their home
market. It is common for ‘born globals’ to be edigtied in international networks

before the company has been founded. This meanththaompany’s
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internationalization process is eased due to dagiier experience and knowledge

from foreign markets (Johanson, Blomstermo andidzag] 2002).

Besides, the Uppsala model has been criticized thdi@ent aspects. Mostly the
critique has not been leveled towards the procestembut for development and
differentiation of the model. One criticism thasHzeen put forward is that the
model is too deterministic. The argument is thatdbmpany has an option to
make a strategic choice of where to expand andhwdmntry mode to use. Such a
choice is more dependent on the market conditidnsther criticism that has
been put forward is that the process model is malie for companies that have
recently internationalized and whom still lack metrknowledge and market
resources. Companies that already have operatig®eral countries do not face

these problems as much as the beginners (Johanvamhl&e, 1990).

It has also been argued that lately the world le@®ime more homogenous, which
has decreased the psychic distance between diffeventries (Johanson &
Vahlne, 1990). Furthermore, nowadays companie®aaier and quicker access
knowledge about doing business abroad. The conis\goowth in trade and
foreign direct investment has increased the nurabpeople with experience and
knowledge of doing business overseas. Consequdrtiys become easier to hire
and learn from these people (Hollensen, 2004).i8uthve also shown that the
internationalization process model is not validgervice industries. For instance,
a study of the internationalization process of Saletdanks shows that cultural
distance has not affected their foreign establistir@hanson & Vahlne, 1990,
15).

Even though the Uppsala model has had criticismarsfous kinds, it has still
gained strong support in different parts of theld:oit is not only limited to small
and highly industrialized countries. Later reseafotm other countries has
reported empirical observations in support of thedet (Johanson & Vahine,
1990, 13).
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2.3.2 The Network Model

Ford (2002, 229) puts the network model into a sngefinition: “[....] the
network approach sees internationalization in tesh@company’s existing home
or overseas relationships, those that it may havestablish to operate in a new
market (and perhaps break elsewhere) and the aaifdmoth the company itself
and others around it. In other words, as a prodgegsn by the interaction of all

the actors in a network.”

Hollensen (2004, 60) defines business networknede of handling activity
interdependences between several business actbhsareach other through
relationships. These relationships are seeminglilile and may change in
connection with environment changes. The netwogk@gch assumes that firms
cannot be seen as individual actors; rather theg labe related to other actors in
the international environment. Firms are interdejeen of each other and
relationships with other firms can be used to cehméth other international
networks (Johanson and Mattson, 1988). Througletredationships the different
firms can take advantage of each other’s resotnct® network (Hakansson and
Snehota, 1989). On the other hand, Ritter (199%ind that not all relationships
carry good things with it; mistrust and dependemonay come up. Moreover, it is
a time consuming and costly process to gain adoessternal resources through

relationships.

Every actor within the business network keeps #tevark in function as long as
everyone within the network engages in relationskgh each other. The shape
of the network can change easily as any actor witie business network can
change relationships and engage in new ones; fherkanging the structure of
the network (Hollensen, 2007). According to Joharesad Mattson (1988), a
network can either be tightly structured or loosshyctured; in tightly structured
networks, the interdependence of firms is high tedpositions of them well
defined at the same time as the bonds betweerothpamies are very strong. On
the opposite, the loosely structured networks maverell defined positions of the
firm nor do they have any strong bonds between ti8mply put, certain

networks are strong whereas others are weak (Dsoaland O’'Toole, 2002).
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Networks are divided into three categories by Ddsah and O'Toole (2002);
social network, bureaucratic network as well appsatary network. The social
network relies on human interaction, with persoretivork being most important
for small businesses. The personal tie eases asafat competition, which is
accomplished through informal person-to-person agkywvord-of-mouth rumors
as well as repeat business. Bureaucratic netwdrigidy formalized and can
differ depending on the power of the members ofnigt®vork. In the proprietary
network, the ownership of assets is regulated wanack; joint ventures being an

example in this category.

Hollensen (2007) defines the actors inside of ol as connected through a
number of ties, for example technical, social, adstiative or personal ties. The
author explains that there exists a basic assumpbout the network model that
the single firm is dependent on the resources otbetr by other firms. These
resources in turn, get accessible through the finatsvork positions. Despite that,
entering into a business network is not an easkydast requires the motivation
and the willingness of other actors within the rao interact with the firm
outside of it. Hakansson and Snehota (1989) cl#néy a relationship status only

is accomplished if the other parties at least Haken some actions to it.

As mentioned earlier, every actor within a netwriugs with it resources; for
some actors being unique resources whereas farsotlogking as a
complementing resource to its own one. From a nétwerspective, the
combination of resources from different actors ggeat strength, as this gives the
individual firm a stronger position. Additionallhis results in new knowledge
within the reinforced network. Network is often sadered as a knowledge
resource due to the sharing of resources buildgsilepas well as adaptation skills
among its members (Donaldson and O’'Toole, 2002.the ongoing interaction
with other companies within the network that grdguaads to the learning of
how the market works at the same time as thisantem strengthens the

engagement of each actor (Johanson, Blomsterm@ainitberg, 2002).

Johanson, Blomstermo and Pahlberg (2002) clainthieatetwork context is

important as it is a source of information abowet émvironment. Every business is
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conscious of their own company and how it workg,bdyuhaving close
relationships to other actors, a company can egsiiyaccess to information about
other businesses and how these work. The authdrefiexplain that the formed
relationships can give the company an insight ¢éodter firms’ thoughts about
the future. Close relationships enable the compam®gtimate and understand

trends which can be critical for the company.

2.4 Four cases of internationalization

Ford (2002, 229) describes internationalizatioteasoutward extension of a

single company’s current operations and the outooinits decision making.”

The earlier presented Uppsala model presents attenalization as independent,
with no regard to competition or the situation ba market. These aspects can be
combined; Hollensen (2007, 72) explains: “A ‘protioc net’ contains
relationships between those firms whose activibgether produce functions
linked to a specific area. The firms degree ofrimd¢ionalization shows the extent
to which the firm has positions in different natdmnets, how strong those
positions are, and how integrated they are.” Acicgytb Johanson and Mattson
(1988) the term ‘net’ is used specifically to idgnparts of the total network.
Production net refers to a firm’s relationship cected to a certain product area,
whereas national nets consider networks in othentries (Chetty and Holm,
2000).

Hollensen (2004, 62) extends this definition bwtielg to four different cases of
internationalization among firms; on the one hanbhw or high degree of
internationalization of the firm and, on the othand, a low or high degree of
internationalization of the market. Johanson andtdéa (1988) further explain
these four situations as internationalization psses connected to the network
model.
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Degree of internationalization of the market

Low High
Degree of
internationalization
of the firm Low The early starter The late starter

High = The lonely international  The international among others

FIGURE 4 — Four cases of internationalization &ifma (Hollensen 2004, 62)

In Figure 4, the first case of internationalizatidlustrated by Hollensen (2004,
62) is the ‘early starter’. Here, there is no a@rgimportant relationship between
competitor, customers, suppliers or other firmsthee on the domestic nor on the
international market. The internationalization @egis in this case described
with a slow and stepped involvement in the martft&n arranged by an agent.
The firm is inexperienced in the foreign marketsj dohanson and Mattson (1988)
argue that such experience cannot be gained friatoreships in the firm’s
domestic market. Hollensen (2007) explains thantbee knowledge the firm has
gained about the foreign market, the more committbdcomes. This scenario
also is confirmed by Johanson and Mattson (198By &add that firms rather
choose markets which are similar to the home makéhe firm already contains
a certain degree of knowledge about it. The authong out that the ‘early
starter’ prefers to export products instead of nfiacturing them abroad. As soon
as the firm’s internationalization has increasedjli change from being an ‘early

starter’ to become ‘a lonely international’.

‘The lonely international’ describes the firm agpexenced regarding
relationships with other foreign countries. Thetinandles situations outside its
own environment and cultural values (Hollensen £Z@®®2). Considering the
structure of networks, ‘the lonely internationadinceasier get access to tightly
structured networks as it already has gained aflkbowledge about different
national markets (Johanson and Mattson, 1988)eHsdn (2007) explains that

any taken initiative for further internationalizai does not origin from inside the
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production net, as the actors within this netwaaskeha limited knowledge about
internationalizing processes. This is not a prolileough, as the ‘lonely
international’ has the capability to promote iteguction net as well as the firms
involved in it. These statements are also confirlmedohanson and Mattson
(1988), but they add that the firms which haverimdéionalized before their
competitors may gain advantages by that, especratightly structured networks.
This due to that the firms already have their nekwamsitions before their

competitors.

About the third case of internationalization, ‘th&e starter’ has the disadvantage
of being less experienced in other markets comparéd competitors. Moreover,
the firm often has the problem to establish newtos abroad because of tightly
structured networks (Johanson and Mattson, 1988).bEst distributors already
conduct business with competitors and as a newcautrs within the net can
make the business unprofitable because of higimgridiming is an important
aspect to take into consideration when internatiping a business. In this case,
also the size of the firm has to be taken into antdSMEs can generally adjust
more easily to foreign environments as the firfig@sible, which is an important
factor in an international net. A small firm carses adjust itself and react faster
on initiatives of other firms, which is crucial the case where other firms in the
net already are international. Larger firms (LSs)the other hand, are often less
specialized, making their situation more compleantin the case of the SME
(Hollensen, 2007). Johanson and Mattson (1988}t paihthat there exists a
general problem for internationalizing firms; anfithat already is large in its

home market has difficulties in finding a nichetbe international market.

Lastly, ‘the international among others’, gives fine the possibility to use
connections in one net for further extension orgpetion into other nets
(Hollensen, 2004, 63). The establishment of salesidiary is common in this
stage as the firm has a high international knowdealghe same time as a stronger
need for coordinating activities between the marketequired (Johanson and
Mattson, 1988). The ‘international among othersimyameets competitors with

a high international integration and operatesghtty structured markets.
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Changes in the firm’s position may only occur thgldor example joint ventures
or acquisitions. The driving forces for internatidination in this case are based
on that the firm has the urge to use its netwowditmm in a strategic manner.

It is concluded by Hollensen (2007) that intern@dilization is seen as process
where knowledge and learning go hand in hand, gwaugh if internationalizing

occurs in a fast pace.
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3 DECISION MAKING OF ENTERING MARKET

To make a final decision for entering a foreign kefto expand company
international business is built on different preditions. Different stages of
preliminary works should be implemented with conmgresive analysis and
research. Basically, a general structure of marggtrocess can be classified into
situation analysis, marketing strategy, marketing decisions, and
implementation and control (NetMBA Business Knovgedenter 2007). In the
beginning, the situation analysis can be startedtitiging the methods of ‘5 C
Analysis’, ‘PEST Analysis’ and ‘SWOT Analysis’. Meahile, the traditional
approaches to fulfill the marketing strategy inédww®gmentation, targeting,
position and so forth. Based on the initial stagfemarketing process, the specific
product development, pricing decision, distributéord promotional development
should be followed. Within the widely range of metikg process, the study will
mainly concentrate on the analysis of market sieleah the part of targeting as
well as the knowledge of market research concerthiederm of Business-to-
Business (B2B).

3.1 The term of Business to Business (B2B)

Business-to-Business (B2B) is a marketing relabgnbetween the enterprises in
the field of market. Simply, the B2B can be regdrds a transaction that occurs
between two companies, as opposed to the transantiolving a consumer
(Baike 2010). The term “Business-to-Business” wagimally coined to describe
the electronic communications between businessesterprises in order to
distinguish it from the communications between besses to consumers (B2C).
In the early stage, it eventually came to be usadarketing as well, initially
describing only industrial or capital goods mankgtiNowadays, it is widely
applied to describe all products and services bgezhterprises. The term may
also describe a company that provides goods oicesrfor another company.
Compare to the traditional model of B2B, the e-carea has become a major
manifestation to the modern B2B market (Baike 20kDjeality, the traditional
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business transactions between companies oftentbaypend a lot of resources
and time. No matter the transaction is sales,idigion or procurement, each of
them will occupy the cost of the product. Howetbrpugh the path of transaction
online, the buyer and seller can complete the ebtisiness process as well. By
utilizing the e-commerce model of B2B, the opematiosts, as well as a number
of transactional workflows and management costwdxt the enterprises can be
declined. The convenience and extension of thear&tag will support different
enterprises in expanding the range of their a@sitMeanwhile, the cross-border
and inter-regional business development become owreenient and less

expensive (Baike 2010).

Presently, the development pace of internet B2&irprisingly rapid. According
to the latest statistics, in the beginning of 2088, transaction volume of internet
B2B has far exceeded to the amount of B2C trarmadin 2006, the size of
global B2B e-commerce market reached 5.8 trillio8.Wlollars. With a
forecasting, the annual growth rate will be arodBélo in the next few years. And
the market size of global B2B e-commerce in 20l0achieve 26 trillion U.S.
dollars (CIECC 2009).

Not only establishes a trading group on internet,atso B2B provides the basis
of strategic cooperation among the companies. Aayammpany, regardless of its
strong technical strength and good business strateg completely not possible
to achieve B2B individually. In truth, the estahlisent of alliances between
enterprises has become a common development tdetaork allows unimpeded
access of information. Via network, enterprises lmaifd a complementary and

mutually beneficial in market, product and businggsration (Baike 2010).

Despite B2B e-commerce market has a good develg@aimaomentum, but the
immature side still exists in this case. One refdedcribed that, although the
online transactions account for 40% of market shgr2004, but 11% B2B
transactions only related to the price negotiataod in the majority of the online
transactions are the simply order fulfillment (P@@§9). According to the
research report, which did in-depth interviews 80 ®&nline trading parties by

Boston Consulting Group (BCG), the vice presidemt Andrew states that,
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“Recently, the shallow model of B2B cannot compgietémulate the traditional
buying and selling patterns. Almost half of thevays of the online transaction
are required under the coordination of traditiametiwork communication to

improve the entire transaction (XICI 2009)".

Until now, the B2B platforms present two kinds ehge — Asia and West.
Although each of them possess advantages in itkandout the shortages are still

identified separately as follows (Baike 2010):
1) Western B2B platforms (i.e. European and American):

e Low domestic popularity;
e A high degree of specialization, the use of momagex;
e Less directly inquiry;

* Longer trading process.
2) Asian B2B platform (i.e. China)

* Generally does not solve a fundamental problenw~vgitation by the
foreign buyers;

 Beregarded as a small commodity distribution platf with short order and
small volume by foreigners;

e ltis difficult to have large key account inquiry;

« Large internal inquiry, but less volume;

* Fully fierce competition from large number of dorti@sompanies leading to
lower profits;

» Large costs should be put to get a good positiod the performance-to-price
ratio becomes lower;

« Basically, the advantages only concentrate onrttiestries of clothing, craft
gift, hardware, electronics and so forth in thetB8east Asia, Middle East and

other regional markets.

Focusing on the trend of B2B e-commerce in the &kimarket, the above

statements apparently reflect the immaturity of B2Bommerce at the moment.
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For this study, instead, the traditional model @BBwill be used for the following

analysis.

3.2 Market selection

According to (Fletcher et al., 2004, 226), selegtm international market can
impact on the other activities of the firm. Thidmscause the outcome may
influence the profitability of the firm in its dorsc as well as in its other
international markets. Besides, Hollensen (2008) points out several potential
determinants of the firm’s choice of foreign markem Uppsala school’'s
research. Those determinants can be classifiedvit@roups of environmental

and firm characteristics;

Thefirm The environment

«  Degree of internationalization and * International industry structure

overseas experience »  Degree of internationalization of the
e  Size/amount of resources market
e Type of industry/nature of the *  Host country:

business —  Market potential
* Internationalization goals —  Competition
e Existing networks of relationships — Psychic/geographic distance

—  Market similarity

—

International market segmentat w

!

International Market Selection (IMS)

FIGURE 5 — Potential determinants of the firm’s icecof foreign markets
(Hollensen 2004, 220)

Governments and individual firms that want to stiate growth through export
development must distinguish between the vast nsridfeexport combinations
due to the fact that, in most circumstances, alatgnber of export opportunities
exist, and only a limited number of these can h@a@®rd because of scarce

resources (Papadopoulos and Denis, 1988, 38). dlkrge that governments



26

and individual firms therefore face is in choosspgecific sectors for export
promotion (Shankarmahesh et al., 2005, 204). leralyield a higher return on
investment and make sure that resources are ntedvas less attractive export
markets, they should focus their efforts and resesipn a limited set of dominant
export markets (Shankarmahesh et al., 2005, 204hé&rmore, selecting the
“right” market is important as a first step in ergang exports to ensure export
success, determining foreign marketing strategiesdeciding where to establish
bases to create a favorable competitive positidghase markets (Papadopoulos
and Denis, 1988, 38). Rahman (2003, 119) staté¢shére exists a well-
developed literature of market failures encountdrngthternational marketers and
that the biggest reason for these failures is ptamket selection resulting from

inappropriate evaluation of markets.

Czinkota & Ronkainen (2001, 272) and Hollensen &@Y-42) state that the
market selection in some cases is a reaction totavation provided by a
‘Change agent’. The authors explain this changataage something within or
outside the company that triggers the internatiaatibn to take place. The
Change agent can appear in the form of an unsadictder. Government
agencies, chambers of commerce and other changesagay also bring foreign
opportunities to the firm’s attention. Such casasstitute an externally driven
decision in which the exporter simply respondsrt@pportunity in a given

market.

The process of evaluating worldwide export oppaties is complicated for a
number of reasons. These include the difficultyewmining all possible export
opportunities to all the countries of the worlddatme availability of data for
specific consumers, businesses or governmentértiits the screening process to

using only published data (Brewer, 2001, 155).

The selection of a supplier in Business-to-Busimaasket is more complicated.
Since people are buying on behalf of their orgarorarather than themselves,
there is a greater pressure to be objective ammhedtabout their decision (Paul
2007). In a B2B situation, it is unlikely that juste person will make the buying
decision. In Business-to-Business market, the disegmentation is similarly to
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arrive at clusters of like-minded companies. Themvery strong pressure to use
segmentation in Business-to-Business market toavaompetitive advantage as
there is often little to differentiate one prodttinother. Segmentation therefore
links strongly with a strategy to achieve a susthie and differentiated position.
The benefits of segmentation are not hard to grlisp.challenge is arriving at the
most effective groupings. Compare to B2C markesiBess-to-Business
customers have more complicated needs, which cée maeed-based
segmentation both difficult and even dangerous.tBaisimilarities of buying and
using products in one group have led many Busite&sisiness marketers down

the road of convenience segmentation (Paul 2007).

A variation to the segmentation philosophy in Bessrto-Business market is to
apply a segmentation based on company size. Trsuogstion levels of B2B
customers are so widely different that this ofteakes sense due to large
companies usually thinking and acting differentdysmall ones (Paul 2007).
Compare with those ‘demographics’ segmentationaesiones referred to as
‘firmographics’ in Business-to-Business market, peefectly reasonable and may
suffice. However, they do not offer sustainable petitive advantage that
competitors cannot copy. According to the staterfremh Paul (2007), a more
challenging segmentation is one based on behavioeexds. The path of

segmentation for the companies to move is drawasujpllows:

Convenience Firmographics Behaviour Needs

* Geography * Sizeof * Price sensitive * Security
» Language company * Delivery o Power

* Product made sensitive e Esteem

Easy to do
Easy to copy by the
competition

FIGURE 6 — The Road To A Needs-based SegmentdBi®B (nternational)



28

3.3 Market selection method

Papadopoulos and Denis (1988, 38-51) summarizelitehgture on international
market selection methods up until the late 1980gyTclassified over 40
proposed international market selection modelstwtobroad types of approach
— qualitative approaches (rigorous and systematicaging and analysis of
qualitative information about one or a handful ofgnmtial country markets) and
quantitative approaches (analyzing large amounsgodndary data about many

foreign markets).

INTERNATIONAL MARKET SELECTION METHODS 1

1
QUALITATIVE APPROACHES QUANTITATIVE APPROACHES
1
r=====-== Lemmm e == 1
Market Grouping Metho Market Etimation Method ]
1
r==-= dem=- A

Firm- Country
level -level

FIGURE 7 — Categorization of the international nedrdelection literatures
(Papadopoulos and Denis 1988, 38)

3.3.1 Qualitative approaches

According to Papadopoulos and Denis (1988,39), mpaalitative approaches
typically start with identifying a short list of natries for further consideration by
establishing objectives and constraints for expgré specific product to each
country under consideration. Other studies focusema the nature,
appropriateness and sources of qualitative infdomdhat could be used in the
international market selection process. These ssunclude government

agencies, chamber of commerce, banks, customessational experts and
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foreign market visits (Pezeshkpur, 1979). Papadimgaand Denis (1988, 39)
suggest that pure qualitative approaches to intierms market selection could be
seen as biased as they are based on perceptioasealaggely inaccurate.

Douglas et al (1982, 27) states that the biggeaitarige in international market
selection is the large number of countries througltioe world that need to be
analyzed. They suggest that a screening procedsexondary data be used to
determine which countries to investigate in deftbnversely, quantitative
approaches to international market selection detgxtnis by analyzing and
comparing secondary data of a large number of cesrdnd will be discussed

subsequently.

3.3.2 Quantitative approaches

Papadopoulos and Denis (1988, 39) further dividentjtative approaches into
two categories, namely market grouping methodsnaaudket estimation methods.
Market grouping methods cluster countries on thesbaf similarity while market
estimation models evaluate market potential on 6rmountry level (see Figure
7).

Market grouping methods: Studies undertaken to attempt market grouping hav
been summarized by Papadopoulos and Denis (19881 3%teenkamp and Ter
Hofstede (2002, 185-213) and Shankarmahesh &0fl15( 204-206). These
methods are based on the assumption that the masttize markets for a firm
are the ones that most closely resemble the maitkeds already penetrated
successfully (Papadopoulos and Denis, 1988, 41prByiding insight into
structural similarities, these methods enable fitonstandardize their offerings
and marketing strategies across markets (Sakasla 2007, 213). Countries are
clustered based on the similarities in social, eatin and political indicators
while demand levels are, for the most part, no¢malkito account (Sakarya et al.,
2007, 212). Studies that attempted to include rpavduct-specific information
faced the problem of insufficient data, and aratichto the product ranges of a

particular firm. Thus, they cannot be applied igaksible product groups
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(Papadopoulos and Denis, 1988, 41, 47). Moreoweusing only on countries
with similar characteristics to markets alreadygieated may hold the risk of
overlooking lucrative opportunities in countrieglwother characteristics (Kumar
etal., 1993, 32).

Market estimation methods: Market estimation models evaluate foreign markets
on the basis of several criteria that measure ggt¢genarket potential and
attractiveness (Sakarya et al., 2007, 212; Papadopand Denis, 1988, 41). The
criteria vary across methods and often include thiealze, growth, competition
and access indicators (Sakarya et al., 2007, PEpadopoulos and Denis (1988,
40-47) summarized the different methods of meagunarket potential that were
introduced up until the late 1980s and includedtiplel factors indices, regression
analyses and multiple criteria demand estimatiBapadopoulos and Denis (1988,
40-47) found that common shortcomings of these autlinclude the lack of
product specificity, the assumption of a staticismmment and methodological
problems due to data availability.

3.4 Market research

With a simply definition, McNeil (2005, 3) defin@siness to business (B2B)
market research refers to the research that isrtak@® entirely within the
business world; a business — the client — wishesdearch its business customers
or, less commonly, its suppliers or other partié®\are involved in the running

of (or who contribute to) its business.B2B reseanctudes all research where the

product or service is being used in a businesg@mvient.

Based on the argument from Chisnall (2005, 7)caigh the term “market
research” is now largely used as a synonym for ketamg research’, there was
originally a distinct difference between the scopéhe activities they covered.
Chisnall (2005, 7) explains that, “the respondiiei of market research, as noted
later, extend comprehensively, whereas marketisgareh is limited to finding

out information about the market for a particulesguct.”
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McNeil (2005, 4) states that, the B2B research beagither domestic or involve
international research. It embraces many differectiniques including desk
research, brain-storming, qualitative and quaigatesearch. Besides, McNeil
(2005,4) emphasizes the B2B market research ismigtabout interviewing the
“big boys” or top decision makers, but it is aldmat interviewing the influencers
of the business decisions, the implementers, pgsbie ultimate end-users of a
product or service. Jeannet and Hennessey (1923 ré@al the complexity of
the international marketplace, the extreme diffeesrthat exist from country to
country, and the frequent lack of familiarity withreign markets accentuate the
importance of international market research. Tiseaech provides the necessary
information to avoid the costly mistakes of posattgies or lost opportunities.

The market research process includes the systeidatitification, collection,
analysis and distribution of information for therpose of knowledge
development and decision making (Polaris Markeflegearch 2009). According
to Jeannet and Hennessey (1995, 200), the basiarobsapproaches can be

classified into four-step processes, those are:

1) Problem definition and development;
2) Determination of the sources of information;
3) Collection of the data from primary and secondanyrees;

4) Analysis of the data and presentation of the result

While focusing on the analytical parts of sourcetednination and data
collection, for each assignment, researchers magsghto base their analyses on
primary data or to use secondary data (Jeanndtiandessey 1995, 201). The
essential understanding of primary data are desttily Hollensen (2004, 138)
that, primary data can be defined as informatiat i collected first-hand,
generated by original research tailor-made to anspecific current research
questions. Contrarily, McDaniel and Gates (2006,e®lain the secondary data
consists of information that has already been gathand might be relevant to the
problem at hand. Usually, there are two basic ssuof secondary data: the
company itself (internal databases) and other azgtions or persons (external

databases). Jeannet and Hennessey (1995, 20frpiduthat since the costs tend
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to be higher for research based on primary datanskedata (desk research)

usually will be exhausted firstly.

Additionally, Hollensen (2004, 139) expresses #woadary research conducted
from the home base is less expensive and lesscim&iming than research
conducted abroad. No contacts have to be madedeuts home country, thus
keeping commitment to possible future projects laialevel. As a preliminary
stage of a market-screening process, secondargrobsean quickly generate

background information to eliminate many countfresn the scope of enquiries.

Nevertheless, Jeannet and Hennessey (1995, 19@)quaithe international
research covers a multitude of environments, aacktls a scarcity of comparable,
relevant data. Meanwhile, Jeannet and Henness&%(291) also highlight the
situation of substantial body of data exists fréva tnost advanced industrial
nations, but less secondary data is availableweldping countries. Moreover,
Hollensen (2004. 220) also thinks to acquire adeureoss-national statistical
data is very difficult. Jeannet and Hennessey (1903) indicate a good approach
to locating secondary sources it to ask yourseld wbuld know about most
sources of information on a specific market. Theations of non-availability,
reliability, lack of relevance, inaccuracy and ifigiency of data are always
hidden in the process of secondary data collection.

If the research questions are not adequately aesMmr secondary research, it
may be necessary to search for additional infolwnati primary data (Hollensen
2004, 143). Principally, research approaches ofigny data include observation,
surveys, personal interviews and sampling. To bectmplements of secondary
data collection, conversely, the problems assoeiiteusing above primary
researches still impede the process of the resesuich as inadequate sampling

survey, non-response and language barriers.
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4 SPECIFIC MARKET ANALYSIS

For the following study, combining the theory abthé approach of
internationalization process in Chapter 2, the netvwnodel is considered. The
reason why the Uppsala Internationalization Modelat be selected, because the
critiques point out the self deterministic, and pinecess of Uppsala model is
more valid for companies that have recently inteomalized and whom still lack
of market knowledge and market resources. Compéméslready have
operations in several countries do not face thesielgms as much as the
beginners. Apparently, the situation of incompredinas utilization for all types of
companies of this model is appeared. Instead,@mtbdel of network, the firms
cannot be seen as individual actor; rather they hawe related to other actors in
the international environment. Every actor withinedwork brings with it
resources; for some actors being unique resourbesaas for others working as a
complementing resource to its own one. This mod&knor less can reflect EU
companies in this study already create relationshiip some target developed
and developing countries. Based on the owned nktinasther countries, to
discover the potential market in another develogogntry of China, the idea of
establishing new network for the target market sthbe considered as an
approach to penetrate in. Basically, the networkgortant as it is a source of

information about the business environment in Chioaadays.

Connecting with the knowledge of four cases ofrmaéonalization of a firm, the
roles and the positioning of EU companies are ctamed between the late ‘early
starter’ and early ‘lonely international’ concergithe business in China’s market.
The meaning of this positioning is the EU compaaieexperienced regarding
relationships with other foreign countries, and Bt companies have capabilities
to handle situations outside their own environneerd cultural values, but with a
slow and stepped involvement, as well as inexpeeeéror less experienced in
China’s market. Due to the immaturity of B2B onlin@nsaction in China, which
was described in Chapter 3, instead of applyind3®2® e-commerce, the
traditional B2B transaction approach is considerethe standard to develop and

analyze the target market of Chengdu.
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In fact, to evaluate a market attractiveness aenpial in China, the EU
companies can consider applying the market estomatiethods of quantitative
approach to decide if the city of Chengdu can leentlarket for them to penetrate
in. From the companies’ points of view, comparédwtite market estimation
methods, the shortage of market grouping methtal fiscus only on countries
with similar characteristics to markets alreadyqieated, this action holds the
risk of overlooking lucrative opportunities in cdtias with other characteristics.
On the other hand, the method of market estimatowid evaluate the markets
within one target country on the basis of seveniéiia to measure aggregate
market potential and attractiveness, such as $iteeanarket, growth and

competition of the market, etc.

Based on the early study of market selection imptleeess of internationalization,
several determinants of choosing foreign mark&hapter 3 are adapted. For the
EU companies, in the group of environment charssties, the specific aim of
internationalization, the structure of the indwdtdevelopment of target market
are the basic preconditions to think about in otdeneet the companies’ needs.
In the meantime, except of the criteria in the readstimation method, based on
the research question in this study, to give affan@ework and describe the
development trend of economy and policy in theg¢aingarket of Chengdu city
will be followed. According to the introduction Bestern Development policy in
China, the specific market of Chengdu will be amatyby using different

secondary data to complete the screening procedtines Chapter.

4.1 China’s western regions development

Western development is a policy of the central gowvent of the People’s
Republic of China, which is aimed at “bringing tlesidual capacities of
economic development in the eastern coastal ardeegmirpose of raising the
economic, social development level and consolidatenal defense in the
western region.” The official operation of this jpglwas started in March 2000

leading by the western development office of S&@aencil (Chinagate 2009).
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Basically, the scope of western development indud&provinces, autonomous
regions and municipalities, which are Chonggingh8an, Guizhou, Yunnan,
Tibet, Shanxi, Gansu, Qinghai, Ningxia, Xinjiangduy Autonomous Region,
Inner Mongolia, Guangxi Zhuang Autonomous Regiom ailin Yanbian Area
covering 6.85 million square kilometers. In essem@stern region possesses
abundant natural resources, large market poteahdl jmportant strategic
position. Due to the reasons of nature, historgiesp and other factors, the
economic development in western region is relagibackward. Furthermore, per
capita GDP is merely equivalent to two-thirds @ tlational average, and less
than 40% of average level in eastern region. Utltkse circumstances, there is
an urgent need to accelerate the pace of reformatid opening up, as well as the

modernization drive in western area (Chinagate 2009

Because of the over-expansion and existing devetopgaps between eastern
and western region, the unbalanced developmehbsetlocal markets has
become a long-term issue that hinders the posttemomic and social
development of China. To support the developmedtcamstruction of the
western region, the realization of coordinatingdiegelopment of both eastern
and western regions has been pointed as the sigmifpolicy, as well as a
strategic task in the process of modernizatiorhieyGhinese party leadership
(Chinagate 2009).

Concerning the policy of western development, gr®wned economist Li
Yining and Robert Mundell wrote a report of “Thelpaf urbanization of western
development”. The deeply research and analysistatestern region in that
report accentuates that, after the decade exptwitahd six years’ plan of urban
and rural coordinative development, the city of @jdu has already become an
engine city of western development, as well asditg city of new urbanization
development. The urbanization development mod€hengdu is not only used
in western region, but also it has the meaningedfett by using as a reference
and demonstration in the central and eastern regifber ten years’
implementation of western development strategywestern region has moved

into a stage of fastest growth, best quality ofel@gment, most masses benefit,
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and maximum change of urban and rural outlook. &afig, urbanization has
already become one of the vital driving forceshia process of western
development (CE 2010).

According to the report from State Information Gansince the western
development strategy of promoting the urban-ruredgration was implemented

in 2003, the city of Chengdu condensed the cergudgivelopment progress of
typical cities in developed countries from ‘eantglustrialization — to mid-
industrialization — de-industrialization — globd#lyc— and information city.’ In just

a few years’ time, the city of Chengdu not onlympuates the development of
industrialization, but also it adjusts the layofitity space and industrial structure.
In the meantime, the processes of informatizatrmhg@obalization in the city of

Chengdu have already accelerated apparently (NEQES)2

During the time of western development, it is dis®fastest ten years’
development in the city of Chengdu. According ttaddisplay, in 2009, the GDP
was 3.8 times compared to ten years ago, and &sset investment was 8.4 times
compared to ten years ago (NEWS 2010).

Recipient of the Nobel Memorial Prize in economtbg, well-known economist
Robert Mundell reminds us that, “presently, thebgleeconomy is all in the
process of transfer. If the western China includimgycity of Chengdu can seize

this opportunity, it will gain great driving forc CDEI 2010a).

4.2 The city of Chengdu

As the capital of Sichuan province, the city of Gy@u is located in the western
part of the Sichuan basin. The municipality coweetstal area of 12,390 square

kilometers, including 87 square kilometers of urbaga.
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Sichuan Province of China

Thecity of Chengdu

FIGURE 8 — The map of Chengdu (Chengdu Investmanrir&ment
Introduction 2010, 13)

Basically, the macro-environment forces shape dppdies and pose threats to
the companies (Kotler et al 2004, 103). In the addgusiness-to-Business, by
utilizing the tool of PEST, the following sub-sexts in this chapter will examine
and analyze the general macro-environment forctseicity of Chengdu. Simply
understanding, the PEST analysis is a frameworkcttegorizes environmental
influences as political, economic, social and tetbgical forces (Papers4you
2002). Following the steps of PEST analysis, a aqefmmnsive explanation of

Chengdu as follows:

4.2.1 Political factors

As to international business, political factors emasidered crucial. About the
related policies concerning the foreign investmémtbe city of Chengdu,
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presently, the activity of investment is definedas of the fundamental driving
forces of the economic development. Under the éthdevelopment circumstance,
there is a necessity of guiding and mobilizingrgéanumber of various types of
investors to put business in the city of Chengduth& moment, the wide and
diverse channels of investment are promoting tfaesjic adjustment of

economic structure in the local market, as welirgsaccelerating the reformation
of investment systems and standardizing the investmmarket. These actions
create an open, fair and equitable investment enmient to all types of investors.
Moreover, the actions also highlight the compagsatidvantages of Chengdu in

the case of participating in western developmerzd$\2009).

Additionally, following the national policy of “Openg up to the outside world”,
the restriction of market access has been redubsioggadays, under the economic
condition of socialist market, not only to encowgamd attract more investors
entering into the city of Chengdu, but also theegamental interventions are
minimized. In terms of investment, currently, tbedl preferential tax policies are
published (See appendix 1). On the other hand doasé¢he objective of opening
up and the reduction of tariffs, the degree ofriméionalization in the city of

Chengdu has been ascending gradually (Wzgs 2009).

4.2.2 Economic factors

Since China joined into WTO in 2001, the policy‘@ipening-up to the outside
would” has expanded and achieved better internaltemvironment for national
market. Particularly, the economic system and sirechas been receiving
positive facilitation and strategic adjustment (@&h2009).

The city of Chengdu was approved of the “provincegbital, the important
scientific culture centre, historical and cultucdy” by State Council on 11
January 1984. In the past a few years, the compsalestrength of Chengdu has
markedly increased. In particular, orf"2%une 1993, the State Council further
requested the objective of “fully exerting the aifyChengdu to be the
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technological center and the commercial and firere@nter, as well as to play

the role of traffic and communication hub in theitbovest area (Chengdu 2008).”

In 2009, the whole municipal GDP achieved 450.2&hiyuan, increased 14.7%
over the previous year (CDEI 2010b). As a wholesolmtion, the inflation rate of
China reached averagely 1.2% in 2009. Besides agxgghrate of Chinese yuan
against US Dollar has been increasing, reache®6.862010, suggesting an
advantage for import activities.

4.2.3 Societal factors

As for the population, it reached 11.25 milliortlire whole municipality in 2008
(CDPOP 2009). The population of Chengdu occupie8%lof the entire
population of Sichuan province. According to thatistics in 2006, the population
proportion between the ages 15 — 64 was 74.24%:inmgea bigger and more
willing workforce (Chengdu 2006).

With the continuous implementation of western depaient, the national
economy of Chengdu is keeping rapid and stable throlihe data in 2009
showed the investment of fixed transportation adsatl accomplished 10 billion
yuan. At the moment, the construction of railwagject coordination has

obviously increased.

Presently, the city of Chengdu is the biggest Hutaibway transportation in the
southwest of China. There are ten national maireilerays pass through the city
of Chengdu. Additionally, the city of Chengdu iseanf the Chinese cities with
the highest highway density, and the total mileaigecal highway has achieved
around 600 km.
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In total, there are eight national major trunk $irsd national trunk lines cross or
start with Chengdu. A simple map of the highwaykrlines is drawn up as

follows:

FIGURE 9 — The highway trunk lines of Chengdu (Gjdeninvestment
Environment Introduction 2010, 29)

So far, there is only one civil aviation airpor€hengdu Shuangliu Airport in the
city of Chengdu. The new planning and construcigan an orderly way, which

is fully starting the project of second runway dfebgdu Shuangliu Airport.
Besides, new terminal is estimated to put intoindédarch 2011 (Chengdu 2009).

4.2.4 Technological factors

Until now, the development priority includes theitation of high-tech
products in the fields of electronics informatiomachinery, bio-pharmaceutical
and so forth. Moreover, the urban infrastructure Ibasically achieved
digitalization, which can provide a basic commaatfarm for all types of

specialized information system. In addition, thehteological policy innovation
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has moved into a new stage, and it has climbeldemational leading level (Cdst
2008).

The statistics in 2007 indicated that, 112 reseansfitutions were located in the
city of Chengdu. Furthermore, closely 1000 reseaettters, private technology
enterprises, non-independent R& D institutionsptalories, and bases were
scattered in Chengdu as well. During the time betw#2002 and 2007, 33 various
types of scientific and technological enterpriseuimators were established.
Besides, presently, two state-level developmeneégenHigh-tech Industrial
Development Zone and Economic and Technologicakldgment Zone have
been built. The other establishments of Indusia@ion Base of Digital Media
and National Information Security Industry Baseoalgectly prove the core of
further promoting scientific and technological ination, enhance
competitiveness as well as achieve the goal ofrdyimew leap of the
development in the city of Chengdu (Cdst 2008).

4.3 Industrial structure

The industry in the city of Chengdu was formedhia 1950s. Since Chengdu has
been identified as a key construction city by Chtha industries in this city
promote the reformation of the state enterprisetsyely invite investments from
overseas, adjust and optimize the industrial prosimacture, and also further
accelerate the pace of industrial developmenteriadhal market. At present, to be
the important industrial base in both Sichuan Rroeiand in the western region,
the industry in the city of Chengdu has built a ptately and comprehensively
industrial system including 38 industrial categer@ad 184 small business
categories with a certain degree of comparativaathge. In recent years, the
city of Chengdu fully implements the strategy obtgerful industrial city”, and it
closely surrounds with the key areas, key industiey enterprises and key
projects to escalate and promote the concentrafiordustry cluster development.
As a whole, the industrial economy in the city dfe@gdu has entered the best
period of the development in history. Meanwhiles thdustries have become the

important support for the city economic developmastvell. In 2009, after the



42

effects by the world financial crisis, with the o@ery of national economy, the
growth of municipal industry upgraded faster. Theustrial added value achieved
166.481 billion yuan, and the year-to-year growtsw8.7% (Cdgy 2009).

Nowadays, the mainly pillar industries leading deelopment of Chengdu
involve in electronics information, machinery, pimaceuticals, food processing,
metallurgy building material, petrochemical, andvrenergy. Several of them are
described as follows:

Electronicsinformation: the city of Chengdu is the location that entiledThe
National Software Industrial Base”, “The Nation@l Design Industrialization
Base” and “The National Information Security Indigdization Base”. This city
possesses a good foundation to develop the electrdarmation industry with
traditional electronic industry advantage (Chengdteign Investors 2007).
Meanwhile, a number of emerging enterprises hawgecout, which has formed
industrial chains of focusing on the integratedwir, photoelectrical display
device, digital audio-visual product manufacturingw electronic component,
military electronics and optical communication protmanufacturing (cdhistory
2009). To be the focus point and distributing ceimrthe western region of China,
the market radiation power and consumption levetomputer, mobile phone
and electronic components etc have achieved hygitagon in national market
(Chengdu Foreign Investors 2007). In 2009, thd taigput value of electronic

information industry achieved closely 140 billionan.

The result of output value increasing is basedemesl aspects; firstly, the
manifestation of value increasing is created bytimy investments from overseas
and project promotion; secondly, according to tifermation technological
development plan, the promotion of regional infotioradevelopment and IT
business, to some extent, indirectly drive the mwpment of regional industry;
thirdly, getting the fully support and facilitatidrom the Chengdu Municipal
Government, the establishments of the city inforomatechnology infrastructure
and telecommunication hub have achieved some ssexeBhese actions directly

push the progress of information industry posignahd actively (Newssc 2009).
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The comprehensive analyses concerning the elecgramfiormation industry by
Chengdu Municipal Government show its comparatoigaatages in different
aspects. The related points are listed below (Cthe @heng Huaqu Federation of
Industry and Commerce 2008):

1) One of the important electronics industrial baseShina;

2) The advantage of talents in scientific researctituiss and powerful
strength of R&D are the significant resources amargntees for the
development of the electronics information industrhengdu;

3) The city of Chengdu has good market conditionslarginess
environment, which creates advantages for the dpustnt of the
electronics information industry;

4) Local government imparts strong policy support® ¢lectronics
information industry in order to create a good atpieere for its

development.

Machinery (Automobile & Aerospace): After experienced more than 50 years’
development, the city of Chengdu already has xedbtistrong industrial bases
and more characteristic advantages. The businassedy involve in automobile,
auto parts, aircraft, aero component, constructiachinery, machine tool,
electrical appliance, agricultural machinery, instentation (Chengdu Foreign
Investors 2007).

On the one hand, the city of Chengdu is the confleeof Sichuan auto industry.
The sales revenue of auto product in Chengdu atedomn70% of the provincial
total (Chengdu Investment Environment Introduc20i0, 39). So far, a
comprehensive industrial system combining develogm@oduction and trade of
sedans, passenger cars, off-road vehicles, vangatslhas been constantly
improved. Following the purpose of continuous inyenment, the development of
vehicle technology mainly concentrates on the oalybefficient energy-saving
engine, and automotive emission control. Besidesreésearch and development
of producing new fuel for the vehicles is encourhffem the side of

governmental policies. Meanwhile, a high requesinfroving the electronics



44

information technology application level on the idd products is appointed as

well (Chengdu Investment Environment Introducti@i@, 39).

On the other hand, the aerospace industry in Chehgs already built the
cooperative base. The operations in this basedediue aerospace accessory
product, aerospace product manufacturing and nrante. In essence, the
cooperative base has already become one of thendatindustries in the city of
Chengdu. Until now, the overall size of the aeraspadustry in Chengdu ranks
second in the whole national market. In particulae,amount and the strength of
the aerospace enterprises, the aerospace scieesiiarch institutes and the
experimental research bases with strong techroceé$ in Chengdu come out top
in the whole national market. At the moment, thg #evelopment areas of
aerospace industry include the establishment a@itiavi industrial park, the R&D
of general aircraft and helicopter, industrialinatof satellite application, etc. In
2008, the aerospace industry in Chengdu gained maimess income of 15.909
billion yuan with 22.7% increase. (Chengdu Investtienvironment Introduction
2010, 40)

Phar maceuticals. The pharmaceutical industry in Chengdu has ajread
experienced over 20 years’ rapid development.simisally shapes seven
categories of chemical pharmaceutical, bio-pharuizzad, Chinese patent
medicine, Chinese herbal pieces, the plantatidbhofiese herb medicine, medical
device and pharmaceutical packaging material. 0v2the city of Chengdu was
successfully approved the creation of nationalibdhstry base. Since Sichuan
Food and Drug Administration increased the intgnsitindustrial structure
adjustment in 2009, it successfully led the prodhpharmaceutical companies to
resist the adverse effects of earthquake disasteties international financial
crisis. Meanwhile, in 2009, the total industriatut value of pharmaceutical
industry in Sichuan Province gained 49.703 biljoman, rising 19.43% over the
last year (Xinhuanet 2010).

Currently, the key development fields of pharmaicaliindustry include four
aspectsFirstly, there is a strong need to develop bio-ptaareutical vigorously,

and strive to create a group of innovative bio-ptegeutical having independent
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intellectual property. Secondly, following the pase of reinforcing the
advantage of modern medicine, the city of Chengdnithe way of creating an
industry chain of Chinese herb medicine from “thenmation of Chinese
medicinal herbs — to Chinese herbal pieces prawgssid herbal extractsto
Chinese patent medicine and functional health fwiodhinese herb medicine”.
Thirdly, in the process of developing bio-pharmdimal engineering, the
ultrasound imaging equipment, the nuclear magmesionance, as well as the
product of the digital X-ray machine should be deped energetically. Lastly, it
is necessary to foster the bio-pharmaceutical seividustry gradually (Chengdu

Investment Environment Introduction 2010, 43).

The current environment of pharmaceutical revealeial development
advantages. In the first place, the city of Chengalwides good industrial
operation environment to the related industritespecially, from ancient times to
the present, the city of Chengdu always plays @@bHistribution centre for
different pharmaceutical products. Subsequentyfrang capacity on the
scientific and technological innovation is covenedhe local market, which has
more than 100 research institutes, 69 laboratad@gngineering research centers
etc. Afterwards, more than 2000 different kind€Cbinese herbal medicine
materials are provided in the city of Chengdu. Tategories in Chengdu account
for 50% of the total categories of Chinese herbadlicine materials in the whole
Sichuan province. Because of the unique condittdmgtural resources and the
plentiful industrial resources, better developnyetrequisites are identified in
this case (Chinapharm 2007).

New energy: the development of new energy industry in thg oftChengdu has
been moving into a new stage of industrial plannigsentially, the mainly
development objects are solar, nuclear and windepavdustry, and more than 50
related manufacturing enterprises built in the llocarket. In the past 2008, the
total sales revenue of new energy obtained ne@dyniillion yuan. Particularly,

to be one of the development objects, the solarepgeneration has a strong
foundation in the city of Chengdu, which gained 8@i0ion yuan of sales

revenue in 2008 (Chengdu Investment Environmenbdiniction 2010, 42).



46

The latest “Industrial Development Plan of New Eyen Chengdu (2009-2012)”
has been published. According to the requiremerd,ihdustries development
including solar power, nuclear power, wind powewrenergy auto and
semiconductor illumination are pointed as the kiejgcts in Shuangliu and other

regions (Hexun 2009).

Following the proposed development ideas, the Silitaregion will focus on the
development of new energy and related auxiliary@gant manufacturing as the
main directions. In the aspect of solar power,déeelopment will concentrate on
crystalline silicon, the equipment manufacturingsofar thermal power
generation and so forth. In the aspect of civilleacpower, the industrial heating
system and core supporting parts and system caatientof nuclear island are
put in to the main development items. In the aspeuwtind power, the
development focuses on high-efficiency verticaldviarbine system, paddle wind
turbine generator, and core supporting parts. éragpect of new energy auto, the
new energy car load, powered cell, charging andging system, electric motor
and electrical control system are accentuatedeasrtportant development parts.
Lastly, in the aspect of semiconductor illuminatitre development will pay
more attention on substrate, epitaxy, core cedeably, LED illumination
products, etc. According to the industrial develeptrplan, Shuangliu region will
be established as the core carrier for the devetopwf new energy industry in
Chengdu (Nengyuan123 2009).

4.4 Estimation of industrial clusters development

Since the planning of key industry clusters hasibegplemented, this behavior
will greatly and directly promote the developmehtadevant industries. The
objective of intensive and concentrative developneéi€hengdu is going to
move on a new stage. The competitiveness of theabwedustrial economy will
be greatly enhanced. In the near future, the ¢itgleengdu will become a late-
model industrial base, which leads a high spe¢haalevelopment of the high-

tech industry and the modern manufacturing. Funtioee, to be a late-model
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industrial base, the economic and social developmehe city of Chengdu will

be effectively driven as well (ChinaSourcing 2008).

In addition, the selected industries above alseived estimation and forecasting

for their developments in the following years;

Electronicsinformation: The development system of electronic informatiaih w
be comprehensively built on the basis of advaneeldrtology, outstanding
advantage, reasonable structure and strong compatss in the national market.
By 2017, the estimated added value of electromfmgation industry will

realize about 215 billion yuan, and the sales regemill achieve 700 billion yuan
at the same time. The percentage of added valymng to account for more than
11% of municipal GDP. Among them, the sales incofsoftware and
information service will gain 440 billion yuan, espally the software export will
around 14 billion U.S. dollars (ChinaSourcing 2008)

Machinery (Automobile & Aerospace): In the sector of auto industry, the car is
regarded as the leading development item in tlyeo€iChengdu, and the
development of the auto part and component arggubwut as the main line.
While focusing on the constructions of the majatustrial project and attract
investments from overseas, it is also necessaagdelerate the agglomeration of
the whole industry and extend the industrial chaugn accomplish the formation
of the related industrial clusters. Following treabof “One development zone,
one production site”, the industrial added valugasig to achieve 38.2 billion
yuan in 2017. The total amount of vehicle productoll around 914,000. In
addition, the related vehicle and parts manufactubase will be established one
by one (ChinaSourcing 2008).

On the other hand, the objective of the industrdded values in the aerospace
industry will obtain 16 billion yuan by 2017. Thrglu 10 years’ development, the
city of Chengdu will endeavor to build internatilgaenowned aviation
maintenance base as well as the bases of helicgetegral aircraft and major

aviation components production (ChinaSourcing 2008)
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Phar maceuticals. In order to further promote the city developmeiie bio-
pharmaceuticals industry, by 2012, the total ecan@ggregate of municipal bio-
pharmaceuticals will be 900 billion yuan. The sate®me of more than 80
enterprises will exceed 100 million yuan. Moreovbke next step is to build
important bio-pharmaceutical research and innowatentre, incubator and
pharmaceutical trading center gradually. Thes@astdirectly reflect the goal of
being the national bio-pharmaceutical industry bagbe whole national market
(Cdcyl 2009).

New energy: Following the development objective, by 2012, th@ltinvestment
of new energy industry will reach over 20 billionan and sales revenue hit 55
billion yuan. One energy enterprise with the anrsadés revenue of 10 billion
yuan will be fostered. Meanwhile, another 10 MegatW SP Station which is the
first one in China will be established as well (Mean123 2009).

By 2017, the Shuangliu region will be pointed as¢bre development area to
create hundred billion of new energy industry. Amdimem, except of cultivating
three enterprises exceeding 10 billion yuan inftflew years, the sales revenue
of solar power is going to realize 100 billion yu&urthermore, 20 billion RMB
sales revenue will be received in nuclear powewelkas winder power will

strive to gain 30 billion yuan at that time (Neng23 2009).
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5 EU PROJECT INNOVATION CENTRE (EUPIC)

Although the city of Chengdu is chosen and consd@s an alternative market
for the EU companies to increase their internatiboainess, nevertheless, in
terms of Business-to-Business, the problems disgafedata collection with
regard to the field of market research are poiotgdn the previous Chapter 3.
For example, the substantial body of data exisis fthe most advanced industrial
nations, but less secondary data are available di@mloping countries. And also
the difficulty of acquire accurate and sufficienbgs-national statistical data
individually always happened in different EU comiggn Based on these
situations, there is a strong need to find diffeegproaches for the EU
companies in order to eliminate the issues in tbegss of market research.
According to the theory statement in Chapter3 sémondary data of the market
research can be collected though different outstdeces. Usually, the companies
can receive the information by getting support fiamumerable government
departments, agencies, as well as trade and iydastociations, even different
service organizations. Although, sometimes, thewasucan be found on the
internet, but the web information in Chinese sdlrbstricted bygovernmental
policies nowadays. Because of the existing linotadiof secondary data through
website in China, the desk research in that wayiligifficult to be collected
comprehensively for some reasons. Following thesidnd analytical part in this
study, the EU Project Innovation Centre in the oftfChengdu is selected as a
route to support and help those EU companies. fitneduction of this case
organization is based on the idea of indicatinggblecompanies that who would
know about most sources of information in a specifarket in the case of

locating secondary sources for them.

5.1 About EUPIC

To be the case organization, the EU Project Innonaentre (EUPIC) is a non-
profit organization established in November 200€engdu with the purpose of
continuing its durable development after the “EUe@¢du SMEs Business
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Matchmaking and Cooperation Incubation” Event.deence, EUPIC is
supported by the EU, Torch Centre, Ministry of &ceeand Technology of China,
Sichuan Provincial People’s Government, Chengduiblpal People’s
Government and the Management Committee of CheHgtiech Industrial
Development Zone. At present, EUPIC is the only stigported project
incubation center in China (EUPIC 2007).

Until now, EUPIC has established partnership wilofganizations from 27 EU
member countries (UK, Germany, France, Spain,rckl&inland, Demark,
Holland, Sweden and Portugal etc) including trad@ewsestment promotion,
service agencies, regional industrial associatiand,S&T research institutions
etc. Basically, the aim of EUPIC is to further deegollaboration between
bilateral institutions in order to promote the cemtion between enterprises
(EUPIC 2007).

EUPIC’s strength lies in its extensive network @adkground from European
and Chinese authorities. Based on its close coimmewith EU partner
organizations and local governmental departmend®|E€ is competent in
delivering professional service to EU companiefieges and universities,
research institutions and chambers of commercddbktfor technical
cooperation, investment, project incubation oreéradChina. Meanwhile, it also
provides great assistance to Chinese companiégiminternationalization
process (EUPIC 2007). Generally, the structurdefdepartment classifications
of EUPIC is introduced below;
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FIGURE 10 — Organizational chart of EU Project maion Centre (EUPIC 2009)

Until now, EUPIC supports growing small and medisized enterprises (SMES),
universities, research institutions from EU andr@hior business, investment
opportunity and technology innovation. Meanwhil&)FHC also functions as a
project executive center to apply and take pattiénbilateral and multilateral aid
programs funded by the EU and Chinese governmBatscally, EUPIC strives

to become the premier communication platform betwield and China to
enhance trade promotion, investment flow and teldgyannovation and
technology transfer in order to assure sustainddelopment and mutual benefit
(EUPIC 2007).
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5.2 Operations

The scope of the work in EUPIC is to provide fotlthBU and Chinese companies.
On the one hand, EUPIC can help EU companies tigérihe gaps between
China and their home countries by providing theeseary business tools to make
their market entry less risky. Moreover, EUPIC itifegs suitable business
partners for EU companies, industrializes theieaesh results and offers
assistance in technology innovation and technotaagysfer. On the other hand,
after the entrance of China into the WTO, Chinesamanies are facing more
challenges from the open market. The need for GRISMES is to adjust the
international business climate in order to playaeractive role in international
market. In this case, EUPIC enables Chinese SMEgsttinancial support, invest
in Europe, establish partnerships with EU firms apdn the gate to the European
market (EUPIC 2009).

5.3 Services

Essentially, there are different services are effdsy EUPIC, which are classified
into free services and charged services. The tefagestandards for some of the
services are listed below. Due to the fees vark e amount of the workload
and the details of the work, the standard listddvweare only estimates, it can
only be used as reference. All fees that attachedexvice fee only, which do not

include any fees paid to any other third party (ELBervice Fee List 2010).
Free Services:

e Up to six months free equipped offices for Europ8MEs and EUPIC’s
partners;

» Certain services in National Software Base (Cheh@echnology Platform
for IT companies;

« Arange of general consultancy services: e.g. tmest environment,

preferential policies;
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e Access to periodical activities held by EUPIC: nragg with local Chinese
companies, potential partners and governmentahargéons; companies
Visits; etc;

« Salon activity (New service)

Charged Services. (1 Chineseyuan = 0.1084 Euro, converted on 18 April
2010)

Registration for new company
- 2500 yuan (271.08 Euro)/per registration (Not idelthe fees paid to the
governmental departments)
* Registration for representative office
- 1500 yuan (162.65 Euro)/per registration (Not ideluhe fees paid to the
governmental departments)
* Business trip reservation (Booking airline/TraickBt/Hotel reservation)
- 20 yuan (2.17 Euro)/per time
» Fiscal declaration and tax declaration
* Application for Patent
- 2000 yuan (216.86 Euro)/per time (Not include thesfpaid to the
government)
* Customs declaration
- Upon workload
* Intelligent Property Protection
- 2000 yuan (216.86 Euro)/per time (Not include thesfpaid to the
government)
* Trade Mark Registration
- 1000 yuan (108.43 Euro)/per time (not include #esfpaid to Trade
Mark Registration department)
* Banking/accounting
- 800 ~ 2000 yuan (86.75~216.86 Euro)/month (Uporkiead)
* Assistance in market access and development: audretresearch
» Assistance of participating in International andibiaal Exhibition held in
China
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- 500 yuan (54.22 Euro)/per day/per person (Not oielairfare,
accommodation, transport fees, etc.)
» Assistance of holding seminar, press conferencadar product and new
technology professional panel meeting
- 1000 yuan (108.43 Euro)/per day/per person (Ndudeairfare,
accommodation, transport fees )
e Assistance for business traveling schedule
- 800 yuan (86.75 Euro)/per time (including tickebkimg, hotel
reservation, daily schedule making during busitesgeriod and
relevant contacts)
* Assistance in HR recruitment
- 1000 yuan (108.43 Euro) (Not include fees paichwinternet, newspaper,
etc)
* Legal services
* Freight & logistic services
- Upon workload
» Secretarial services
- 40 yuan (4.34 Euro)/per hour (EUPIC assistantadilompany you out
for a meeting/ answer the phone calls in your effiaring your absence/
run on errands etc.)
* Language services (Translation & Interpretation)
- Interpretation: 100 yuan (10.84 Euro) / per hour
- Translation: 160 yuan (17.35 Euro) / 1000 words

« Commercial services

5.4 Service performance measurement

Measurement of performance is the essence of margageThere are several
ways to measure the performance of an organizatiamdividual worker.
Traditionally used methods such as organizatioalarce or profit account or
calculated statistics for organization, departmtgam or even individual worker,

give information only from one view point. The priples of performance
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measurement are stated by Kennerly and Neely (2008), Firstly, individual
measures are for quantifying efficiency and eftemiess of actions. Secondly, as
set of measures, i.e. measurement system, comtiffE®nt measures as a whole
for examining organizational performance. And thirdupporting infrastructure
enables data to be acquired, collated, sortedyze/ interpreted, and

disseminated.

Based on the statement from FHWA (2008), perforraaneasurement is the use
of statistical evidence to determine progress tdvepecific defined
organizational objectives. This includes both emeof actual fact and
measurement of customer perception such as wouddmmplished through a
customer satisfaction survey. In a service induysky performance measurement
process starts by defining precisely the servicasthe organization promises to
provide, including the quality or level of servittet is to be delivered.
Performance measures provide information to mareggsst how well that

bundle of services is being provided. Performaneasures should reflect the
satisfaction of the service user (FHWA 2008).

Performance measurement framework is supposedpgaortanagers to construct a
system which reflects the best the situation iranigation. Kennerly and Neely
(2002) define six characteristics of performancasnaeement framework. Firstly,
measurement provides a balanced picture of orgimnzastate. Secondly,
measurement points out the most important factsrplicity and easy logic.
Thirdly, frameworks are aimed to result in a mdithensional measurement
system. Fourthly, measurement should be integaateuss functions and through
hierarchy. And sixthly, as there is logic in theaseres and they are connected to

each other, measurement points out cause and.effect

Although, different types of performance measurersgstem are applied in
order to get different results, such as balancecesard and performance prism
etc. But for the later services and activitiesCimapter 6, the methods of
performance measurement that EUPIC utilized arejtiaditative research in their

own way.
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5.5 SWOT analysis

To sum up pros and cons of the EUPIC, a SWOT aisalypresented.

TABLE 2 — SWOT analysis of EUPIC

Strengths W eaknesses

» Sole EU-supported project incubation » Low recognition by foreign companies
centre in China » Immature development if compare with
Good reputation foreign NGO

Strong local and international networkin¢ » Compare with foreign NGO, lower capital

Strong cooperation with local governmei support from society in China

vV V VYV VY

Enough free facilities can be offeredto E » Smaller support from state functional
companies division if compare with foreign NGO
» Has close cooperation relationship with

various local industrial associations
» Abundant company database covering

different sectors
» Have multilingual, multicultural and

professional teams and experts

Opportunities Threats
» Exclusive service provided » Lower degree of concern leading to
» The only incubation centre in China with shortage of capital
nature of monopoly » Facing the threats from similar nature of
» Large development potential in the institutions (E.g. Competition)

modern service industry in China

5.6 Interview analysis

There are two types of interviews; the structuned the unstructured interview
(Ghauri & Grgnhaug, 2005).The structured intervisw@bout using a standard
guestionnaire with fixed and limited alternativésanswers, which often is
regarded as a quantitative interview type(Ghau@i&nhaug, 2005). Bryman and
Bell (2003) moreover consider the structured in@mbeing inflexible due to the
standardized approach this alternative brings withhe unstructured interview
or qualitative interview is unlike the structurgghé more flexible.
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In order to get the argument for the following waityi test, the interviewees are
chosen to be different influencers in the casat@rnational business in the city
of Chengdu. It is recognized that the statemepts feach interviewee actually
present the perspectives of one individual groupd Aach of interviewees has
distinct characteristics, such as a speaker of &panies, a representative of
Chinese SMEs in the city of Chengdu, as well dsetan intermediary and service
organization of EUPIC. By using the unstructured gnalitative interview, the
questions of the interview are differentiated tolemterviewee (See appendix 2),
and the analytical content of the interview hashbatted. The following

responses from each of them will be concluded tainlbne common argument;

To be the representative of EU companies, theiaffiepresentative of Finland in
EUPIC — Pertti Forstrom stated that, “When the Bthpanies decided to move
into one specific Chinese market, the inevitablid pgto understand the local
business culture primarily. Diverse cultural badkgrd usually impedes the
business process indirectly and intangibly. Fomgxla, from the side of Finnish
companies, the fundamental element for them isstwoster the way how the
Chinese companies treat business with foreign tiomea companies. Particularly,
the Finnish companies need to recognize the digiimein different aspects when
the Chinese companies handle the business cadlesviig the current trend and
phenomena, to create hard relationship and to elkpaiely network in China’s
market are the significant prerequisites to promelatively smooth and
successful business in the future. Meanwhile, nhaeipth recognition of the
Chinese company is another crucial step after ditistlt culture studies. It means
only the trustiness can keep and ensure long-teisiméss contact and
cooperation with mutual benefit. As a newcomer enit@o a strange but potential
market, the unfamiliarity maybe the biggest fa¢toaffect the Finnish companies
choose the right and credible local Chinese congsaas the partners. Usually,
the governmental organizations, different commédzpartments will be the
prior options for the Finnish companies to consaethe approaches to getting
correct and credible local companies’ data as agliseful information (Forstrom
2010).”
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Besides, to be the coordinator of EUPIC, Angela Hxjpressed that, “The
advantages of geography, policy support and pldnesources in Chengdu have
become the attractiveness for EU companies to innéhis city actively
nowadays. Compare with the coastal cities in Climag an interior city, the
development of many industries are still not saadaParticularly, since many
export-oriented enterprises were affected by tleeipus financial crisis, the
business investment causes a diversion from thelaleed cities to the cities

which have lower labor costs and matched techsicahgth.”

Then, Angela Huo stated that, “It is necessarynipleasize that the modern
service industry is standing a high level in thtg of Chengdu. In reality, the
modern service industry has already become a reqpas/e of a city. Currently,
it can be said that, the standard of weightingdiinelopment level of one city is
basically depend on the development situation @ihtiedern service industry in
that city. Besides, the location of the consulatthe target market more or less
will affect the determination to EU companies wiegtthey should choose

Chengdu as the prior market or not (Huo 2010).”

In addition, when Angela Huo focused on anothenipoi the internationalization
process when EU companies try to enter into th&ketaf Chengdu, she
explained that, “To move in the market of Chengtare are different levels of
understanding that EU companies must experienadvance. As a whole, there
are three common problems that happened in mamyomespanies. Firstly, most
of EU companies do not know deeply about the spataaket disciplines of
China. For instance, the so-called networking isegmportant for the companies
to do business in China’s markets. So to spealyubmess disciplines in EU
cannot be copied and utilized in the market of @h#Becondly, in the process of
market research, to collect comprehensive inforomatennot be achieved by EU
companies when they do the research works indillidiBecause, some
unpublished or rare information usually cannotdaenfl directly in China’s
market. Under these circumstances, to get supgmrt those local service
intermediaries can eliminate the problems concerttie market research. Such

as EUPIC, this non-profit organization keeps clpseloperation and contact with
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municipal government, as well as other differentagamental sectors. In this
case, the information collection through EUPIC barmore easily and accurately.
Thirdly, for some of EU companies, there are natrigays and effective means
to reach the local partners. In the meantime, aoneg the term of Business-to-
Business, although, the e-commerce basically biogsenience for the
companies such as easy transaction, cost redwettiphowever, the virtual
credibility of some companies on internet sometimiisaffect the determination
even mislead to the foreign companies. Furtherntbeematuration and
development level of EU and Chinese SMEs exisigrdistinctions. For instance,
the GDP of the German SMEs can contribute to thiema GDP around 56%.
Contrarily, the SMEs in China could not accomplisis kind of level at the
moment. Because of the different enterprise qualiion of SMEs in China and
EU, to through e-commerce will directly cause asytrgnof information
exchange. Due to the shortages of online transectbBusiness-to-Business,
those could be the typical reasons why there areyro@mpanies are still using
the conventional approach of getting the suppadtiaip from the outsiders in
order to find or increase international busineshénforeign market. Additionally,
until now, in the majority of EU companies arelstbt able to read and
understand the related polices thoroughly. Sometioneceive consultation from
local market organizations or service intermedgdefinitely could reduce the
issues (Huo 2010).”

On the other hand, according to the intervieweexugZheng’s conversation,
who is the CEO of Chengdu Feng-ling Pneumatic CetedEquipment Co., Ltd,
he thought that, “At present, based on the straipgart from the governmental
policies, the development trend of internationdl@aof SMEs in Chengdu is
expanding gradually. The positive development daeon directly confirms the
effectiveness of governmental support as well asdif-improvement of the
internal company. Nevertheless, to be one of th&ESM Chengdu, there are still
many problems can be recognized that affect theggoof enterprise
internationalization. Basically, financing is thest and also serious problem for
many SMEs. The single approach leads to a shodfadjeect channel of market
financing. In China, in the majority of the SME$yren the commercial banks
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and private loans to get capital support as thpgee of expanding business range.
Afterwards, because of the weakness of entergss#,iplus the lack of

information about overseas market, the chancesadihly long-term and right
foreign business partners individually have becsiime and difficult. For the

SMEs in the local market, it is necessary to getttblps from those institutions or
other outside sources who can play the role ofgimglthe business gaps between
Chinese and Foreign companies (Zheng 2010).”

According to above statements from three intervesyalthough the distinct
guestions have been asked to each of them, nelesshéhe common grounds can
be indentified based on their thougl@viously, both of them implied the
problems of market research including both of ttheusate market information,
data collection about the right foreign businessneais. Under these
circumstances, aiming at the above problems, ierdadreflect the value and
position in the city of Chengdu, it is necessanyBQPIC to create a platform and
apply different methods to solve the existing issioe both EU and Chinese

companies.

5.7 EU-China Business & Technology Cooperation Fair IV

Once the analytical issues from the interviews Hzaen discovered, following
the objective of this study and also prove the ibdgg of EUPIC which can be

an approach and provide related method to elimithetgyaps for EU and Chinese
companies, the specific activity of “EU-China Buess & Technology
Cooperation Fair IV” is picked and described inadet

5.7.1 Fair introduction

The “EU-China Business & Technology Cooperatiorr Bdi is one of the largest
economic events between EU and China which wasdreld”' to 18" October
2009 in the city of Chengdu. The event is fully sogted by Ministry of
Commerce, China Council for the Promotion of In&tional Trade (CCPIT) and

Sichuan Provincial Government. Ten industries iditig Information
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Technology, Machinery Manufacturing, Building andwMaterials, New
Energy, Environmental Protection, Bio-pharmaceltiggiation and Aerospace,
Agricultural, Food and Packing were participatedhis fair. The core of this
event is to provide an important platform of traseestment, and technological
cooperation that is committed to helping SMEs fiooth EU and China to
recover from the global financial crisis (EU-ChiBasiness & Technology
Cooperation Fair 1V 2009).

The EU-China B&T Cooperation Fair IV could be definas a tremendous
experience to find immense business potentialdbiatained in China Southwest
market, and also cooperation initiatives gener&tmt post-quake reconstruction
and restoration projects. In reality, various atiég including both business
activities and social activities were organizedmythat time. These
comprehensive activities arrangements are fulgnisure the participants can
have multi-aspects and closest contacts with tiyeo€iChengdu (EU-China
Business & Technology Cooperation Fair IV 2009).

On the one hand, except of the official meetinkys,ihterior business activities
can be grouped into two categories, which are foanchmatchmaking event.
Three kinds of forums are arranged to surrounctifit purposes concerning the
business environment of Chengdu. Those forumsareed “China-EU incubator
Cooperation and Development Forum™"China-EU Green Tech Forum” and
“German Automobile industry in Western China”. bhdé&ion, another key

activity of matchmaking event stands for a cruosd in this B&T fair.

On the other hand, the business excursion andl sagitaare considered as
external activities to those EU participants. le Husiness excursion, EU
companies or institutes can join in the visit tar@se companies and industrial
parks deeply and clearly. Besides, other visitatiare also included in the social
activities as the purpose of deepening the impsasand understand of the local
culture of Chengdu, such as visit Jinsha Museurant@?anda Breeding Center

etc.
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5.7.2 B2B matchmaking event

With a simply understanding, the matchmaking ev@atB2B communication

and cooperation platform enables the participantddntify and meet the right

people to discuss their business ideas and tolaeskess opportunities. The B2B

matchmakings are organized (EU-China Business &i@logy Cooperation Fair
IV 2009.):

Targeted at companies and research institutes;

For developing new business or innovative technglog
By pre-arranged confidential one-on-one appointsient
With potential business partners and clients;

To the personal interest by matching cooperationfilps.

To be the organizer of EU-China Business & TechgwlBGooperation Fair 1V,

EUPIC also puts the preparation of B2B matchmakwvent forward. The

preparative processes of the matchmaking everntvegenerally listed as follows:

1)

2)

3)

4)

5)

Both Chinese SMEs and EU companies even institsii@ely fill in the
registration form, and send it back to the coortireain EUPIC;

After collected all the registration forms from bathinese SMEs and EU
companies, those participants will be sorted byakeumber and
classified according to the industrial sectors imto groups of China and
EU;

Once the statistics of participants are compléteal|ist of Chinese
participants will be sent to the EU participanisewersa. The meaning of
this process is to ask those participants to chtwseterested companies
that they would like to meet in that matchmakingr@vin advance;

In the meantime, the manual matching for ChineskEn companies will
be done by the experts in EUPIC as well;

When the coordinators received all the meetingestiitorms from both
Chinese and EU participants (See appendix 3), idhaial procedure is
made for each company according to what kind aViéiets the company

is going to participate in.
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6 PERFORMANCE MEASUREMENT

6.1 Performance measurement of the EU-China Businebscfanology
Cooperation Fair IV

So far, the study has picked the EU-China Buside§echnology Cooperation
Fair IV as a case to prove the approach and tareia the problems of
increasing international business in the city oé@dgdu. Not only EUPIC can
provide related services to support EU companig¢sarprocess of information
collection and information consulting, but also BT fair implements its
objectives as well as proves the pivotal role oPEUfor EU companies in the
local market business. As far as we know, an eperfbrmance is constituted by
performances of different activities. Thus, to meaghe performance of B2B
matchmaking event in this B&T Fair is mainly to ragee the participants’
satisfaction and the results of the activity. lastef using the typical
measurement tools, the questionnaire and publmrtepe the two methods that
EUPIC have chosen as the ways to measure theiefieess and success of the
B&T fair with a holistic view.

First and foremost, the performance of the EU-Cldnsiness & Technology
Cooperation Fair IV can be generally measured tiitqaublic information.
According to the official statistic, the total anmtsi of EU participants were 235,
including 147 EU companies from 11 EU countrieghia meantime, 420 Chinese
SMEs were counted as well. Except of 421 unoffimaktings were happened
during that fair, the times of B2B matchmaking evachieved 1600 meetings at
the same time. The successful rate of matchmalehgden Chinese SMEs and
EU companies was 32.28% (028News 2009). A simpliessits of the

participants in different industries are listedhe following table;
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TABLE 3 — Statistics of the participants in EU-ChIB&T Cooperation Fair IV

Industry Number of Number of
participants Participants
(EV) (China)

IT 46 129

Machinery 51 74
Building/ New material 15 37
Environmental protection 17 27
New energy 11 8
Bio-phar maceutical 14 49
Agriculture/ Food / Package 10 40
Aerospace and aviation 5 6
Others 66 50

Secondly, another method of questionnaire is etlias a way to get contact with
those participants directly (See appendix 4). Alill, by sending e-mail, the
formulation of the questionnaire is based on tleaidf testing the satisfaction of
the participants and identifying the effectivenetbolding that B&T fair.
Basically, the purpose of this questionnaire ipriwvide enough feedbacks for
EUPIC in order to collect abundant information tmsnarize and improve the
future work. Moreover, the aim of the measuremsiatiways to find best ideas
and provide best services and approaches for ttieipants continuously. To
reduce the high obstacles of business cooperagittmelen Chengdu and EU
companies is the long-term goal to facilitate thmeth international business in
each side.

Besides, the EU Project Innovation Centre and tie&rtners offer long-term
service to those participants after this B&T fdine service creates a sustainable
platform to bilateral companies to establish coapee relationship with mutual
benefits. Especially, more SMEs in Chengdu thatcBlpanies are interested,
more precise contact and information that EUPIChrath give consultation and

provide list of the related companies.
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6.2 Recommended tools of performance measurementher services in
EUPIC

Although, the tools of performance measurementiferB&T fair are
implemented actively, however, on the other halnel services which EUPIC can
provide almost do not have standards of performamegsurement at the moment.
Once the weaknesses of EUPIC are exposed by theTSMua@lysis, there is a
strong need to improve the service standard inraodeompete with the similar
non-profit organizations in both developing andeleped countries. One of the
methods to achieve the goal of self-improvemeta svaluate and measurement
the service performances constantly. In this sultics® except of the new service
in EUPIC, two more services which | think are palyirelated to the research
works are described. The conceived frameworks dbpaance measurement for
the services are recommended separately, whichdadegal service, assistance

in market access and development, and salon activit

6.2.1 Legal services

The consultation of local legal services in EUPWers different aspects. Even if
there are no specific facts that are recordedignnbn-profit organization, but to
test the success and effectiveness of the legaudtation, the self-evaluation can

be standardized as follows:

- The comprehensive involvement of the legal dataiafmimation preparation;
- The degree of upgrade of the legal information lbé@du;

- Self-evaluation of the related employees’ capaéedit

- To account the number of legal service user;

- The efficiency of the legal information responsdtd companies;

- The level of legal service from users’ points awij

- The effectiveness assistance of legal understaraidgamiliarity for EU

companies

Additionally, if it is possible, the aperiodic cat with the service users of EU
companies is another route to get measurementlagOmethe basis of specific



66

unofficial interview, the quick responses from thierviewee companies would
provide straight and clear feedbacks concerningtheious legal services which
EUPIC provided to them.

6.2.2 Assistance in market access and development (eis&rpin — residence)

The approach to ask for the support and help frefRIE to assist in market
access and development can be classified into &egories. One category is
mentioned above, which is the outside EU companigsno any branches and
offices in the city of Chengdu. And another catggerthe EU companies applied

to be an enterprise — in — residence, which setrugffice or branch in EUPIC.

Compare to the outside EU companies, the EU ergeqp+ in — residence get
more close support and help from EUPIC. With respethe service of market
research, the regular visit to those EU comparassbiecome quite common for
EUPIC. Through the deeply discussion to understheid business process is the
traditional measurement of EUPIC to testify thesefifveness of the previous
research works. Besides, there is a suggestidaBU&C is to make statistics for

the users. For example:

- The number of the users who applied the servicg fearket research ) from
EUPIC,
- What kind of results that companies have achieved

The statistics not only a supervision of the seviof EUPIC, but also it can be a
visible proof for the potential users as a refeeetacshow the success of the

works.

On the other hand, for those outside EU compathesstructure of the

performance should be also drafted, such as:

- The anticipated result for this performance measers;
- The suitable person to be in charge of this duty;

- The way how to start this performance measurement
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In reality, the standard of the performance measarg can use the questionnaire
for reference and it is one of the possibilitieatapt. The research questions
could surround:

- The usefulness and accuracy of the research infama

- The helpfulness on the work progress;

- Any suggestions of the research process in EUPIC

6.2.3 Salon activity

Salon activity is a new service which was drafthie beginning of 2010. This
service could be defined as a succeeding actiftiéy the EU-China Business &
Technology Cooperation Fair IV. The salon activétygoing to be held monthly in
Chengdu. Similar process with the match-making gMedPIC will provide a
communication environment for the companies in Bd @hengdu. The
advantage of salon activity can be reflected frtesmegularity of short period and

flexibility of information exchange.

From my personal suggestions, the ways to tegtdyetfectiveness of the salon

activity could be classified into two phases: nmedat and later phase;
Mid phase:

- On site interview to EU companies about the matdhe Chinese
participants;

- The significance of salon activity from EU companigoints of view, which
can give a response in order to improvement théeimentation level of salon

activity

Later phase (Questionnaire to compare the results)

- The business progress with the partners (dratitessts);

- Any suggestions of salon activity

Basically, the results of the performance measun¢icesn make comparisons
from different participants’ points of view. Theef#backs from the EU



participants can provide diverse information tadlftate the improvement or

perfect the salon activity for future higher seevievel.

68
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7 CONCLUSION

To finish off the thesis, a conclusion is statethis chapter. The intent is to
summarize the findings, analyze the effectivenésseoEU-China Business &
Technology Cooperation Fair IV and prove the edincy of EUPIC to help and
support EU companies in the process of findingrmess in the city of Chengdu.
To answer the research questions in this studygdhelusion is presented under
the subheadings with respect to the potential @ngtu, the role of EUPIC, the
implementation of EU-China Business & Technologyferation Fair IV, and

the own recommendations.

7.1 The market potential of Chengdu

Because of the advantage of geographic locati@hehgdu, it directly provides

a possibility to expand the city development withimenormous space. To be the
engine city of western development, the city of @jd acts as a role of
facilitating a faster pace of provincial economevdlopment as well as to be the

leader of urbanization in the western region.

Following the trend of intensifying western devetoggnt as a core policy, the
central government offers many preferential coondsito different business
aspects. Moreover, the market development in tiyeo€iChengdu receives large
support including the source of capital, businediies, investment conditions

and environment etc from municipal government ak we

A number of industries make the development inciheof Chengdu become
more diversified. Meanwhile, the local market eaoiincreasing will be driven
in terms of diverse industrial development. Addiatly, based on the policy of
“going out” in China, the scope of activities irifdrent fields in the foreign
markets is greatly broadened.

Because of the potential exploitation and excawatiiothe market development,
the city of Chengdu has already achieved high adegfattention. The market
positioning in the national market has ascendedeRi#y, the international
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recognition of Chengdu is increasing gradually. Tdoal market potentials also
received large concerns from different industrredifferent developed countries.
Under these circumstances, the business valuespgudtunities in the city of

Chengdu are becoming more visibly and accessibly.

7.2 The role of EU Project Innovation Centre (EUPIC)

The frequency of the international business betw&ana and EU is dramatically
rising nowadays. In particular, based on the mapké&tntial of Chengdu, EUPIC
is playing a crucial role of communication platfofon both EU and China in the

area of Chengdu.

EUPIC possesses widely service storage, which et different demands for
both EU and Chinese companies. To provide diffesapports and helps are the
cores to enhance the bilateral business exchalmgesality, EUPIC seems like a
bridge to set up an approach for EU and Chinesgaaias when they have
obstacles in their processes of finding internatidrusiness in Chengdu.

The self advantage of EUPIC can be identifiedsrsdrvice categories. As an
intermediary, different service levels and divessevice areas stand out its
characteristics. Currently, the operation of EURIQuite active in national
market. Because of its uniqueness of the existenCéina, EUPIC has obtained
fully support from multi-level governmental depaents in different aspects.
Coupled with its strong networking in both China &), the features of this
non-profit organization fully reflect and prove gslf value in the city of Chengdu.

7.3 The implementation of EU-China Business & TechnglGgoperation Fair
v

This B&T fair is one kind of periodical activitieghich is held almost year after
year. Combining the idea of providing a platfornd @&upporting the movement of
business between EU and the city of Chengdu, th€Rida Business &
Technology Cooperation Fair IV brings some influesiin this process.
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If the evaluation is based on the process of hglthis B&T fair, there are several
points of the preliminary work are necessary to ti@mnabout. To be the
organizer of the EU-China Business & Technology @&ation Fair IV, EUPIC
acts as an intermediary to gather both of EU andé3le companies together to
create the valuable business communication andftrgkotential business
opportunity. For EU companies, first of all, th@pess of market research
concerning the potential partner discovery is alnoogitted. Instead, EUPIC was
in charge of searching and matching the right antaisle SMEs in Chengdu for
EU companies. Furthermore, related data and infoom#or both Chinese SMEs
and the city of Chengdu were attached as welhéncase, the problem of data

collection is almost conquered.

If the evaluation is based on the number of paudicts in the B&T fair, according
to the statistics in the chapter of performancesueanent, the participants from
local SMEs is far exceed the early expectation.v@osely, the number of
participants from EU countries is relatively avexaghis situation directly
reflects the need of increasing strength on thenptmn of next session in the EU

countries.

Additionally, if the evaluation is built on the sigss rate of the matchmaking
meeting, undoubtedly, the EU-China Business &TetdgyCooperation has
achieved its goal. Especially, the successfulohteatchmaking between Chinese
SMEs and EU companies exceeds 32%. After thisifaany EU participants are
still keeping in touch with EUPIC in order to extebusiness coverage with
different SMEs in the local market of Chengdu.

7.4 Own recommendations

With a specific market selection for the EU companthe attractiveness and
development space of Chengdu have been pointdobsat! on the macro
environmental and industrial analyses. More or, lgssoverall introduction about
Chengdu could strength the in-depth acquaintanoatdbhis city to the EU

companies. In my opinion, the city understandirsp gdrovides an alternative of
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development path for the EU companies in the soeghwf China. With four
months’ practical training in EUPIC, the continugqaractices in this non-profit
organization make me recognize its significant pasiin the local market. The
different service items and comprehensive serviogigions effectively enhance

the intercourse for the companies between EU areh@iu.

Additionally, by applying the “EU-China BusinessT&chnology Cooperation
Fair IV”, the results of the activity success affe&iveness not only prove the
possibility of eliminating the gaps from the sidelte EU companies, but also the
long-term sustainable development of internatidmesiness will drive the

economic increase in the local market.

On the side of operation, the most important thiargeUPIC is to learn more
development ideas from the non-profit organizationdeveloped countries. To
keep the current development trend, the EUPIC neetisprove self operational
level with a global vision. In the meantime, itiscessary for EUPIC to achieve
the ascent of the overall service level in the modervice industry, so that the
requirements of the service projects will be pt ia higher starting point in the
future. In addition, the scope of the operation @redservice channel in EUPIC
should be extended in order to enhance the bildtesiness exchanges between
EU and Chengdu, as well as drive the improvemethetity’s

internationalization degree in the global market.

As the fast pace of information era, there is ajmeed to accelerate the
achievement of online service of EUPIC. The tradiél one-to-one consultation
with tightly controlled access to information makange. For example, to
develop a webpage for the legal service, if thetfaently Asked Questions” is
set up, it would function with faster responsesthar services users concerning
different local legal questions with a compreheasinderstanding than the
traditional service consultation, such as provigi@sy information access
including the entry mode, the business approadégai vs. illegal etc. As a
whole, to achieve technology-based online consattatervice would increase the
value of clients demand, and improve the efficieacy real-time information

access.
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8 SUMMARY

The study starts with an introduction of internatibzation which is a process of
expanding company business activities into an mattgonal market. Prior to the
description of internationalization process, anresv of internationalization
motives including both proactive motives and reactnotives are given. Within
these two groups, several elements that lead éoniationalization are pointed out.
Diverse models of internationalization process havae forth in different

periods of time. Two typical models are selectediore deep explanation in the

later subheadings in Chapter 2.

The first model of Uppsala Internationalization Mb@J-M) acts as an
incremental process involving four stages: no raégekport activities, export via
independent representatives, sales subsidiaryp@aliction/manufacturing. The
U-M model is focused on the development of theviatial firm and particularly
on its gradual acquisition, integration, use of\wiealge about foreign markets

and operations and on its successively increasingratment to foreign markets.

Additionally, the second model of the Network Modeseen as an approach of
internationalization in terms of a company’s exigtdomestic or overseas
relationships. It is a process driven by the irdBoa of all the actors in a network.
A network can either be tightly structured or |dgsstructured in three kinds of
network; these are social networks, bureaucratiwari&s and proprietary
networks. The network context is important as & source of information about
the business environment. Close relationships ertblcompany to estimate and

understand trends which can be critical for the pany.

Connecting to the model of network, a definitiotated to four different cases of
internationalization among the firms is explain€de analytical aspects are
considered around the degree of internationalimasidhe firm and the degree of
internationalization of the market. Firstly, tharly starter’ is the case where
there is no existing important relationship betweempetitor, customers,
suppliers or other firms, neither on the domestican the international market.

The internationalization process is in this casscdbed with a slow and stepped
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involvement in the market. Secondly, consideringgtructure of networks, ‘the
lonely international’ can easier get access talygstructured networks as it
already has gained a lot of knowledge about diffenational markets. Thirdly,
compared with the “earlier start” of the first ca$ke late starter’ has a similar
situation, but also has the disadvantage of b&isg éxperienced in other markets
compared to its competitors. Fourthly, ‘the intéior@al among others’ gives the
firm the possibility to use connections in one foetfurther extension or

penetration into other nets.

According to the aim of analyzing the market setecand market research, and
developing the problems of those parts in termBusiness-to-Business (B2B),
the related theories referring to the knowledgegaren in Chapter 3. The
theoretical part first and foremost introducesttdren of Business-to-Business
(B2B) that is a marketing relationship betweendhterprises in the field of
market. The B2B can be regarded as a transactmotcurs between two
companies, as oppostalthe transaction involving a consumer. Compaoeithe
traditional B2B, B2B e-commerce is widely adapted accepted in the business
market nowadays. The obvious advantages of B2Bw¥wrce include lower
operations costs, transactional workflows and sthfd@ he convenience and
extension of the networking can support differartegprises in expanding the
range of their activities. Nevertheless, the conspais of B2B e-commerce
development platforms in both the West and Asiaoegpheir weaknesses at the
moment. To be one of the important developing coemin Asia, the scarcity of
B2B e-commerce platform development still needrsjes improvement in
China’s market. The problems are visitation by iigmeébuyers, misunderstanding
the Chinese e-commerce platform foreigners’ pointi@w, unbalanced industrial

development on internet etc.

Subsequently, the market selection, which can rapact on the other activities
of the firm, is demonstrated. Those determinarfescathe choice of foreign

market and are classified as environment and flravacteristics. Several market
selection methods including qualitative and quatitie methods are explained in

the subheadings 3.3.1 and 3.3.2. Furthermore, ategories of quantitative
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approach are divided to distinguish the differebbegveen market grouping

methods and market estimation methods.

As another part of internationalization processBB2arket research refers to the
research that is undertaken entirely within thermss world. B2B research
includes all research where the product or seligiteing used in a business
environment. The market research embraces marereiiff techniques including
desk research, brain-storming, qualitative and tjizive research. The useful
procedure of market research provides the necesgarynation to avoid the

costly mistakes of poor strategies or lost oppaoties

In essence, the basic research approaches caadséiell into four step processes,
which simply are problem definition and developmelgtermination of the
sources information, data collection, data analgsis results presentation.
Focusing on the analytical parts of sources detatitin and data collection in

this study, firstly, it should be decided throughieh route to get sources.
Secondly, although there is a distinction betwéenpgrimary and secondary data,
because of the higher costs for research basedroary data, secondary data
usually will be exhausted firstly. Instead of désicig the advantages of
secondary data, the different problems on the wapltecting secondary data are
mainly discussed. The main issues include accuaadyinsufficiency of the data,

as well as less secondary data being availableveldping countries, etc.

By utilizing parts of the theories of internatioizaktion process and market
selection, the city of Chengdu is picked as a gakemarket. The method of
PEST is implemented to present the macro envirohwfe@hengdu. The overall
industrial structures are illustrated to emphasieeattractiveness and potentials

of the local market in the case of western develammpolicy in China.

In connection with the problems discovery of mamesiarch concerning the term
of B2B, the case of a non-profit organization, Etdjéct Innovation Centre
(EUPIC), is introduced as an approach to suppattrestp EU companies to find
business in the city of Chengdu. A simple SWOT wsialis adapted to give a
comprehensive analysis of EUPIC in the domestikeataBy applying the
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qualitative research of interview, the common peatd including both of the
accurate market information, data collection altbatright foreign business
partners are identified for the later analysis.

Following the purpose of proving the possibilitystmlve the issues of market
research and find business in Chengdu by EUPICadheity of “EU-China
Business & Technology Cooperation Fair IV” is cho$ar deeper explanations.
This B&T fair is one of the largest economic evdmsveen EU and China,
which provides an important platform of trade, istveent, and technological
cooperation that is committed to helping SMEs fiooth EU and China to
recover from the global financial crisis. About f@har industries in the local
market participated in this fair. To highlight ocokthe typical activities of B2B
match-making event, it is a B2B communication aodperation platform which
enables EU and Chinese companies to identify ared the right people to

discuss their business ideas and seek businessapipies.

To ensure the effectiveness of the EU-China Busid8egechnology Cooperation
Fair IV, the performance measurements are implesdeny using questionnaire
and receiving public report. Besides, the persm@mmended performance
measurement methods for parts of the services iRIElWdre described in order to
achieve the goals of self improvement and betteficgelevel in the future. Lastly,
to answer the research questions, the conclusrernstated and summarized
around the points of the market potential of thg of Chengdu, the role of
EUPIC and the implementation of EU-China B&T Coaiem Fair I1V. Finally,
the personal recommendations concerning differgmeets are given. The main
ideas of these recommendations are to suggedEtHalC broaden the channels
on the basis of enhancing the bilateral businestacbbetween EU and Chengdu,
and also to continuously boost the degree of ttexnationalization in the city of
Chengdu.
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APPENDICES

APPENDIX 1 - Preferential tax policies of Chengdu

1) For foreign invested manufacturing enterprises aittoperation period of
over 10 year, staring from when profits are achiewecome taxes will be
exempted for year 1 and year 2 and levied on aratdffrom the 3rd to the
5th years.

2) The income tax on production enterprises with fgmenvestment shall be
levied at a reduced rate of 24%. And the incomeotaihe production FIEs
that adopt advanced technology and located in GheBgonomic &
Technological Development Zone or Chengdu Hi-tegh&Z(including
Chengdu Cross-Strait Scientific Industry Developtiieerk) shall be allowed

a reduced income tax rate of 15%

3) Production projects with foreign investment in meldnd west China,

encouraged by the state industrial policies stajlipcome tax at the reduced

rate of 15% for three years on expiry of the curfamourable tax period.

4) The FIEs which are engaged in technology or knogdedtensive projects,
or which make an investment over USD 30 million &agsle a long payoff
period, which are engaged in production for enengyy transportation
projects, shall pay business tax at a reducedfdtb% upon approval by the

competent tax authority.

5) Following the expiration of the tax preferentialipe, the business income
tax for foreign funded export enterprises shaltdsiiced by half of the state

decided rate if their export for the current yearez=ds 70% of the total

production value. For export enterprises that pagirtess income tax at a rate

of 15% of the state decided tax rate, the taxsh#dl be reduced to 10% if
they meet the abovementioned conditions.

6) The income tax on the financial agencies such i&gio funded banks, joint

venture banks and etc, which are located in Chergjdll be levied at a



7)

8)

9)

reduced rate of 15%upon approval by tax authoaoitgifn investors or
operation capital from the head bank to the bramxxdeeds USD 10 million
and with an operation period of exceeding 10 y€Hmns.business income tax
shall be exempted for the first year and be redibgelf in the 2nd and 3rd

year staring from the year the begin to make profit

For foreign invested enterprise to utilize pretaxfip to increase its registered
capital or use after-tax profit to establish newegprises, with an operation
period over five years, 40%o0f the income taxes paidhe re-investment will
be refunded by ratification of tax administratidfrthe new enterprise is
engaged in high and new technology, export-orignitdhstructure projects
such as highway, energy, irrigation, or public liacor the development of
agriculture, forestry, stockbreeding and fisherthvet least 5 years' operation
period, the paid business income tax for the rested value shall be fully

refunded to the investors.

The foreign companies, enterprises and other ecanagencies that have no
branch in Chengdu but obtain income from Chendulrais stock, interest,
rent franchise fights and others, shall be alload®% reduction rate on the

income tax.

For foreign invested enterprises with R&D expensesasing 10% over the
previous year (inclusive), 50% of the actual R&[pemses may deduct the

tax that year.

10) For foreign invested advance-technology enterpmgesh are recognized as

advanced technological enterprises, after the gxgbitheir exempt or
reduced tax period, half-tax rate period may béomged for additional three
years as described by tax regulation. The incomeste below 10% will be
levied at 10% for the enterprises conforming toltak-tax reduction

conditions.



APPENDIX 2 — Lists of the interview questions
Pertti Forstrom (The official representative ofl&md in EUPIC):

1. How do you think about the development trend oémprise
internationalization in both EU and China?

2. How do you think about the business opportunitZbéngdu from a
Finnish people’s point of view?

3. If one EU Company is going to increase internati®msiness in China
especially in the city of Chengdu, what kind of imess factors that you
think the company should pay more attention in adea&

4. Did you recognize any problem concerning the sibmadf finding
business from the side of EU companies’ pointsi@i?

Angela Huo (Coordinator of EUPIC)

1. What do you think about the business developmemtdsn EU and
Chengdu in these years?

2. To be one of the coordinators in EUPIC, do you hewe perspectives
about the situation of finding business opportumtyhe city of Chengdu
by different EU companies?

3. There are many contacts with different EU compareésring to
different business activities in the daily workoRr the foreign company’s
point of view, what are the most serious problent lsiggest obstacles in

the process discovering business opportunity ircitysof Chengdu?

Xuexing Zheng (The CEO of Chengdu Feng-ling Pneim@amplete Equipment
Co., Ltd)

1. How do you think about the current situation oenntationalization trend
of local SMEs in the city of Chengdu?

2. Has your company already engaged in internationsiniess in overseas
markets? If not, does the company have any plasttbinternational

business?



3. To be the typical local SMEs in the city of ChengHow do you think
about the problems in the process of bringing mssnnto the foreign

markets?



APPENDIX 3 — Meeting Request Form

Company name

Country

Meeting No Company No Company Name Name of
Representative
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APPENDIX 4 — Questionnaire to EU-China B&T Coop&nat2009

EU-China Business & Technology

Cooperation Fair IV

Questionnaireto

EU-China Business & Technology Cooperation Fair IV

Thanks for taking time to answer the questionnawech will be used to decide how
best to provide the follow-up services for the @év@hease send back the completed form
to eric_liu@eupic.org.cn

Name of your company Your Compém
Country of origin

I. TheMatchmaking M eetings
1. How many business meeting you had during the event:
The Chinese companies with whom you desire to mmirtontact with after the

event (Please provide the Chinese companies’ nantetheir company No):

2. The areas in which you made the most progressgiydar meetings:

' Agency / Distribution " Investment
' Sub-contracting / Outsourcing ' Technology Transfer / Licensing
' Import / Export ' Joint-Ventures

[ Other (Please Specify)

3. Your impression of the quality ehatchmaking meetings:
' Professional | Good ' Average | Bad

4. Your opinion of the quality of thenterpreters:
" Professional | Good ' Average | Bad

5. Any other suggestions or comments related tonthiechmaking meetings:



' Professional ! Good ' Average | Bad

6. Your impression of the facilities and services piled at thesvent venue:

Other comments and suggestions:

[lI. Theforums
7. Your impression of theEU-China Incubator Cooper ation and Development
Forum’
' Professional ! Good ' Average | Bad

Other comments and suggestions:

8. Your impression of thel® China-EU Green Tech Forum’
' Professional ! Good ' Average | Bad

Other comments and suggestions:

9. Your impression of theAutomobile Industry in West China’
" Professional | Good ' Average | Bad

Other comments and suggestions:

10. What activities you hope us to organize in therertu

11. Any other suggestions or comments related to thehina Business &

Technology Cooperation Fair IV’




