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Introduction 
As everybody knows, China is growing very rapidly since the opening of the country in 

1978.The real Gross Domestic Product (GDP) of China in 2006 has more than 13 times 
larger than that of 1978. If we suppose the real GDP in 1978 is 100, then we can get 1335 
in 2006. Also, the real growth rate of China is almost 10 % annually during the same 
period ( Ke, 2006) and people in the world are amazed to know it. It is often said that the 
sum of China's GDP will surpass Japan's within a decade or less, if China continues to 
grow. 

With the continuation of the growth of Chinese economy, many companies in the world, 
especially US, European and Japanese companies have already gone into China either to 
produce goods for exporting back to home country or to foreign countries (export 
market-oriented) or to produce goods for Chinese domestic market (domestic market
oriented) or both, in any case, exploiting the use of inexpensive labor forces. In fact, 
foreign countries, of course the main actors are multinational corporations (MNCs) , have 
heavily invested in China. For example, the total accumulated amount of foreign direct 
investment (FDI, stock base) from Japan to the world has amounted to $449.6bn. in 2006, 
of which China has received $30.3bn. (6.3%) , the fourth rank, following the U.S. ($156.4bn., 
34.8%) , Holland ($45.4bn., 10.1%) , and U.K. ($31.6bn., 7.0%) . Even on the flow basis, 
China has received $63.0bn. of inward investment in 2006, of which the most important 
investing country to China is Hong Kong, totaling $20.2 bn. in 2006, followed by UK-held 
Virgin Island ($11.2 bnJ ,the second rank, Japan ($4.6bnJ ,the third rank, South Korea 
($3.9bnJ and the U. S. ($2.7bnJ . (China Statistical Yearbook 2007; JETRO White Paper: 
Trade and Investment 2007) 

Based on the above-mentioned facts, we consider the competitive situations among 
companies from different countries in China. Do they compete head-to-head? Or, do they 
compete in another way? Through the executives' perception on competition, we try to 
deal with how they feel their competitive situation in China, based on a questionnaire 
survey which was sent to Japanese executives in charge of managing manufacturing 
subsidiaries in China during September to October in 2004 to investigate how subsidiary 
executives feel their competitive situation there and what kind of strategy they should 
pursue in the coming years. 
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This paper comprises 4 sections. The next section shows how we collected companies' 
data, operating in China, and what kind of criteria we have employed to do the research 
and the basic features of responding companies. The third section deals with the 
perception of executives on how they perceive their conditions of Chinese market in 
relation to the competition with their competitors. And we also introduce Porter's Five 
forces model to investigate why they feel about their market. The final section argues 
that we have to consider how Japanese executives respond to the competitive situation. 
Hence, a managerial implication will be discussed from the standpoint of Japanese 
executives. 

11 Questionnaire survey research 

The subsidiaries' data was obtained from " kaigai shinshutsu kigyou souran (i4ft~}jjt tB if: 
~ m€ Jt 20031f hi : Annual Databook on Japanese Business Abroad 2003 ) " which is 
published annually. The criteria we employed to choose manufacturing subsidiaries are as 
follows. First the Japanese parent has more than 50% stakes in manufacturing subsidiaries. 
Second, manufacturing subsidiaries have more than 2 hundred million Japanese yen of 
capitalization. These criteria are useful not only to exclude small-scale manufacturing 
subsidiaries, but also to identify Japanese subsidiaries. According to these criteria, we 
chose 1043 subsidiary companies operating in China as of 2003 to which questionnaire 
was sent, and then .145 companies' executives responded to the mail (13.9%) . Though we 
do not explain basic characteristics of the original data on Japanese manufacturing 
subsidiaries and the sample data on Japanese respondents in this paper, but one thing is 
clear and straightforward. The sample data we collected fairly corresponds to the real 
picture of Japanese manufacturing investments in China in both industrial and 
geographical distribution. 

III Perception of competitive situation in Chinese market through the eyes of 
Japanese Executives 

Now, we proceed to investigate the competItIve situation in China in which how 
Japanese executives consider their competition. Do they feel competition so severe or so 
comfortable? As we noted in the previous section, this paper deals with Japanese 
executives' perception based on the questionnaire survey through which we shall 
investigate how the competition is going to be and why they feel so. This is not a study 
on a specific industry, but on a general picture of competitive situation of all the 
manufacturing industry in China. 
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Table 1 present objectives and competitors for the Japanese subsidiaries (multiple choices) 

Foreign company 
Present Japanese company Chinese company ~ except JapaneseObjective 

Chinese market 3422 17
(56 companies) 

export (18) 12 8 8 

Both Chinese market 4529 31
and export (71) 

Table 1 shows a relationship between competitors and targeted market for Japanese 
manufacturing companies. On the horizontal dimension, there are 3 types of rivals, 
namely Japanese company, foreign company except Japanese one, and Chinese company. 

On the vertical dimension, present targeting market is shown for Japanese mfg. 

companies, namely Chinese market, export market including Japan and the rest of the 

world, and both. As is easily understood, Japanese mfg. subsidiaries are now targeting 
their market either on Chinese domestic market or on both Chinese market and foreign 
market, while foreign market alone is not a main target for Japanese mfg. subsidiaries. 
This must be because in addition to foreign market, a growing Chinese economy is 

reflected. In either case, Japanese companies are facing competition from Chinese mfg. 

companies as well as Japanese and foreign mfg. counterparts. 

Table 2 present objectives, competitors and competitive tools (multiple choices) 

Present 
objective Competitor Cost Quality Brand Idea Others N.A. 

Japanese 
company (22) 16 14 6 3 2 0 

Chinese market 
(56 companies) 

Foreign 
company (26) 17 13 14 3 0 1 

Chinese 
company (35) 34 3 1 0 3 0 

Japanese 
company (12) 8 6 1 1 0 1 

Export (18) Foreign 
company (8) 6 3 2 0 0 0 

Chinese 
company (8) 3 1 0 0 2 3 

Both Chinese 
market and 
export (71) 

Japanese 
company (29) 

Foreign 
conlpany (36) 

Chinese 
company (45) 

23 

31 

45 

15 

11 

7 

5 

7 

0 

2 

0 

0 

2 

2 

1 

0 

2 

0 
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Table 2 shows further how Japanese executives consider their competitor's behavior. 
To say differently, it shows what kind of competitive tools they perceive their opponents 
are using. For example, Japanese subsidiaries are fighting with Japanese opponents in 
several ways. In addition to price competition, several methods like quality, brand, idea, 
etc. are used, as Table 2 illustrates. Also in competing with foreign companies in Chinese 
market, they are using the same approach as they are with Japanese counterparts. 
However, when they fight with Chinese domestic mfg. companies, price competition is 
prevailing. This trend also applies in the competition of both Chinese market and export 

market. In the export market alone, they are fighting in a limited scale, but still price 
competition is emphasized in competing with Chinese makers. Thus, in any markets, in 
competing with Chinese mfg. companies, they perceive they are fighting mainly in price. 
Therefore, even now, price competition is very important in Chinese market and also 
very critical in fighting with Chinese makers in any markets. 

IV Why price is important in Chinese market? 

This section discusses why Japanese executives, operating in China, perceive that 
price competition is so important. In doing so, we introduce Porter's Five Forces 
framework to analyze the feature of Chinese market . This framework enables us to 
investigate how the n1arket structural characteristics determine the intensity of 
competition and level of profitability which, in turn, provide a basis for the Japanese or 
foreign parents and subsidiaries to formulate strategy. 

Figure 1 Five Forces Model applied to Chinese market 

Supplier Power 
· weak power relative to 

Producers (many formal suppliers) 
· many imitators 

Threat of Entry 
Industry Rivalry ThreatThreat of Substitutes 

· low cost entry 
· high propensity 

· low economies of scale ~ 
· low concentration to substitutes 

· hit-and- run 

Buyer Power 

· high price Sensitivity 

· low switching cost 
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As Fig. 1 shows, the features of Chinese industrial structure is Quite simple. In a word, 
competition is very severe and fierce. In the same industry, companies are struggling to 
fight with each other because of low concentration rate, which, in turn, causes intense 
competition. In the supplier forces, there are many suppliers which mean their weak 
power relative to producers, but there are also many imitators who can supply the semi
identical components or parts with low Quality which would-be entrants want to buy to 
enter the incumbent industry. Therefore, the behavior of many imitators intensify the 
competition in the incumbent industry indirectly. In the buyer forces, many people or 
companies are very sensitive to price change and are willing to switch their product that 
they have bought for some time. So, buying power is strong. In the substitute forces, 
threat of substitutes depends on the behavior of buyers. If they are sensitive to the price 
change and price performance, the threat is strong. In China, this is true. Lastly, in the 
entry forces, there are many would-be entrants. If they find that the market they want to 
enter is in a desirable condition ( e.g. profitable) , they rush to go into the market to 
earn a money ("rushing economy" , see Higashi, 2007) . However, the more people rush 
to go to the same market, the less money they earn. Even if they make full use of low 
cost, small scale production and hit-and- run behavior, they tend to earn less money. In 
the worst case, many companies go into bankruptcy. In sum, in Chinese market, the 
intensity of competition is so strong that Japanese executives perceives likewise. 

V Conclusion and some implications 
Until now, we discussed how the competition in Chinese market is and how the 

Japanese executives responsible for the management of Chinese subsidiaries view their 
competitive situation. As a result, the competition in Chinese market is still very severe 
and the main competitive tool is in cost or price whether the fighting place is in Chinese 
market or both in Chinese market and foreign market. Also, in using Porter's Five forces 
model, we discussed the competitive situation in china and why Japanese executives 
perceive that competition is so fierce. 

Table 3 Social strata by income level and percentage of the population in China 

High inconle strata annual income more than 500,000RMB (less than 1%) 

Middle income level more than 60,000, less than 500,000RMB (5%) 

Low income level less than 60,000 RMB (94%) 

Of which lowest level 20,000RMB 

Source: Ke, 2007, p.l9. 

1 There is also another prominent approach to analyze Chinese market conditions, 
especially "Architecture analysis" , I do not comment on that approach. Here in this 
paper, I shall confine my analysis to the market structure in China using Porter's Five 
Forces framework. For the "Architecture analysis" see Fujimoto, T. and Shintaku, J. (2005) 
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In the face of the above-mentioned severe competItIon, how can the Japanese 
subsidiaries respond to it? Is there any way to avoid or overcome for them? We would 
like to mention some implications for practicing managers who are working for the 
Japanese mfg. companies and possibly, for foreign companies such as U.S., U.K. or South 
Korea. First, when we think of avoiding or overcoming competition with Chinese mfg. 
companies, Table 3 can or may be illustrative. It indicates the social strata of Chinese 
society based on the income level. According to this table, top level income stratum earns 
more than 500,OOORMB annually which accounts only for less than 1% of the total 
population in China. Japanese makers have a choice to put an emphasis on the top 
stratum to sell their products as they might have been doing before, because people at 
the top stratum can afford to buy relatively expensive products. Possibly Japanese 
makers have a chance to get a certain amount of market share in this top market. But 
this market segment is rather small compared with the rest of the market. Therefore, 
secondly, there is another option for the Japanese mfg. companies. Though Japanese 
makers can get a certain market share in the top market segment, Chinese makers can 
upgrade and proceed to the top market segment to fight against foreign makers including 
Japanese, or U.S., U.K. or South Korean, etc. and the latter makers may lose their market 
share. Thus, they might think that they don't need to leave the ren1aining huge market 
except top market segment to Chinese makers. They try to penetrate into this huge 
market segment to meet the needs of these strata. To enter this segment, it is better to 
cooperate or make an alignment for them with Chinese makers, because Chinese makers 
have well-informed knowledge of that market and they have good advantages over the 
foreign enterprises. 

In any case, Japanese companies increasingly have to use balanced strategy of both 
competition in price or differentiation, and cooperation in the coming years. 
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