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	By the early 1990s, China had emerged as a force in the global economy. In boardrooms of multinational corporations across a variety of industries around the globe, senior managers were evaluating the significance of China in developing their global business strategies. For some multinational corporations, China was emerging as a tremendous market opportunity in its own right. For others, China was seen as a possible low-cost manufacturing base for products to export to other Asian and foreign markets around the world. Many saw their global competitors making investments in China and contemplated how such investments might change the landscape of their industries.
The Path to a More Global Economy
In late 1978, Deng Xiaoping took power on the heels of the economically disastrous Cultural Revolution (1966-1976) and put China on a path toward a socialist market economy. At the time, China was predominantly an agrarian-based economy. Most workers were subsistence farmers on communal farms. Under Deng's leadership, China's economy saw a remarkable transformation.
The transformation and market reform in the post-Cultural Revolution era occurred in fairly distinct stages and included the following:
Rural reform (1978-1984): Move from communal farms to property ownership 

Urban reform (1985-1988): Growth in individual and township enterprises and joint ventures with foreign companies (mostly through Hong Kong); special economic development zones began to flourish 

Price reform (1989-1991): Nonstaple price reforms; opening of stock exchanges; increase in rate of investment in multinational corporations 

Confirmation (1992-1993): Deng Xiaoping confirms future as socialist market economy; foreign direct investment begins to escalate 
The economic results of the reforms between 1978 and 1993 were astounding, and growth was expected to continue. The economy was almost four times as large in 1993 as it was in 1978 and was expected to double again by the early 2000s. Foreign trade grew by the low double digits and exports increased fivefold.

The Chinese government targeted certain industries (including the telecommunications industry) as high priorities for technology transfer and the development of the country's infrastructure. Foreign direct investment in China also exploded during this period—foreign entities invested almost $100 billion between 1984 and 1993, and the growth of investments was increasing quickly.
Multinationals See Opportunity in China

Multinational corporations had long coveted China for its sheer size—a potential market of more than 1 billion people could not be ignored. In addition, with economic growth, purchasing power was increasing each year, making the Chinese market one of the fastest-growing markets in the world. Experts predicted that by the early 21st century, more than 250 Chinese cities would have citizens with sufficient disposable incomes (more than $800 per capita annual disposable income) to support consumerism. More than 160 of these cities were expected to have populations exceeding 1 million people.

Multinational corporations also found China attractive. The following product-penetration levels underscore the attractiveness of these markets. The telephone penetration rates in 1992 were 2.2 per 100, compared with 40-50 per 100 in the developed Asian economies of Singapore, Japan, and Hong Kong. Likewise, despite having approximately one-fourth of the world's population, China's beer consumption represented only 6 percent of total global beer demand in 1990. Many consumer durable goods companies, such as General Motors and Whirlpool, watched their growth prospects slow in more developed markets and saw China as the world's last huge growth market for their products.
Consumer Demand

Consumer demand in China in 1993 largely revolved around basic products such as food, toiletries, and bicycles, but demand for big-ticket items such as automobiles, appliances, telephones, televisions, and personal computers was also on the rise.

By 1993, Chinese consumers had embraced a number of U.S. and Japanese brands, including McDonald's, Coca-Cola, Pepsi, KFC, and Sony. Coke and Pepsi had entered the Chinese market within a year of each other in the early 1980s and within 10 years were the market-share leaders in the Chinese soft-drink market. Other global consumer packaged goods companies, such as Procter & Gamble and Unilever, entered the Chinese market in the late 1980s and were beginning to make significant inroads by 1993. Many other consumer durable goods industries were further behind, partially because of the Chinese government's desire to exercise more control over those industries and partially due to higher threshold income levels required to purchase those goods.
Opportunities Bring Competition and Challenges

As many multinational corporations discovered, success could be fleeting for consumer goods suppliers in China. By the early 1990s, the escalating influx of new product choices, combined with limitations on disposable income, meant that competition could come from a number of sources, including completely different product categories. Chinese consumers faced an ever-expanding number of choices. Stories abounded of rapid growth and market-share gains followed by reversals and losses as new "hot" products entered the market to attract consumer interest. Regional differences in tastes could also be quite diverse. China's vast geography, difficult infrastructure, and historical cultural and economic differences across regions ensured that China was by no means a homogeneous market.
Supply issues

Cost and supply considerations also presented both opportunities and challenges. The abundance of low-wage labor was attractive to multinational corporations, particularly those seeking to manufacture goods in China for export to other markets. Low-cost labor, however, was in many cases offset by low productivity, as many Chinese companies were not highly efficient and many experienced "over-employment." Most multinational corporations quickly discovered that laws restricting management's flexibility in dealing with lifetime employment expectations and the myriad company-provided social services would be slow in changing.
Staffing issues

Finding appropriate technical and managerial staffs was also a sometimes challenging issue for MNCs expanding into China. Older managers in many joint venture companies relied heavily on Cultural Revolution ideologies and were often reluctant to loosen their formerly close and influential ties with the government. High employee turnover was also an issue for MNCs to grapple with, as the influx of new companies lured younger, more skilled managers to their companies with promises of great opportunity.
Manufacturing issues

Considerations for manufacturing in China included the limited number of established, quality local suppliers for component parts. High import tariffs and other protectionist barriers made it imperative for multinational corporations to use local suppliers whenever possible, but local suppliers experienced productivity and quality issues as finished goods manufacturers.
Distribution issues

Physical distribution of goods—often an afterthought in developed markets—posed another supplier-related issue for multinational corporations in China in the early 1990s. The barriers to transporting goods to market in a timely and secure fashion were considerable, as bicycle or foot transportation was often the last part of the supply chain. Infrastructure problems with roads, rail, and water transportation were immense.

The Chinese government recognized these issues as an impediment to the nation's future economic growth and, by 1993, was investing heavily to upgrade the infrastructure. Yet even as new roads were under construction around the country, transporting goods took roughly four times longer in China than in more developed markets. Modern warehouse facilities were also virtually nonexistent.
Competition from Chinese Firms

Although competition varied by industry, local Chinese competitors were typically regional and focused on a single product. Most were state-owned enterprises—subsidiary entities of central or provincial government ministries—that grappled with productivity and quality issues. Although a large number of these state-owned enterprises produced goods that were of substandard quality by measures of developed markets, many priced their goods at levels that were difficult for for-profit enterprises to match. Government subsidy, artificially low (non-arm's-length) transfer prices, and preferential access were all pervasive practices with state-owned enterprises.
Summary

This is a historical overview and snapshot of the market environment facing multinational corporations planning to enter or expand operations into China in the early 1990s. Although individual multinational corporations faced many industry-specific issues not addressed above, many of the overarching considerations that were discussed affected multinational corporations across industries.
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