An Analysis and Evaluation of Entry Strategies in China's Telecoms Market: a Case Study of Bt Group

University of Bradford Electronic Thesis/Dissertation Deposit Agreement 2005

Student name: YAN SUN Student ID: 02009352 School/Dept.: SCHOOL OF MANAGEMENT Degree: M A IN MARKETING AND MANAGEMENT

Thesis/Dissertation Title: AN ANALYSIS AND EVALUATION OF ENTRY STRATEGIES IN CHINA’S TELECOMS MARKET: A CASE STUDY OF BT GROUP Student Agreement: I understand that the University of Bradford has the non-exclusive right to electronically store, copy or translate my thesis/dissertation, in whole or in part, for the purpose of future preservation and accessibility. I certify that the thesis/dissertation submitted is my original work, and that the version submitted is the same as the final version approved by the Examiners. I have made every reasonable effort to obtain permission from the owner(s) of each third party copyrighted material to be included in my thesis/dissertation. I am aware that the University may submit copies of student work to a national database set up to detect plagiarism. I understand that the thesis/dissertation may be available electronically to a variety of individuals and institutions via the World Wide Web, including automated search agents. I understand that once the thesis/dissertation has been deposited, metadata relating to my work will be incorporated into the University of Bradford Library Catalogue. The University of Bradford reserves the right to remove any thesis/dissertation from the electronic repository in the event of its content breaching any laws including defamation, libel and copyright.

I

I acknowledge that the administrators of the electronic repository do not have any obligation to take legal

action on my behalf in the event of a breach of intellectual property rights, or any other right, in the thesis/dissertation deposited.

Student Signature: YAN SUN Date: 2, September, 2005

II

Yan Sun

AN ANALYSIS AND EVALUATION OF ENTRY STRATEGIES IN CHINA’S TELECOMS MARKET: A CASE STUDY OF BT GROUP

Keywords: Entry strategies, China’s telecoms market, BT Group, International expansion. Abstract International markets have become a necessary way for companies who wish to survive in increasing domestic competition and grow in the dynamic world economy. Meanwhile, the entry strategy decision is one of the most critical decisions during a firm’s globalization.

This research focuses on analyzing the term of entry strategy through a case study of BT Group, and a spotlight on China’s telecoms market. Based on an accurate academic research methodology, this research involves the indispensable literature review, a deep investigation of China’s telecoms market, and an overall analysis and evaluation of BT’s diverse entry strategies during its international expansion. The ultimate aim of the dissertation is to give some advice for BT’s future operations in China, and also to recommend some implications both in international experiences and critical lessons for emerging telecoms, and/or new entrants in the globalization process.

III

THE ANALYSIS AND EVALUATION OF ENTRYE STRATEGIES IN CHINA’S TELECOMS MARKET:

THE CASE STUDY OF BT GROUP

by

Yan Sun

2005

Dissertation submitted to the Bradford University School of Management in partial fulfilment of the requirements for the degree of Master of Arts in Marketing.

IV

Preface

The

fulfillment of this research inevitably depends on the vital help and support from many people, without these, it would be impossible to finish the study.

I would especially like to thank my supervisor Dr. Chris Lowe who gave me invaluable guidance, advice and comments in the whole process of writing this dissertation. Many thanks for his moving encouragements.

I also appreciate the help of my friends who have shown me selfless favour in helping interviews, and the interviewees in BT, China Netcom and 21ViaNet, who have openly shared their opinions, which dramatically helped the research analyses. Although their names do not appear in this preface due to requested confidentiality, I still thank them for help and their cooperation.

A very special tha nks goes to Phil Scaife, whose patience on proofreading has improved the fluency of this dissertation. Thank you for his valuable time and kindly help.

Likewise, I am indebted to my host family – Anne Duchemin, Richard Holderness and Tom Holderness, who have given me meticulous care, support and encouragement during my life in Bradford.

Finally, my heartfelt love and gratitude go to my family and my boyfriend - Mr. Cui Guanjun, for their support, encouragement, hope and love.

V

Statement of Authenticity

I have read the University Regulations relating to plagiarism and certify that this dissertation is all my own work and does not contain any unacknowledged work from any other sources.

Yan Sun September 2005

Word Count: 21,215

VI

TABLE OF CONTENTS

Preface… … … … … … … … … … … … … … … … … … … … … … … … … … … … .V Chapter One Introduction…

… … … … … … … … … … … … … … … … … … … ..1 1.1 Background of the Research… … … … … … … … … … … … … … … … … … ...1 1.2 Objectives of the Research… … … … … … … … … … … … … … … … … … … ..1 1.3 Structure of the Dissertation… … … … … … … … … … … … … … … … … … … 2 1.4 Limitations of the Research… … … … … … … … … … … … … … … … … … … .3

Chapter Two Literature Review… … … … … … … … … … … … … … … … … … .4 2.1 Introduction… … … … … … … … … … … … … … … … … … … … … … … … … ..4 2.2 The Analytical Necessity of Market Entry Strategy… … … … … … … … … … .4 2.3 Definitions and Forms of International Market Entry… … … … … … … … … ..5 2.3.1 Exports… … … … … … … … … … … … … … … … … … … … … … … … … .6 2.3.1.1 Indirect Exporting… … … … … … … … … … … … … … … … … … ...6 2.3.1.2 Direct Exporting… … … … … … … … … … … … … … … … … … … ..9 2.3.2 Foreign Manufacturing Strategies without Direct Investment… … … … 10 2.3.2.1 Contract Manufacture… … … … … … … … … … … … … … … … … .11 2.3.2.2 Licensing… … … … … … … … … … … … … … … … … … … … … … 12 2.3.3 Foreign Manufacturing Strategies with Direct Investment… … … … … .14 2.3.3.1 Assembly… … … … … … … … … … … … … … … … … … … … … … 14 2.3.3.2 Whole Owned Subsidiaries … … … … … … … … … … … … … … ...14 2.3.3.3 Company Acquisitions and Mergers… … … … … … … … … … … ..16 2.3.4 Cooperative Strategies… … … … … … … … … … … … … … … … … … … 16 2.3.4.1 Joint Ventures… … … … … … … … … … … … … … … … … … … … .17 2.3.4.1.1 Equity Joint Ventures… … … … … … … … … … … … … … ....18 2.3.4.1.2 Contractual Joint Ventures… … … … … … … … … … … … … 22 2.3.4.2 Strategic Alliances… … … … … … … … … … … … … … … … … … ..23 2.4 Factors Influencing

the Choice of Entry Mode… … … … … … … … … … … ....25

VII

2.5 A Focus on the Entry Strategies in the Telecoms Industry… … … … … … … ...26 2.5.1 The Major Entry Strategies… … … … … … … … … … … … … … … … … ..26 2.5.2 The Key Factors Influencing the Telecom’s Selection of Entry Mode....27 2.5.3 The Critical Issues Associated with Managing of the Collaborative Mode … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … ...27 2.6 Conclusion… … … … … … … … … … … … … … … … … … … … … … … … … … .28

Chapter Three Research Methodology… … … … … … … … … … … … … … … … 30 3.1 Introduction… … … … … … … … … … … … … … … … … … … … … … … … … … 30 3.2 The Item of Research… … … … … … … … … … … … … … … … … … … … … … .30 3.2.1 The Nature of Research… … … … … … … … … … … … … … … … … … … .30 3.2.2 The Research Process… … … … … … … … … … … … … … … … … … … … 31 3.3 The Dimensions of Research… … … … … … … … … … … … … … … … … … … ..31 3.3.1 Research Philosophy… … … … … … … … … … … … … … … … … … … … .32 3.3.2 Research Approaches… … … … … … … … … … … … … … … … … … … … .33 3.3.3 Data Collection… … … … … … … … … … … … … … … … … … … … … … ..35 3.3.3.1 Secondary Data… … … … … … … … … … … … … … … … … … … … .35 3.3.3.2 Primary Data… … … … … … … … … … … … … … … … … … … … … .38 3.4 Conclusion… … … … … … … … … … … … … … … … … … … … … … … … … … ..42

Chapter Four The Investigation on the Circumstances of China’s Telecoms Market… … … … … … … … … … … … … … … … … … … … … … … … … … … … … .44 4.1 Introduction… … … … … … … … … … … … … … … … … … … … … … … … … … .44 4.2 Market Sectors and Market Size… … … … … … … … … … … … … … … … … … .44 4.3 Analysis of Domestic Telecoms

Companies… … … … … … … … … … … … .......46 4.3.1 Industrial Reforms and Restructurings … … … … … … … … … … … … … .46 4.3.2 Snapshot of Main domestic Leading Competitors… … … … … … … ........48 4.3.3 Fixed- Line Networks and Services… … … … … … … … … … … … … … ...48 4.3.4 Mobile Networks and Services… … … … … … … … … … … … … … … … .53

VIII

4.4 PEST Analysis … … … … … … … … … … … … … … … … … … … … … … … … .55 4.4.1 Political and Legal Regulation… … … … … … … … … … … … … … … … 55 4.4.2 Economic Forces… … … … … … … … … … … … … … … … … … … … … .56 4.4.3 Social and Technological Scanning… … … … … … … … … … … … … .....57 4.5 Foreign Multinational Telecoms Corporations in China… … … … … … … … ..58 4.6 Conclusion… … … … … … … … … … … … … … … … … … … … … … … … ........59

Chapter Five Case Study - BT Group plc… … … … … … … … … … … … … … ...61 5.1 Introduction of BT Group plc… … … … … … … … … … … … … … … … … … ...61 5.1.1 Company Overview… … … … … … … … … … … … … … … … … … … … .61 5.1.1.1 Organizational Structure… … … … … … … … … … … … … … … … .61 5.1.1.2 Company’s Version… … … … … … … … … … … … … … … … … … .62 5.1.1.3 Company’ Strategy… … … … … … … … … … … … … … … … … ....62 s 5.1.1.4 Financial Performance… … … … … … … … … … … … … … … … ....63 5.1.2 SWOT Analysis… … … … … … … … … … … … … … … … … … … … … … 65 5.2 The Summary of Entry Strategies Associated with BT Group International Expansion........................................................................................................69 5.2.1 The Key Driven Reasons… … … … … … … … … … … … … … … … … … ..69 5.2.2 The Detailed Entry Strategies with Successful and Unsuccessful

Cases.73 5.2.3 A Spotlight on China’s Telecoms Market… … … … … … … … … … … … .76 5.2.3.1 The Current Entry Methods… … … … … … … … … … … … … … … .76 5.2.3.2 The Critical Elements and Future Trends… … … … … … … … … … 80 5.3 Conclusion… … … … … … … … … … … … … … … … … … … … … … … … … … .81

Chapter Six Analyses and Recommendations Based on Findings… … … … … .84 6.1 Alternative Entry Strategies in Different Regions… … … … … … … … … … … ..84 6.2 Implication of BT’s International Expansion for Other Telecoms.....................86 6.2.1 International Experiences of BT’s Globalization… … … … … … … … … ..86 6.2.2 Critical lessons of BT’s Globalization… … … … … … … … … … … … … ...88

IX

6.3 Some Recommendations for BT in China in the Future… … … … … … … … … ..89 6.4 Conclusion… … … … … … … … … … … … … … … … … … … … … … … … … … … 90

Chapter Seven Conclusion… … … … … … … … … … … … … … … … … … … … … … 91 7.1 Summary of the Research… … … … … … … … … … … … … … … … … … … … … .91 7.2 Summary of Findings, Implications and Recommendations… … … … … … … … 92 7.3 Future Research… … … … … … … … … … … … … … … … … … … … … … … … … 93

Appendices Appendix I Research Proposal… … … … … … … … … … … … … … … … … … … … ...94 Appendix II Stages in Planning, Negotiating and Managing Joint Ventures… … … 104 Appendix III Analysis of Prospective Partners… … … … … … … … … … … … … … .105 Appendix IV The Interview Questions For BT… … … … … … … … … … … … … ....106 Appendix V The Interview Questions For 21ViaNet… … … … … … … … … … … ...109 Appendix VI The Interview Questions For China Netcom… … … … … … … … … ..110 Appendix VII Glossary… … … … … … … … … … … … … … …

… … … … … … … … .111

Bibliography… … … … … … … … … … … … … … … … … … … … … … … … … … … 113

X

Lists of Tables

Table 2.1 Types of Wholly Owned Subsidiary… … … … … … … … … … … … ....15 Table 2.2 Who Provides What in East-West Partnerships… … … … … … … … ...18 Table 2.3 Relationships of Stage of Development to Venture-Creation Rationales … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … ..20 Table 2.4 Rank Ordering of Local Partners’ Contributions to the Joint Venture … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … ..22 Table 3.1 A Comparison of Primary and Secondary Data… … … … … … … ........35 Table 4.1 China - Telecommunication Statistics… … … … … … … … … … … … ..45 Table 4.2 ‘4 + 2’ Competitive Pattern in Current China’s Telecoms Industry… ..48 Table 4.3 Market Structure in Fixed- line Network and Services (Voice)… … … 49 Table 4.4 Market Structure in Fixed- line Network and Services (Internet)… … .51 Table 4.5 Market Structure – China Networks & Services… … … … … … … … ...53 Table 4.6 The Regulation for Foreign Investment in China ’s Telecoms Sector...55 Table 4.7 Key Macro-economic Data… … … … … … … … … … … … … … … … ...56 Table 5.1 The SWOT Analysis of BT Group plc… … … … … … … … … … … … ..66 Table 5.2 The UK Fixed-Line Telephones Sector by Type by Value (£m and %), Years Ending March 2000-2004… … … … … … … … … … … … … … … … … … ...71 Table 5.3 The UK Broadband Market by Operator (% of total subscribers), June 2004 … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … ..72

XI

Lists of Figures

Figure 2.1… … … … … … … … … … … … … … … … … … … … … … … … … … … ....5 Figure 2.2 Partner-to-partner

Relationships Creating a Joint Venture… … … … ...21 Figure 2.3 Collaboration Possibilities for Partners A and B in the Value Chain....24 Figure3.1 The Research Process ‘Onion’… … … … … … … … … … … … … … .......32 Figure 3.2 Forms of Qualitative Interview… … … … … … … … … … … … … … .....40 Figure 5.1 BT’s Organizational Structure… … … … … … … … … … … … … … … ...61 Figure 5.2 BT Group - Total Revenue (FY 2002-03 - FY 2004-05)… … … … … ..63 Figure 5.3 BT Group - Total Revenue by Business Line (FY 2002-03 - FY 2004-05) … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … … ....64 Figure 5.4 BT’s Revenues by Geography in FY2004… … … … … … … … … … … .65

XII

Chapter One Introduction

1.1 Background of the Research Currently, more and more enterprises are pursuing sustainable growth in markets that are becoming increasingly global. In other words, it is essential for organizations to understand the complexity and diversity of international marketing in order to compete globally effectively (Doole & Lowe 2004). Meanwhile, selection of entry strategy, as the most significant globalization decision company is likely to take, signals ‘the firm’ intent to key competitors’ and determines ‘the basis for future s battles’ (Douglas & Craig 1997, as cited by Doole & Lowe 2004, p.217).

For BT Group plc - a leading provider of communications solutions serving customers throughout the world (BT Group plc) - global expansion composes a theme within its commercial performance on the world stage. Facing one of the most dynamic and vastly potential market – for example China, and especially since it joined the WTO and gradual deregulation

in the telecommunications market is being progressed, BT has been enlarging its business into this lucrative region.

Based on current status, this research attempts to analyze and evaluate BT’s practical entry strategies implemented during globalization, in particular focusing on China’s telecoms market, and hopefully recommends some useful advice for emerging telecoms or new entrants in globalization.

1.2 Objectives of the Research The whole research is to be fulfilled by collecting a mass of information and data based on theoretical literature and formulized research methodology, followed the intensive analyses based on the findings from a case study of BT. The ultimate aim is to achieve the following key objectives:
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(1)

To

identify

alternative

entry

strategies

for

companies

during

the

internationalization process; (2) To investigate the current circumstances of China’s telecoms market, and forecast trends for telecoms services in China; (3) To evaluate the BT Group’s current situation, focusing on its international expansion; (4) To analyze the BT Group’ entry strategies in China’s telecoms market associated with appealing opportunities and critical elements to the BT Group; (5) To provide implication and recommendation to the BT Group’s future development in China’s telecoms market.

1.3 Structure of the Dissertation This dissertation involves s even chapters which are briefly clarified in sequence below,

Chapter one simplifies an outline of the research which involves from the research background and objectives, to the structure of the dissertation and its limitations.

Subsequently,

chapter two and chapter three mainly contribute a theoretical and academic basis for this dissertation from the two aspects of literature review and research methodology respectively. The former provides the essential review on the theories of market entry strategies, which is one of the key research objectives and also a vital process during a company’ globalization. The latter includes the research s philosophy, approaches and data collection, which are tailored for this particular research according to formulized research frameworks. These two chapters offer a consolidated foundation for the following analyses.

Utilizing PEST to investigate the circumstances of China’s telecoms market is the main context in chapter four. A comparative clear perspective surrounding the
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complicated Chinese telecoms market is exhibited at the end of this chapter.

Chapter five spotlights the case study of BT from company overview and SWOT analysis, to the focus on its entry strategies during international expansion with successful and unsuccessful cases in particular regions such as the US, Western Europe, and Japan. Meanwhile, a survey of entry approaches adopted by the UK carrier in China also appears in this chapter.

In chapter six, the analyses and recommendations based on findings are highlighted, which concentrate on the characteristic summary of implemented international entry strategies by BT, the implication for other telecoms which want to be globalized and some recommendations for BT in China in the future.

Finally, the general conclusion is summarized in chapter seven, including the outcome of this dissertation

and a further research plan in the future.

1.4 Limitations of the Research The first limitation of this research is mainly due to confidentiality from interviewed companies, not only BT but also its Chinese partners. The encountered difficulties pushed the process of collecting primary data through interviewing into a dilemma. Particularly, when referring to the details around strategies, they were normally refused a response by interviewees because of sensitiveness and worries about imitation by rivals. As a result, unclear and inaccessible information easily caused inaccurate analyses.

Likewise, limited time is another bottleneck to access to sufficient research. Having only two months time is a huge challenge for the research both in depth and width. Therefore, it is completely necessary to undertake more in depth research in the future.
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Chapter Two Literature Review

2.1 Introduction This chapter will relate to three aspects: Firstly, a brief statement about the analytical necessity of market entry strategy will be revealed. In the second part, it is also essential to penetrate whole research – review market entry strategy, including the conceptions of alterna tive methods of international market entry, the reasons of utilization, their advantages and disadvantages and relative implementation methods. The third section will list relative factors influencing the choice of entry mode. Finally, a conclusion based on the literature review will be summarized.

2.2 The Analytical Necessity of Market Entry Strategy For the majority of companies, internationalism is likely to be involved and become one of many key parts

in their competitive strategies. Doole and Lowe (2004) point out ‘the most significant international marketing decision they are likely to take is how they should enter new markets, as the commitments that they make will affect every aspect of their business for many years ahead’ (p.217).

Indeed, for both smaller and global companies, how to select the most suitable method from different market entry options with minimum risk is a challenge for them. Moreover, the problems associated with a company’s international expansion are also being appeared obviously. For example, as Doole and Lowe (2004) mention ‘how to exploit opportunities more effectively within the context of their existing network of international operations and, particularly, how to enter new emerging markets’ (p.217) are problems not only f r small and medium-sized businesses, but o also for established companies.

Although in real business environment, there is unlikely to be a common standard market entry strategy for an organization because different entry methods are
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assumed by different companies to enter same market, or by the same firm in different markets, it is still necessary to analyse and determine various market entry methods accompanied by their advantages and disadvantages, which are vital and critical during the decision-making process due to other relative key factors, such as control, cost and risk and so on.

2.3 Definitions and Forms of International Market Entry Basically, there are a wide variety of market entry methods which range from exports, licensing, franchising to joint ventures and wholly owned subsidiaries with control from

non to whole, associated with different level risks (see Figure 2.1).

Figure 2.1 Risk and Control in Market Entry

Control

Cooperation strategies Joint ventures Strategic alliances

Direct investment Own subsidiary Acquisition Assembly

Direct investment Distributors Agents Direct marketing Franchising Management contracts Indirect exporting Piggybacking Trading companies Export management companies Domestic purchasing
Risk

Source: Doole & Lowe 2004, p.220
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The following contents will distinguish more precisely between the distinctive characteristics of these alternatives based on definitions and descriptions (Young et al 1989). 2.3.1 Exports As the ‘only one of a range of methods that may be utilized in penetrating and developing markets abroad’ (Young et al 1989, p.64), exporting includes two major methods, namely indirect exporting and direct exporting. The detailed contents will be given as below.

2.3.1.1 Indirect Exporting The former represents the status where a firm’s ‘products are sold in foreign markets without any special activity for this purpose being undertaken within the company’ (Young et al 1989, p.11). Doole and Lowe (2004) note this method is utilized for firms which ‘have little inclination or few resources for international marketing’, therefore, ‘the simplest and lowest cost method of market entry is for them to have their products sold overseas by others’ (p.220). They illustrate three main methods of indirect exporting as below, followed by their description in details. u Domestic purchasing u An export management company (EMC) or export house (EH) u Export trading companies (ETC) and

Piggyback Exporting

Domestic purchasing Accurately, domestic purchasing barely falls into the category of market entry strategies due to the knowledge poverty of international market for the company. However, ‘the supplying organization is able to exert little control over the choice of markets and the strategies adopted in marketing its products’ (Doole & Lowe 2004, p.221). Therefore, it is widely adopted by small firms as the easiest method of obtaining foreign sales. Noticeably, Doole and Lowe (2004) believe that local subcontractors to original equipment manufacturers (OEMs) should fall into this
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category due to their international market performances heavily dependent on the representations of companies supplied by OEMs. For instance, VIA Technologies, Inc. which is the provider of core logic chipsets was quickly developed through adopting OEM to other multinational PC companies, such as HP&Compaq. Based on the least cost and risk of this kind of entry method and the high quality and reputation from product, VIA Technologies, Inc. has been dramatically expanding its market shares attacking its competitor – Intel (Ni Fan 2001).

However, the drawbacks of this entry method are likely to be obvious because undertaking marketing activities heavily rely on the purchaser. As a result, the company may be in passive status and lack awareness of a change in consumer behaviour and competitor activity and so on. Therefore, Doole and Lowe (2004) suggest that ‘if a company is intent upon seeking longer-term viability for its export business, it must adapt a more proactive approach which will inevitably involve obtaining a greater

understanding of the markets in which their products are sold’ (p.221).

Export management companies (EMCs) or export houses Doole and Lowe (2004) define that ‘export house or export marketing companies (EMCs) are specialist companies’ which ‘set up to act as the export department for a range of companies’(p.221). Normally, they provide a quite attractive overall ‘sales package’ to foreign purchasers through offering ranges of products from various companies.

Compared with the method above, firms generally have closer cooperation and increased control (Terpstra & Sarathy 2000), and they also benefit from working with an EMC due to the latter’s valuable knowledge of local buying practices and government regulations which is vital in marketing activities (Doole & Lowe 2004). Moreover, there are other significant benefits derived from this approach, for example,
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the producer can acquire foreign- market knowledge and approach through the operations and experience of the EMC, remarkable cost saving, and foreign credit responsibility can be guaranteed by most EMCs. Therefore, this approach is likely to be ideal for some small or medium-sized companies due to its limitations in size and shortages on foreign market knowledge, while they retain relative control. For instance, in the USA, thousands of manufacturers have used the EMC for exporting their products to foreign markets (Terpstra & Sarathy 2000).

During adopting this method, however, disadvantages are revealed gradually. First, some EMCs may be too small or too new to have foreign market knowledge, and as a result it may be vitally weak for those new exporters. Second,

too many lines carried by EMCs may cause a lack of necessary attention to the firm’s products from sales people. Also, the product ranges might include competitive products or substitutes which are against a particular firm. Last but not least, due to a desire for sales commission from EMCs, they might tend to sell all products immediately rather than those that might ‘require greater customer education and sustained marketing effort to achieve success in the longer term’ (Doole & Lowe 2004).

Therefore, Doole and Lowe (2004) suggest that manufacturers should select a suitable EMC, develop and manage the relationship and monitor their performance. Moreover, the firm should take time to research the markets where its products are sold in order to ‘ensure that opportunities to sell products into new markets are not being missed by the EMC’ (p.222).

Export trading companies (ETC) and Piggyback exporting Both of them should fall into the cooperation exporting category. The advantages of choosing the former to an exporter is similar to EMC’s, ‘but to a greater degree because of the greater resources and coverage of the ETC’ (Terpstra & Sarathy 2000, p382).
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In the term of piggyback exporting, Terpstra and Sarathy (2000) define that ‘one manufacturer uses its overseas distribution to sell another company’s product along with its own’ (p.383). Because of the significant advantages through the selection of this method to two involved parties with different interests - the carrier and the rider, this approach is being adopted widely today. Noncompetitiveness and

complementarity between the products of carrier and rider are its 

major characteristics. For example, by piggybacking, the carrier can satisfy foreign distributors through providing more various and complete product lines, contrarily, the rider can learn more international market knowledge through knowing how well each needs are met.

In actual operation, the methods of piggyback exporting may be various, such as in selling, branding, product coverage, or country coverage. For instance, AT&T used Toshiba to provide end-to-end networking and equipment communications solutions for small and mid-size businesses solely in Japan (TMCnet 2003).

In sum, due to the advantages of simplicity and low-cost, indirect exporting is often adopted by exporters as the first experience in complicated international markets, especially for some small companies. However, little control may cause a dull reaction when it faces new situations or opportunities. Besides, the lack of direct relations between the company and the market may be a stumbling block to establish long-term relationships with foreign distributors, and gain rich international marketing knowledge.

2.3.1.2 Direct Exporting Compared with indirect exporting, there are noticeable benefits associated with direct exporting, which Doole and Lowe (2004) comment on in several aspects, such as greater control over the selection of markets and the elements of marketing mix,
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‘improved feedback about the performance of individual products’, and ‘the opportunity to build up expertise in international marketing’ (p.224).

On the other hand, the disadvantages of direct exporting are significant. At least partly, the direct investment is considerable because

the company has to be responsible for whole costs from marketing, distribution and administration and so on, which might outweigh the benefits from the markets. Therefore, as Doole and Lowe (2004) suggest that ‘the company must be quite sure that the costs can be justified in the light of the marketing opportunities identified’(p.225).

During implementation of this approach, the firm should pay attention to some critical factors in order to ensure successful direct exporting. For instance, a sufficient productio n capacity and capability, effective market research, suitable exporting approaches which include agents, distributors, management contracts, turnkey operation, franchising, and direct marketing.

In short, direct exporting is the most common method in international marketing. Because of its advantages and disadvantages, in actual business, direct and indirect exporting are not mutually exclusive (Terpstra & Sarathy 2000). In addition, monitoring a company’s performance, such as cash flow, profits, delivery time and precision analysis of market entry time, are also critical aspects in managing the export process (Young et al, 1989).

2.3.2 Foreign Manufacturing Strategies without Direct Investment Before exploiting the methods falling into this category, it is necessary to consider the key reasons which drive a company to produce abroad. Some of the positive possibilities are listed below.

Firstly, it is helpful to save costs, ‘especially when transportation and tariff savings
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are added’ (Terpstra & Sarathy 2000, p.390). In addition, labour cost saving is also one of the key benefits of overseas manufacturing.

For instance, the figure of hourly labour costs in Poland is much lower than the average of the original EU 15 membership countries, at 4.48 Euros and 22.21 Euros respectively (Eurostat, 2004). It is not hard to explain, at least partly, why lots of major foreign investors, such as Fiat (Italy), Metro AG (Germany), Saint-Gobain (France), have manufactured their products in Poland (Mercado, Welford & Prescott 2001).

Secondly, Terpstra & Sarathy (2000) believe ‘local production allows better interaction with local needs concerning product design, delivery, and service’ (p.390), through which encourage the firm to perform well in the local market.

The final reason is related to government regulations. Doole and Lowe (2004) note ‘entry to some markets, such as Central and Eastern Europe are difficult unless accompanied by investment in local operation’ (p.231).

Therefore, companies are encouraged by the above reasons to produce abroad, although this is associated with unavoidable risks and other underestimated high costs involved in transferring technology, skills and training and so on (Doole and Lowe 2004). The following approaches are major entry strategies without direct investment.

2.3.2.1 Contract Manufacture The concept of contract manufacturing abroad is explained by Terpstra & Sarathy (2000) that ‘the firm’ product is produced in the foreign market by another producer s under contract with the firm’ (p.391). Noticeably, the contract only covers manufacturing, marketing is still handled by the firm according to the description from two scholars above.

When the company’s competitive advantage replies on marketing

rather than on
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production, this approach is more attractive to the company. For instance, P&G has several contractual manufacturers in Italy. Moreover, the firm can avoid huge costs accompanied with establishing a whole-owned plant, especially in the small or risky market, which involves tough competition, political uncertainty, unfamiliarity with local labour and culture, it is less costly to terminate a contractual manufacturer than to close an owned one down. Again, transportation savings, compared to exporting, is another attractive advantage (Terpstra & Sarathy 2000).

The main drawbacks of this method, however, may confine its implementation. For one, it is difficult to find a local satisfactory manufacturer in the foreign market with the sufficient capabilities to produce the products with high quality and quantity. For another, even where such a manufacturer can be found, direct quality control may be unrealizable (Mercado, Welford & Prescott 2001).

Generally, the advantages of contractual manufacturing outweigh its drawbacks. Once a good local partner is found and a closer relationship developed, the company can benefit from this approach.

2.3.2.2 Licensing Doole and Lowe define the licensing as ‘a form of management contract in which the licenser confers to the licensee the right to use one or more of the following things’ (p.234): (1) patent rights, (2) trademark rights, (3) copyrights, (4) know- how on products or processes. It may occur in the markets where direct involvement would be impossible, or where targeted marketing segments may not be sufficiently large for full involvement (Doole & Lowe, 2004).

Normally,

the licenser can benefit from licensing from the following aspects. Firstly, the licenser achieves revenue from the licensee’s sales through licensing. Secondly, considerable control can be operated by the licenser when a licensee uses the rights or
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know-how to produce agreed standard products. Thirdly, licensing is usually prefered by a host-country government rather than direct investment because the former ‘brings technology into the country with few strings and costs attached’(Terpstra & Sarathy 2000, p.392).

For the licensee, the main advantage is that it may avoid high R&D costs and risks through adopting a license, especially when launching a new product.

Notwithstanding these advantages, some problems still arise through licensing. For one, due to involvement of knowledge or technology in host-country producer, the licenser may create a potential competitor, especially when the licensee is very capable. As a result, the licenser may lose not only technological advantage, but also market shares. For another, licensee control is also a problem. Misunderstanding or conflicts may occur in its implementation.

Based on evaluation of licensing, Terpstra and Sarathy (2000) identify some techniques which minimize the potential problems of licensing as follows: Ø Develop a clear policy and plan Ø Allocate licensing responsibility to a senior manager Ø Select licensees carefully Ø Draft the agreement carefully to include duration, royalties, trade secrets, quality control and performance measures Ø Supply the critical ingredients Ø Obtain equity in the licensee Ø Limit the product and territorial coverage Ø

Retain patents, trademarks, copyrights Ø Be an important part of the licensee’s business. (Cited by Doole & Lowe 2004, p.235)
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2.3.3 Foreign Manufacturing Strategies with Direct Investment Doole and Lowe (2004) demonstrate the reasons why a firm selects this approach as its entry strategy as follows: to gain new business, to defend existing business, to move with an established customer, to save costs and to avoid government restrictions. Basically, the selection to establish ownership of facilities in the overseas market is regarded as ‘a deeper-level commitment to a foreign market environment and as an investment in high-level control of foreign operations’ (Mercado, Welford & Prescott 2001, p352). 2.3.3.1 Assembly Terpstra and Sarathy (2000) indicate the term of foreign assembly as that ‘the firm produces domestically all or most of the components or ingredients of its product and ships them to foreign markets for assembly’(p.390).

Noticeably, foreign assembly is adopted widely in automobile and farm equipment industries. This is because it can effectively diminish the effect of tariff barriers which are normally lower on components than on finished goods. It is also advantageous on transportation costs saving, especially when the products are large, such as cars. In that case, the firm prefers to assemble in the local market. Besides, establishment of local assembly plant may pull local employment. By contrast, relatively simple required activity, low levels of local management, engineering skills and development support are other benefits for the firm through assembling. In short, assembly option brings not only advantage

of low costs including transportation, labour wages, tariffs, but also on government stimulus (Doole & Lowe, 2004).

2.3.3.2 Whole Owned Subsidiaries When the firm thinks its products have long-term marketing potential in a relatively politically stable country, Doole and Lowe (2004) recommend that, whole owned subsidiaries may be a necessary entry method, which meet the company’s strategy associated with more powerful control and high competitiveness. After all, achieving
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100 percent profit through 100 percent ownership is one of the stimulating temptations to an international organization.

Poynter and White (1984) have developed five- fold classification of whole-owned subsidiaries which is shown in Table 2.1. They also suggest that small - or those companies just starting to attempt internationalization - should adopt the Miniature replica and/or Marketing satellite as the type of whole-owned foreign subsidiary. Contrarily, ‘for lager MNEs and those globally integrated and co-ordinated strategies’, Rationalised manufacturer, Product specialist and Strategic independence are preferable for their subsidiary (cited by Young et al, 1989). Table 2.1 Types of Wholly Owned Subsidiary
Miniature replica A business which produces and markets some of the parent’s product lines or related product lines in the local country. Marketing subsidiaries which sell into the local trading area products which are manufactured centrally. Where the subsidiary produces a particular set of component parts or products for a multi-country or global market. Where the subsidiary develops, produces and markets a limited product line for global 

markets. Where the subsidiaries are permitted independence to develop lines of business for either a local, multi-country or g lobal market.

Marketing satellite

Rationalised manufacturer

Product specialist

Strategic independence

(Source: Poynter & White (1984), as cited by Young et al, 1989, p.239)

On other hand, there are also considerable risks. For instance, the demands for financial and management commitment are massive which may be problems and/or challenges for small companies with limited resources. Second, the issues of political risk in the host countries may have unexpected harm for the company’s whole-owned investment. Moreover, lack of quick achievement local knowledge due to no local collaborator is another drawback. However, there are other entry methods which may
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effectively avoid these disadvantages which are involved in the next section.

2.3.3.3 Company Acquisitions and Mergers Terpstra and Sarathy (2000) believe that ‘acquisition is a quicker way for a firm to get into a market than building its own facilities’ (p.399). Nowadays, this method is generally adopted by many western companies, especially those from the UK and US. Doole and Lowe (2004) give the key reason to explain this phenomena as speed of market entry is essential, and it is likely to be easily achieved by acquiring an existing company in the market. This approach is considerably effective when the firm is pressed to gain profits in a short time.

Although acquisition and merger are common in practice, there are many arguments around them as an approach of achieving rapid expansion. This is because they have significant pitfalls.

For instance, synergy is a big challenge for merger or acquisition due to cross-cultural issues, different ways of doing business in Europe and Asia and so on. Moreover, the recession in the new millennium may influence their performance (Doole & Lowe 2004).

Based on this status, Finkelstein (1998) recommends some method to minimize the potential issues associated with acquisition and merger which is explained in detail below, ‘… the integration process should focus on value creation by ensuring employees actually achieve the synergy that is promised before the deal is done, planning in detail how the various cross-border problems will be overcome and developing a clear communication plan to cop with the whole process… ' (cited by Doole & Lowe 2004, p.202)

2.3.4 Cooperative Strategies Dool and Lowe (2004) put the two terms - joint ventures and strategic alliances into the cooperative strategies category because from a financial aspect, both of them have a common characteristic, namely holding a stake by each of the involved entities. The
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following section will exploit them in details.

2.3.4.1 Joint Ventures Dool and Lowe (2004) define the premise of joint venture as below,

‘… two or more companies can contribute complementary expertise or resources to the joint company, which, as a result, will have a unique competitive advantage to exploit’(p.240)

In Table 2.2, the illustration of the contribution between east and west regions in the early 1990s based on this entry approach, sufficiently imply the reason why setting up joint ventures: n Co-operation with partners in the host country can increase the speed 

of firm’s market entry, most importantly, it is vital when good business and government contacts are essential for success. n In some particular industry, such as multimedia, complementary technology or management skills provided by the partners can create new opportunities in an emerging and/or exciting market. n Some countries, such as Philippines, the government tries to restrain foreign ownership. In that case, joint venture as the form of market entry is reasonable. (Source: Doole and Lowe 2004)
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Table 2.2 Who Provides What in East-West Partnerships West
Marketing systems Financial management Forecasting Planning Technology Information systems Capital Know-how Human resources Financial incentives

East
Land Buildings and equipment Distribution networks Skills Low costs Beneficial wage rates Tax relief Political connections Neighbouring markets

(Source: Florescu & Scibor-Rylski (1993), as cited by Doole and Lowe 2004, p.240)

Due to joint venture playing an increasingly important role as a method of market entry, the following part will be divided into two sub-sections: equity joint venture and contractual joint venture. The former will focus on four aspects: its advantages and disadvantages, in which situations to adopt it, its performance and finally, how to select partner(s)

2.3.4.1.1 Equity Joint Venture Advantages and disadvantages of joint venture Doole and Lowe (2004) argue that the main advantages to firms selecting joint ventures from three aspects. First, firms have ‘more direct participation in the local market’ (p.240), and access to knowledge about how to operate in a local market. Second, they may 

benefit from not only finance and profit, but also reduction risks during their activities. Finally, they can ‘ exert greater control over the operation of the joint venture’(p.240).

This approach, however, still carries some significant problems. First of all, due to involvement of different joint companies, the interests of one partner might conflict with others. For instance, the national partner tends to care more on the local market,
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whereas the interests of the international firm incline ‘totality of its international operation’ (Terpstra and Sarathy 2000, p.396). Generally, these actions adopted by the internationa l firms for their further global aims may not bring significant direct benefits to the local partner. Therefore, conflict occurrence seems unavoidable.

Secondly, compared with other approaches of market entry, such as licensing, the use of agents, even directly owned subsidiary, it is likely to spend more management time on education, and negotiation with partners in many of the operational details of joint venture

Another major complaint about joint venture is about its difficulty on integration different participation during a synergistic international operation (Terpstra and Sarathy 2000).

Hence, as Young et al (1989) emphasize that, it is vital to ‘consider carefully all the details and to understand the wealth of variations possible on the basic theme’ (p.220). Most importantly, a careful selection of partner is critical which will be related in the next section.

In which situations to adopt joint ventures After lots of investigation, Terpstra and Sarathy (2000) conclude three situations where

joint venture is more preferable.

First, some governments prefer or even demand joint ventures because they believe their national firms can benefit from it in various ways, such as profit and technology, if these local firms have a stake. This phenomenon is increasingly remarkable, especially in less-developed countries. The following Table 2.3 evidently indicates government’s influence in the area above during examining why to select joint venture.
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Table 2.3 Relationships of Stage of Development to Vent ure-Creation Rationales
Rationale Developed country (%)a Less-developed country (%)b

Government suasion/legislation 17 Skills needed 64 Assets or attribute needed 19 a Based on sample of 34 joint ventures by Killing. b Based on sample of 66 joint ventures by Beamish. Source: Beamish (1985), as cited by Young et al 1989, p.226

57 38 5

Second, joint venture also suits some markets which are ‘ competitive or crowded too to admit a new operation’ (Terpstra & Sarathy 2000, p.396). For example, some Japanese firms successfully enter the USA market through adopting this method in those situations above.

Moreover, Terpstra and Sarathy (2000) notice that when ‘standardization, international exchange, and integration are important to the company’ (p.397), the joint- venture method may be a handicap. Contrarily, when ‘national operations have differing product lines and localized marketing’, there are relatively less problems.

Joint ventures performance Commonly, seven stages permeate the whole process of joint venture, namely, establishing joint venture objectives, cost and benefit analysis, selecting partner(s),

developing business plan, negotiation of joint venture agreement, contract writing, performance evaluation (Young et al 1989). Simply, Figure 2.2 shows the flow of creating a joint venture by two partners. Moreover, more details are given in Appendix II.
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Figure 2.2 Partner -to-partner Relationships Creating a Joint Venture

Firm A Weighting of: Factors leading Firm A to cooperate and value of strengths giving Firm A bargaining power

Partner-to-partner relationship

Firm B Weighting of: Factors leading Firm B to cooperate and value of strengths giving Firm B bargaining power

The bargaining agreement Partner-child relationship Partner-child relationship

Joint venture (‘the child’) Child’s competitive environment Source: Harrigan, 1985, as cited by Hollensen 2004, p.323

How to select partner(s) The reason why analysis of selecting a partner(s) is done separately is that it is a vital role due to the involvement in at least four separate stages in the whole joint-venture process as illustrated in Appendix II. Moreover, it may be useful to evaluate and analyze the company’s potential joint- venture partner(s) from a third status, if the company is willing to select this approach of market entry.

According to a survey of a hundred US MNEs, UNCTC (1987) ranks the importance order of local partner’s contributions which is shown in Table 2.4.
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Table 2.4 Rank Ordering of Local Partners’ Contributions to the Joint Venture Rank
1 2 3 4 5 6 7 8 9 10

Contribution
Knowledge of the political situation, economy and customs of the country General management Access to markets for goods produced in the country Marketing

personnel and expertise Local capital Contacts and relationships with governments of host counties Plants, facilities and land of local partners Capability of recruiting local labour and dealing with labour unions Access to local materials Access to local financial institutions

Source: UNCTC (1987), as cited by Young et al (1989), p.227

In addition, an analysis sketch of prospective partners is listed in Appendix III, from which the firm may judge a potential partner’s effectiveness from several aspects, such as finance, organization, market, production, institutional and possible negotiating attitudes.

In short, Harrigan recommends three criteria when the company selects the appropriate partner(s): it should make a conscious decision, not just rely on outside requests. Besides, partners with previous joint- venture experience should be considered firstly. Finally, ‘the choice of partner should be based on the complementarities which exist between the two enterprises in order to maximize potential synergies’ (cited by Young et al 1989, p.234).

2.3.4.1.2 Contractual Joint Venture Hollensen (2004) defines that ‘in a contractual joint venture no joint enterprise with a separate personality is formed’(p.318), which is a significant distinction from equity joint venture. Normally, it is regarded as another entry method with international character and may ‘represent a means of developing new links in new (geographic) markets through contractual (non-equity) association’(Mercado, Welford & Prescott
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2001, p.350). More interesting is that contractual joint venture is much more similar to strategic alliances which 

will be mentioned below.

2.3.4.2 Strategic Alliances Bronder and Pritzl (1992) define the term of strategic alliances as that at least two companies combine value chain activities for the purpose of competitive advantage (cited by Doole & Lowe 2004). It usually covers no-equity contractual relationship frequently between competitors, who tend to be cross-border. It aims to meet a strategic need for each party through allying. Clearly, one of its objectives is market entry (Terpstra & Sarathy 2000). The following lists are main bases of formation alliances, u Technology swaps u R&D exchanges u Distribution relationships u Marketing relationships u Manufacturer-supplier relationships u Cross-licensing
(Source: Doole & Lowe 2004, pp.242-243)

In some circumstances, strategic alliance is recommended by Terpstra and Sarathy (2000) as the best and, sometimes the only way to enter world markets. Examples are ranged from airlines industry to communications industry. For instance, both American companies - AT&T allies Sprint to go global, Star Alliance allies Lufthansa (Germany), BMI (the UK), Air Canada (Canada) and so on in the same airline network.

Doole and Lowe (2004) list some driving forces for the formation and operation of strategic alliance as: u Insufficient resources
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u Pace of innovation and market diffusion u High research and development costs u Concentration of firms in mature industries u Government cooperation u Self-protection u Market access
(Source: Doole & Lowe 2004, p.243)

In practice, the partners’ roles played in the collaboration should be considered because it relates to how to maximize an alliance’s

function through integrating each other’s value chain. Figure 2.3 shows how two partners form three different types of value chain partnership. Figure 2.3 Collaboration Possibilities for Partners A and B in the Value Chain
A R&D Production Marketing Sales and services

Upstream 1

3 2

Downstram

Upstream

Downstram

B

R&D

Production

Marketing

Sales and services

1. Upstream-based collaboration: A and B collaborate on R&D and or production. 2. Downstream-based collaboration: A and B collaborate on marketing, distribution, sales and /or service. 3. Upstream/downstream-based collaboration: A and B have different but complementary competences at each end of the value chain.
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Source: Lorange & Roos 1995, as cited by Hollensen 2004, pp.318-319

Porter and Fuller (1986) call the type 1 and 2 in Figure 2.3 above as Y coalition, and similarly, type 3 is called X coalition. In Y coalition, they believe that partners have similar strengths or weakness in their value chain, therefore, adopting this collaboration type makes partners share the ‘actual performance of one or more value chain activities’ (cited by Hollensen 2004, p319). On the other hand, in X coalition, partners have ‘asymmetric competences in the value chain activities’ (cited by Hollensen 2004, p319), meanwhile, partners collaborate with each other across different sections in their value chains.

Like other entry strategies, there is still some limitation accompanied with strategic alliance, such as leadership and financial problems. Therefore, Bronder and Pritzl (1992) stress the need to ‘analyse the situation, identify the oppertunies for

cooperation and evaluate shareholder’ (as cited by Doole & Lowe 2004, p.243). Moreover, understanding other partners’ motivations and objectives is also vital.

2.4 Factors Influencing the Choice of Entry Mode A firm’s selection of its entry mode may be restricted by several forces, which, sometimes, are conflicting. Therefore, Hollensen (2004) argues that the process of the entry mode decision is complicated with numerous tradeoffs among alternative entry approaches, because of the need of anticipating the strength and direction of these forces. The following lists are main factors influencing the choice of entry mode, which fall into four categories: internal factors, external factors, desired mode characteristics and transaction-specific behaviour (Hollensen 2004). n Internal factors ü Firm size ü International experience ü Product
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n

External factors ü Sociocultural distance between home country and host country ü Country risk/demand uncertainty ü Market size and growth ü Direct and indirect trade barriers ü Intensity of competition ü Small number of relevant intermediaries available

n

Desired mode characteristics ü Risk averse ü Control ü Flexibility

n

Transaction-specific factors ü Tacit nature of know-how

2.5 A Focus on the Entry Strategies in the Telecoms Industry 2.5.1 The Major Entry Strategies In the telecoms industry, three major entry approaches have been taken by the giant telecoms to implement their globalization strategies: acquisitions, joint-ventures and strategic alliances ( cCreary, Boulton & Sankar 1993). The reasons centre on a M series of significant advantages from the methods above,

such as a quicker entry speed with considerable low risks; easier access to knowledge about operations, customers, competitors and environments in a local markets. Besides, due to the characteristics of telecoms industry which heavily depends on networks to provide services, few telecoms can afford to the vast investment on construction of comprehensive network infrastructure worldwide and following ‘black- hole’ of continual technological update of network. Hence, the entry approaches above become a shortcut for giant telecoms to enlarge the international markets effectively and efficiently.

Exceptively, telecoms also operate their whole owned subsidiaries with 100%
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controlled networks in some particular lucrative overseas markets in order to keep solid and more profitable competitiveness.

2.5.2 The Key Factors Influencing the Telecom’s Selection of Entry Mode Some key factors influencing the choice of entry mode which mentioned previously are particularly embodied in the telecoms industry where telecoms companies are partly even 100% owned by the go vernment. Consequently, the policies of government in the home country and regulatory circumstances in the host country are likely to play the two determinative roles in the process of telecoms deciding entry approaches.

The former can be found from the international expansion of Germany’s Telekom and France Telecom who are very active in joint arrangements involving joint-ventures and strategic alliances, while AT&T and BT are acquiring company. This might be a result of the France and Germany carriers’ government ownership, ‘the lack of freedom given to management in

pursuing competitive actions’ (McCreary, Boulton & Sankar 1993). Another actual example is from Japan, the Japanese carries are doing little to become major players, except the language barrier, the major reason might be the discouraging attitude from Japanese government who owns major stakes of companies (Yi 2002).

The influence from the latter factor – regulatory circumstances in the host countries – is more significantly evident. The company must and have to comply with extensive regulation which normally differs from region to region. Therefore, telecoms players sometimes passively opt entry approaches in the limited only one or two ways (Li & Wu 2005)

2.5.3 The Critical Issues Associated with Managing of the Collaborative Mode
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In recent years, an increasing number of cross-border collaborative strategies have been adopted worldwide by lots of multinational organizations, such as joint-ventures, strategic alliances. It may be dangerous, however, to ignore the reality that the average lifetime for alliances is only about seven years, and almost 80% of joint- ventures ultimately incur a failure end (Hollensen 2004). The same phenomena also appear in the telecoms industry where collaborations as an entry approach are more frequently implemented than other industries. Therefore, some typical potential conflicts between two cooperative parties listed by Hollensen (2004) become major challenges in the globalization of telecoms, such as diverging goals, double management, different cultures mix and trust development.

Take the issue of mixing different cultures in joint ventures as an example, the study of Pothukuchi et

al (2002) highlights that the organizational culture similarity is important fo r joint venture success, especially link international joint ventures to share capabilities. Meanwhile, the main elements that make a joint venture successful include ‘listening, paying attention, spending time, humility and willingness to learn’, while those that make it fail include ‘mistrust and arrogance’(Pothukuchi et al 2002, p20).

Regarding to those of organizational culture distance, development a joint organizational culture across national borders and development management practices acceptable to both partners can significantly contribute to international joint-venture success (Pothukuchi et al 2002).

2.6 Conclusion Once a company wants to internationalize, market entry is thought to be a critical first step. Meanwhile, ‘market entry methods can be seen as a series of alternatives available to international firms’ (Doole & Lowe 2004, p.245). The choice of market entry approach should be based on elements which are the firm’s involvement,
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marketing control and, accompanied risks. Moreover, there are lots internal and external conditions to affect the choice. Therefore, in practice, companies may use more than one of these approaches to enter global marketing.

A spotlight on the telecoms market, acquisitions, joint-ventures and strategic alliances are most common entry approaches implemented by telecoms due to their significant advantages on effectiveness and efficiency. Distinctively from other industries, the options of international entry strategy in telecoms industry are heavily influenced by the policies of government in the

home country and regulatory circumstances in the host country, which may further limit the company’s selection freedom. Besides, some critical issues within the collaboration, such as different cultures mix and trust development, more frequently appear in telecoms than other industries. Regarding the typical issue of different cultures mix, organizational culture similarity is more likely to ensure joint venture success. However, in spite of these and those of organizational culture distance, development a joint organizational culture across national borders and development management practices acceptable to both partners are key factors to contribute a successful international joint-venture.
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Chapter Three Research Methodology

3.1 Introduction Research is ‘the systematic study of materials and sources in order to establish facts and reach new conclusions’ (Oxford English Dictionary 2002, as cited by O’Leary 2004, p.1)

Based on the definition of research above, this chapter will relate to three aspects: a fundamental analysis of research will appear first, and will itemize research on classification, process and nature aspects. The second part will mainly focus on the detailed elements of research served for the dissertation from research philosophy and approaches to data collection methods. Because of its vital role on guiding whole research, further fulfilling the initial research objectives, these elements listed above will be analyzed in detail, ranging from conception, implementation circumstances, some advantages and/or limitations on data collection. All of them are accompanied by appreciated methodology for this 

dissertation. Finally, a conclusion will be deduced accordingly.

3.2 The Item of Research 3.2.1 The Nature of Research Saunders, Lewis and Thornhill (2003) argue that research has several characteristics as below, n n n Data are collected systematically Data are interpreted systematically There is a clear purpose: to find things out

(Source: Saunders , Lewis & Thornhill 2003, p.3)

These three scholars think there are two key phrases in this definition, namely ‘systematic research’ and ‘to find out things’. The former implies that ‘research is
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based on logical relationships and not just beliefs’ (Ghauri & Gronhaug 2002, as cited by Saunders, Lewis & Thornhill, 2003, p3). Therefore, an integrated research should involve an explanation of the methods used to collect the data, should reason the rationality and logicality of gained results, also sho uld list any drawbacks that accompany them.

‘To find out things’, relates to diversity of possible purposes for the research, which may range from describing, explaining, to understanding, criticizing and analyzing (Ghauri & Gronhaug 2002, as cited by Saunders, Lewis & Thornhill, 2003). The clarity of purpose for the research is necessary, which is familiarly known as answering a question or a series of questions.

3.2.2 The Research Process Although there are various multi-stage processes of research recommended by scholars, they basically include ‘formulating and clarifying a topic, reviewing the literature, choosing a strategy, collecting data, analyzing data and writing up’ (Saunders, Lewis & Thornhill 2003, p.5).

That understanding about research could be rational 

and straightforward just according to a series of stages mentioned above is rarely true. This is because of the considerably more complicated reality which causes the researcher to revisit a stage several times in order to reflect on the associated issues and refine relative ideas (Saunders, Lewis & Thornhill 2003). As a result, the research process is usually accompanied by generating new ideas and problems that need to be further investigated (Zikmund, 1994).

3.3 The Dimensions of Research Before exploiting the dimensions of research, important layers described by Saunders, Lewi and Thornhill (2003) as ‘onion’ should be introduced. This is because it is at the
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centre of the research and needs to be peeled away during the research process (see Figure 3.3).

Figure 3.1 The Research Process ‘Onion’

Deductive

Cross sectional Sampling Secondary data study Observation Interviews Questionnaires

–Experiment –Survey –Case study

Longitudinal

–Ground theory –Ethnography –Action research

Inductive

Positivism, Realism, Interpretivism

Research strategies Time horizons Data collection methods

Research philosophy Research approaches

Source: Saunders, Lewi & Thornhill 2003, p.83

3.3.1 Research Philosophy Saunders, Lewi and Thornhill (2003) point out that research philosophy depends on the way that the researcher thinks about the development of knowledge. There are three distinctive manners: positivism, interpretivism and, realism.
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Positivism O’Leary (2004) defines positivism as ‘the view that all true knowledge is scientific, and can be pursued by scientific method’ (p10).Consequently, for positivists,

the aim of research is to describe what the researcher experiences through observation and measurement in order to forecast and control the forces that surround human beings (O’Leary 2004).

Interpretivism It ‘acknowledges and explores the cultural and historical interpretations of the social world’ (O’Leary 2004, p.10). Understanding the subjective reality, making sense of their motives, actions, and intentions are the main aspects of the interpretivist are seeking for (Saunders, Lewi & Thornhill 2003).

Realism Saunders, Lewi and Thornhill (2003) comment on realism as being ‘based on the belief that a reality exits that is independent of human thoughts and beliefs’ (p.84).

In practical reality, research seldom strictly falls into only one philosophical category. Contrarily, these three philosophies are integrated frequently to appear in a research. However, focusing on this dissertation’s aim of evaluation and analysis entry strategy for the BT Group into China’s telecoms market, the major research philosophy is positivism because the ultimate purpose is to find out, evaluate and analyze the appropriate entry strategy and fulfill a series of research objectives based on reviewing the related literature. Hence, positivism is mainly adopted as the research philosophy.

3.3.2 Research Approaches There are two different research approaches which concern the design of research
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projects: deductive approach and inductive approach. The differences between these two reasoning methods from explanation to implications are shown as below.

l

Deduction: Testing Theory

It is ‘the logical process deriving a conclusion

from a known premise or something known to be true’ (Zikmund, 1994 p.26). In other wards, as Saunders, Lewi and Thornhill (2003) explained, underlying this approach, the researcher ‘develop a theory and hypothesis and design a research strategy to test the hypothesis’ (p.85). This approach is strongly accompanied by positivist/quantitative research (O’Leary, 2004), on the other hand, deductive research does not deny qualitative data. Normally, five sequential stages are involved in deductive research: Ø Deducing a hypothesis from the theory; Ø Expressing the hypothesis in operational terms; Ø Testing this operational hypothesis; Ø Examining the specific outcome of the inquiry; Ø If necessary, modifying the theory in the light of the findings.
(Source: Saunders, Lewi & Thornhill 2003, p.86)

l

Induction: Building Theory

Zikmund (1994) defines it as that ‘the logical process of establishing a general proposition on the basis of observation of particular facts’ (p.26). It is usually seen as ‘central to post-positivist/qualitative research’ (O’Leary 2004, p.195).

Saunders, Lewi and Thornhill (2003) emphasize that if research would be particularly concerned with the context in which such events were taking place, using an inductive approach, by studying a small sample of subjects, might be more appropriate than adopting of a large number as with the deductive approach. In other words, if the researcher is more interested in exploring the reason why something is happening rather than just only describe what is happening, it would be suitable to
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adopt the inductive approach rather than deductive approach.

Based on the

statements above, deduction as the research approach will be utilized for the dissertation. This is because the research’s proposal is to test several hypotheses which are derived from literature review and ‘the particular emerges from the general’ (Lucio 2005), namely BT’s entry strategy into China’s telecoms market. By comparison, the characteristics of inductive approach is not presented in this dissertation, such as developing/grounding theories, moving from particular situations to make or infer broad general ideas/theories (Lucio 2005). Moreover, a deductive research approach is usually strongly banded by positivist research philosophy, which has been decided previously. As a result, the selection of deductive research approach for this dissertation is more appropriate, compared with inductive research approach.

3.3.3 Data Collection Theoretically, secondary data and primary data are two main sources for data collection. The Table 3.1 indicates their distinction as below.

Table 3.1 A Comparison of Primary and Secondary Data Primary Data Collection purpose Collection process Collection cost Collection time Source: Malhotra 2004, p.103 For the problem at hand Very involved High Long Secondary Data For other problems Rapid and easy Relatively low Short

The following contents are the detailed explanation for these two terms.

3.3.3.1 Secondary Data Secondary data are ‘data that have been previously collected for some project other
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than the one at hand’(Zikmund 1994, p.115). Basically, as Zikmumd (1994) argues, secondary data are regarded as historical, already assembled without respondents or subjects. Estimation

of market potential is usually supported by exact secondary data which ‘may be published by a trade association or found in another source’ (Zikmund 1994, p.115). In other cases, when the desired information is not available, estimation of market potential may be derived from two or more sources. Thereby, it implies the advantages of using secondary data associated with some inherent disadvantages.

Advantages of Secondary Data Ø Identify the problem Ø Better define the problem Ø Develop an approach to the problem Ø Formulate an appropriate research design Ø Answer certain research questions and test some hypotheses Ø Interpret primary data more insightfully
(Source: Malhotra, 2004, p.103)

Remarkably, available secondary data may be a prerequisite to the collection of primary data. For example, interviews may be implemented to collect primary data by the author. Meanwhile, the collection, analysis and management of secondary data may strongly support the establishment frameworks and questioning foci of interviews. Therefore, use of secondary data is vital.

Disadvantages of Secondary Data Because secondary data has been previously collected for some project other than the one at hand, their benefit for the current research may be limited in several important aspects, such as relevance and accuracy, which cause doubts about negotiability and dependability of secondary data. Also, the objectives, nature, and methods adopted to
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collect the secondary data may not be suitable for the present situation (Malhotra, 2004). Therefore, when using secondary data, it is worth evaluating these issues.

How to Collect Secondary 

Data to Serve This Dissertation Because the accomplishment of the research objectives strongly depends on using secondary data, secondary data provides a prerequisite basis for collecting primary data, which may be embodied through interviews in this dissertation.

l

To identify alternative entry strategies for companies during the internationalization process;

l

To investigate the current circumstances of China’s telecoms market, and forecast trends for telecoms services in China;

l

To evaluate the BT Group’s current performance, focusing on its international expansion;

l

To analyze the BT Group’ entry strategies in China’s telecoms market associated with appealing opportunities and critical elements to the BT Group;

l

To provide implication and recommendation to the BT Group’s future development in China’s telecoms market.

Considering these research objectives, it may be better to divide it into three groups: one is for evaluation and analysis of the BT Group’s current situation, including the performance of its competitors which mainly focus on Europe and American, such as Franc Telecoms, Germany Telecoms, and AT&T Telecoms. This group relates to the second research question. The second group may transfer to China’s telecoms market, including macroenvironment of the telecoms market, the representation of domestic telecoms companies, and other foreign telecoms organizations which have operated business in China. All these analyses should fall into the category of the third research question. The final group involves the fourth and last research questions deducted by
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the two questions above. Essentially,

the survey related to the first question provides a theoretical basis for the whole research.

Therefore, the second and third questions heavily depend on secondary data, which are provided by a wide range of quality sources, such as industrial reports, electronic journals, databases, the Internet and so on. In detail, the related secondary data about BT Group’s current performance can be found from its website. About the analytical perspectives from a independent third party about BT Group’s current situation, China’s telecoms market, including the analysis competitors are available from several electronic journals, databases, such as ProQuest Direct, Key Note Reports, Datamonitor Business Information centre, Euromonitor Gmid Database, and World Markets Analysis Service and so on. All of them are available in the school library.

Similarly, the secondary data about the fourth research objective can be also found from the diverse sources above. However, it is likely to be inaccurate because of continual restructuring for domestic telecoms companies by the Chinese government, and relatively unstable policies on the telecoms market. Under these circumstances, collection of primary data is vital to fulfill the rest of the research objectives based on reviewing the secondary data.

3.3.3.2 Primary Data Malhotra (2004) defines primary data as below,

‘Data originated by the researcher for the specific purpose of addressing the research problem’(p.102). Saunders, Lewis and Thornhill (2003) argue that the use of interviews can help researchers to gather valid and reliable data that is relevant to the research questions and objectives.

Commonly, it involves three following types, n Structured interviews
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n n

Semi-structured interviews Unstructured interviews

The main distinction among them is whether using standardized questions for each respondent, or they may be informal and unstructured conversation, or they fall into intermediate positions (Saunders, Lewis & Thornhill 2003).

If there is a situation where a quantitative dimension is needed and regular answers can be numerated, structured interviews are appropriate for the research. However, their drawbacks are significant, such as lack of flexibility, no new issues to be introduced. Therefore, they are not really common in qualitative research (Lucio, 2005).

In comparison, semi-structured and unstructured interviews are non-standardized (Saunders, Lewis & Thornhill 2003). There are a list of questions and themes in the former type, which the researcher works round and links to the progress of the interview. The researcher allows issues to develop but tries to steer the interviewee towards the main themes over the course of the interview (Lucio, 2005). The dramatic characteristics of the unstructured interviews are informal. Saunders, Lewis and Thornhill (2003) therefore refer to these as in-depth interviews.

Besides, the types of interview can be also differentiated by the form of interaction that is established between the researcher and those who participate in this process. For instance, one to one interviews which include face-to-face and telephone interviews, or one to many interviews (Saunders, Lewis & Thornhill 2003). The Figure 3.4 summarizes these forms of interviews.
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Figure

3.2 Forms of Qualitative Interview Qualitative interviews

One to one

One to many

Face-to-face interviews

Telephone interviews

Focus group interviews

Source: Saunders, Lewis & Thornhill, 2003, p.247

Referring to the research objectives in this dissertation, it tends to evaluate and analyze the most appropriate entry strategy for BT Group into China’s telecoms market where there are few businesses operated by BT. Therefore, interviews as the most suitable approach to collect primary data for this dissertation are likely to be better than other options, such as observation, experiments and so on.

Meanwhile, the research will be conducted by semi-structured interviews through telephone interviews. This is because semi-structured interviews can outline themes and issues but are flexible, and also can follow the order of questions more flexibly, compared with rambling unstructured interviews and inflexible structured interviews. The reason for using telephone interviews is due to cost saving.

The interviewees target the interview questions with the coherent aim to help analyse five research objects. They are mainly from three groups representing three different orientations: u The staff in the BT Group: they may accept the interview and hopefully
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respond to the research objectives, such as an evaluation of BT’ current s situation; the introduction of BT’s entry strategy in China and current operation with its China’s cooperation partners; what are the vital or determinative guided elements for BT when it decided the optimal entry strategy into China's telecom market; how to evaluate the potential

of China’s telecoms market; what the most critical element which influences BT’s international expansion in China is; whether current China’s telecoms market has been mature so tha t BT can provide telecoms services even low-level services as expansion attempt in China; how to evaluate the third generation technology which would cause new revolution in telecoms industry.

If the interviews of BT Group could not be implemented, then BT’s competitors, such as the related staff of AT&T, German Telecoms in China branch are likely to be interviewees. The interview questions are similar to those above, but the analytical object transfers to AT&T or German Telecoms instead of BT.

u The staff in 21ViaNet (China) Inc and China Netcom Group, which are rare partners in BT’s strategy alliance in current China’s telecoms market. The interview questions, such as analysis of current situations and forecast trends of telecoms services in China; the positive and negative function of China’s telecoms industry governmental department – Ministry of Information Industry during conducting telecoms market; how to compete against or co-operate with foreign telecoms companies after China joined the WTO.

u The independent third party and/or professional authority, such as Pro. Kaili Kan, who gained Master and Doctor Degree in Stanford University, and used to work for America Pacific Bell Company and China government departments. Now, he is dean of Business Administration Institute, Beijing
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University of Posts and Telecommunications. Due to his brave and honest speech about China’s telecoms market, and professional perspective for telecoms 

industry, if he could be interviewed, he would provide an independent opinion to fulfill the research objectives. The interview questions are around China’s telecoms industry reforms and the future trends, evaluating the performance of current foreign telecoms companies in China and recommendation for the potential foreign telecoms entrants.

Finally, there are still some drawbacks associated with semi-structured interviews and telephone interviews, for example, how to reduce various types of bias, both for interviewer and interviewee; how to establish trust with an interviewee if adopting telephone interviews, and how to encourage participants in exploratory discussion, especially facing sensitive questions. The researcher should, therefore, consider these issues during access to research objectives.

3.4 Conclusion Through surveying the research methodology, it is helpful to understand the important role of research within fulfilling research objectives. It is composed of multi-stage processes, such as ‘formulating and clarifying a topic, reviewing the literature, choosing a strategy, collecting data, analyzing data and writing up’ (Saunders, Lewis & Thornhill 2003, p.5). In practice, theses stages need to be revisited or rebuilt several times.

In relation to this dissertation, a positivism research philosophy and deductive research approaches will conduct research. The research data mainly involved are secondary data and primary data. The former are available from various resources, such as industrial reports, electronic journals, databases, the Internet and so on. The later can be gained by semi-structured interviews through 

telephone interviews, which target three groups:
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Ø the BT Group’s staff or the staff of AT&T and German Telecoms in China branch; Ø the staff in 21ViaNet (China) Inc and China Netcom Group; Ø Possibly, the independent third party or professional authority, such as Pro. Kaili Kan.

Noticeably, the issues accompanied by using secondary data and primary data should be evaluated and paid more attention.
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Chapter Four The Investigation on the Circumstances of China’s Telecoms Market

4.1 Introduction The Chinese telecommunications industry has been growing at a high rate in recent years, especially after China's entry into the WTO, and a vigorous market is attracting more foreign operations. However, facing ‘ one of the least liberalised in Asia and is relatively closed to foreign participation’ (World Market Analysis, 2005), it is vital for those overseas entrants to investigate the complicated circumstances of China’ s telecoms market, which is also the aim of this chapter.

This chapter will be divided into five sections: market sectors and size; the analysis of domestic competitors in both the fixed-line market and mobile market, associated with several significant reforms and restructurings and some prospects in segment market; PEST analysis will be another important part; in the fourth section, the activities of foreign telecoms operations in China will be scanned considering successful and failed examples. Finally, a conclusion will be given.

4.2 Market Sectors and Market Size Market Sectors Three main sectors are involved in China’s domestic telecoms market: u Fixed- line telephony services; u Mobile communication

services; u Other end-user services; Fixed- line telephony services include voice and data transmissions via a fixed-connection point. The connection points are linked together through the telecommunications network via copper wire, fibre-optic cable or a fixed-radio link (Keynotes, 2004).
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Contrarily, mobile communication services offer the provision of voice and data transmissions which are not delivered by a fixed line or link.

Other end-user services cover end-users, which includes individuals businesses or other Internet service providers (ISPs), purchased on Internet and Broadband.

Market Size According to the following Table 4.1 China telecoms’ market size are indicated below
•

In 2004, China had more than 312m fixed-line subscribers with an 18.8% growth rate.

•

According to CNIC data, China had 94m subscribers at the end of 2004, meanwhile, broadband subscribers up 146% year-on-year due to rapid deployment of DSL access by China Netcom and China Telecom.

•

There were 335 million mobile subscribers in China at end-2004, representing a penetration level of 25%. Table 4.1 China - Telecommunication Statistics 2000 1291.9 2001 1305.7 2002 1314.2 2003 1322 62 263000 22.7 19.9 269000 30.2 20.3 78600 33 5.9 2004 1330 .. 312443 18.8 23.5 334824 24.5 25.2 94000 19.6 7.1

Population (m) Telecommunications Revenue 38.5 44.9 51 (US$bn) 1 2 Main Lines in Service ('000) 144000 180500 214400 Main Lines: % change y-o-y 32.5 25.3 18.8 3 Main Line Penetration (%) 11.1 13.8 16.3 Mobile Subscribers ('000) 85260 145000 206600 Mobile Subscribers: % change y-o-y 97.2 70.1 42.5 Mobile Penetration (%) 6.6 11.1 15.7

Estimated Internet Users ('000) 22500 33700 59100 Internet Users: % change y-o-y 152.8 49.8 75.4 4 Internet Penetration (%) 1.7 2.6 4.5 1 - Total revenues from telecommunications services in country 2 - Main lines in service or in operation 3 - Main Lines per 100 people 4 - Internet Users per 100 people
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Source: ITU, MII, CNIC, Global Insight, cited by World Markets Analysis, 2005

4.3 Analysis of Domestic Telecoms Companies This section will be divided into three sub-sections: industrial reforms and restructuring will appear firstly, in which a series of significant actions aimed to inject more competition into the domestic telecoms market will be listed. In the second and third sections, major domestic telecoms companies will be analyzed respectively according to different services offered: fixed- line services and mobile services. 4.3.1 Industrial Reforms and Restructurings Currently, there are six major domestic telecoms service providers in China: China Netcom Group, China Telecom Corporation, China TieTong

Telecommunications Corporation, China Satellite Communications Company, China Mobile Corporation, and China Unicom Corporation. Except for the last two companies which mainly operate mobile communications, the other companies are regarded as integrated telecoms providers except mobile communications.

The current formation of six telecoms companies are the result of a series of reforms and restructuring conducted by government. They briefly experienced the following significant stages, Ø In January 1994, China Jitong Communications was established who was granted responsibility to construct, operate and manage national

public economic information network - China Golden Bridge Network (ChinaGBN). The establishment aimed to compete against ChinaNet network which was owned by China Telecom. (Ouyang, 2005) Ø In March 1994, China Telecom was separated from the China Post Office in a new era of breaking the China telephone monopoly. Ø In July 1994, the Chinese government set up China Unicom with little financial aid. Its telecommunications operations cover mobile communications, pagers and long distance, data and Internet operations services (MarketLine Business
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Information Centre, 2004). It is considered the first real competitor to China Telecom. Ø In March 1998, Ministry of Information Industry (MII, the telecoms regulator) was set up. Ø In February 1999, State Council of the People's Republic of China decided to split and restructure China Telecoms into three companies: China Telecom Group, China Mobile Corporation and China Satellite Communications. China Telecom’s pagers services were merged by China Unicom. The original purpose was to gradually eliminate China Telecom’s monopoly. Meanwhile, China Netcom Corporation, China TieTong Telecommunications

Corporation, and China Jitong Communications acquired telecoms operation permission licenses. As a result, a competitive pattern was formed in China’s telecoms market with seven telecoms providers appearing, adopting more nongovernmental capital and changing the complexion of self- national investment (Zhao, 2004). Ø In October 2001, just one month before China's entry into the World Trade Organization (WTO), a new reform and restructuring aimed at China Telecom was brewed. In May 2002,

following the division of former China Telecom into: China Telecom (south) and China Netcom (north). The former was named China Telecom Corporation, inherited 21 provincial (municipal and autonomous regional) corporations, holding 70% of the national trunk- line transmission network assets owned by the former China Telecom (MarketLine Business Information Centre, 2004). The latter was merged by China Netcom Corporation with new appellation – China Netcom Group. Meanwhile, China Netcom Group acquired China Jitong Communications, the latter as an entity of telecommunications provider has not existed (Zhao, 2005).

After several complicated reforms and restructurings, China telecoms industry has currently formed a ‘4+2’ competitive pattern relation to domestic telecoms providers:
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two fixed- line telephony corporations - China Telecom Corporation and China Netcom Group; two mobile communications corporations - China Mobile Corporation, and China Unicom Corporation; two other telecommunications providers are China TieTong Telecommunications Corporation, China Satellite Communications Company (see Table 4.2).

Table 4.2 ‘4 + 2’ Competitive Pattern in Current China’s Telecoms Industry Main Fixed-line Telephony Corporations Mobile Communications Corporations Others China Satellite Communications Company China Telecom Corporation China Netcom Group China Mobile Corporation China Unicom Corporation China TieTong Telecommunications Corporation,

4.3.2 Snapshot of Main domestic Leading Competitors There are four telecoms monopolies existing in China’s telecoms market, namely China Telecom, China Netcom – both of them operate fixed-

line services, China Mobile and China Unicom offer mobile services. There is no significant differentiation within the two rivals in each telecoms sector. Hence, they are only a few afforded co-operative objectives for foreign telecoms players to choose in China. 4.3.3 Fixed-Line Networks and Services Currently, there are three services falling into this category: voice, Internet and data.

Voice u Market Penetration In 2004, fixed- line subscribers in China reached 312m, increased by 23.5% compared with 263m subscribers in 2003. u Competition
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Currently, China Netcom and China Telecom, which were split from the former China Telecom monopoly in 2002, operate in the southern and northern markets respectively with a dominant position. They are permitted to operate services in each other’ s market. In addition, China Tietong and China Union are other competitors playing minor roles in voice telephony because the former lack capacity on sufficient network resources, while the latter’s major strategy focuses on mobile communication services. As a result, although there is more than one player in most of China’s telecoms market segments, it is common, for instance, to see these two monopolies exit in each province or in a single market, competition is still limited (World Markets Analysis, 2005). u Market Structure The following Table 4.3 reveals the market structure in voice telephony.

Table 4.3 Market Structure in Fixed-line Network and Services (Voice) Local State of Competition DLD 1 ILD 2

Partial Competition Partial Competition Partial Competition China Telecom, China Netcom, China Tietong (formerly China Railcom) China 

Telecom, China Netcom, China Tietong, China Unicom

Leading Players

China Telecom, China Netcom, China Unicom

1

- Domestic Long Distance; 2 - International Long Distance

Source: Global Insight, cited by World Markets Analysis, 2005

u Key Competition Trends and Prospects a Growth has been driven by ‘Little Smart’ The limited mobility personal handyphone system (PHS) service under the genric ‘Little Smart’ brand name has driven fixed- line sector growth and significantly fights back the other two mobile operators. China Telecom (HK) alone recorded a 153.3% growth in such subscribers to 18.2 million in 2003. Over this period the Little Smart
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subscribers as a proportion of total local telephone subscribers increased from 7.5% to 15.5%. Further network deployment by both China Telecom and China Netcom will continue the migration from fixed-line to fixed wireless access (World Markets Analysis, 2005).

a VOIP is an immature market China's VOIP market is fractured due to limited circuit-switched and broadband availability. Greater broadband availability will be a driver for quality-of-service VOIP (World Markets Analysis, 2005). a Mobile Licences would be a key element to the restructure arena The government is likely to provide mobile operating licences to fixed operators, which could depress Little Smart's growth. On the other hand, it would be a key chance for fixed- line operators to restructure and fight back the two monopoly mobile competitors. However, little certainty over the licensing process makes this chance ambiguous, although the mobile licences are strongly desired by the two fixed operators. If licences

are finally issued, they are likely to arrive in the second half of 2005 (World Markets Analysis, 2005).

a Industry restructuring looms in 2005 In order to avoid overlapping investment by China’s operators, which would increase if the government releases 3G mobile licences to fixed-line players, a new restructuring is again being brewed. Despite no official announcement yet, China Unicom would be split objective with speculated possibilities of merger its units into China Netcom and China Telecom respectively according to different services (World Market Analysis, 2005).

Internet u Market Penetration In 2004, there was 94m Internet users, up from 78.6m a year early with a growth of
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7.1% (World Markets Analysis, 2005).

u Competition The major internet services providers are China Telecom and China Netcom, moreover, China Unicom, China Tietong and Great Wall Broadband also compete in this market. Their different competitive advantages both in narrowband and broadband are shown in the Table 4.4.

Table 4.4 Market Structure in Fixed-line Network and Services (Internet) Narrowband State of Competition Leading Players Partial Competition China Telecom, China Netcom, China Unicom, China Tietong Broadband Partial Competition China Telecom, China Netcom, Great Wall Broadband Network, China Unicom, China Tietong

Source: World Markets Analysis (2005)

Though these five state-approved internet service providers (ISPs) form three levels in China’s internet market with operations i separate channels, monopoly players n such as China Netcom, China Telecom, China Unicom are increasingly facing the strong challenge of ‘either

spending hundreds of millions of dollars to complete last mile connectivity between their installations and customers office buildings and towers in the immediate vicinity’ (China Wireless Communications). Currently, in alternative last- mile infrastructure, competition is emerging. China Tietong, Great Wall Broadband and China Wireless Communications have actively challenged China Telecom and China Netcom’s dominating position.

u Key Competition Trends and Prospects a Broadband growth is star of Internet segment In 2004, China had 92.4m internet users, up 18.2% from the previous y (World ear
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Markets Analysis, 2005). Meanwhile, according to the China Network Information Center (CNIC), broadband is the fastest-growing form of internet access, in terms of users. At the end of 2004, China had 42.80m broadband subscribers 42.8m, soaring 146% over the previous year (CNIC, cited by World Markets Analysis, 2005). This growth is being driven by rapid deployment of DSL (Digital Subscriber Line) access, by China Netcom and China Telecom. As a result, unlike many other markets, China lacks a large dial- up subscriber base due to migration of broadband access.

a China Netcom and China Telecom still dominate the broadband market, though competition is emerging These two monopoly companies still dominate the broadband market although they are being challenged by a number of limited facilities-based competitors including: Great Wall Broadband Networks, China Wireless Communications, which offers fixed BWA in Beijing, the capital, via its subsidiary In-Touch Communications, and a number of cable TV operators. However, the retail DSL markets

have not yet been opened up to competition.

a Web TV segment indicates growth prospect According to data released by State Administration of Radio Film and Television (SARFT) in early 2005, there were 2m web TV users, up from 10,000 in 2000 (cited by World Markets Analysis, 2005). The data indicates that this targeted segment would be an important growth focus for these competitors.

a China will be a multi-technology broadband market Due to China's size, in terms of both population and geography, there will be various forms of broadband access through adopting multi-technology, in the market, such as DSL, cable, broadband wireless access and FTTP.

Data
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In China’s data services market, competition is still partial, and China Telecom and China Netcom also play leading roles. In contracting with enterprise, business and other corporate customers, the level of competition is dramatically intense, not only competing between both monopolies, but also among other telecoms participants. Currently, several domestic telecoms players have extended their networks in order to capitalize on data growth, for instance, China Telecom’s CN2 project, which started in 2004, aims to provide high-quality data services through using advantaged IP technology.

4.3.4 Mobile Networks and Services u Market Competition Nowadays, the booming Chinese mobile market is dominated by the two main state-owned operators: China Mobile Communications Corp. (CMCC) which was split from the previous China Telecom in 1999, and China Unicom. CMCC and its subsidiary in Hong Kong – China Mobile (Hong Kong) Ltd (CMHK) control most of the market share in mainland

mobile market as GSM operator, while the establishment and operation in GSM and CDMA services by China Unicom has shaken CMCC and CMHK’s monopoly position. However, both of them are facing tough competition from limited mobility ‘Little Smart’ service provided by fixed- line competitors. A concise market structure is noted in the following Table 4.5

Table 4.5 Market Structure – China Networks & Services 2G State Competition Leading Players 2.5G 3G

of Partial Competition Partial Competition Not licenced China Mobile, China Mobile, Four licences are China Unicom China Unicom expected when the government decides to license operators for the technology.

53

Source: Global Insight, cited by World Market Analysis, 2005

u Key Competition Trends and Prospects a Penetration climbs The mobile penetration is still growing. Though the stunning growth rate – 97% in 2001- was not replicated, instead of 42.5% growth between 2001 and 2002, and slower market penetration in 2003, the number of the country’s mobile subscribers still surpassed Ministry of Information Industry (MII ) predications, at 334.8m in 2004, which stronger than the 329m MII goal (World Market Analysis).

a Strong threat from Little Smart Limited mobility service provided by fixed-line competitors and named ‘Little Smart’ brand has proved a strong threat to the two mobile players because the former effectively targets the customers who require mobile services without roaming and other value-added services. Moreover, the differentiation of Little Smart on no charge for incoming calls, unlike common mobile services, has successfully seized a great deal of customers

from the mobile market. As a result, both mobile companies have had to remove or decrease charges in order to help them compete. In the long term, at least before the uncertain 3G licences launch, both mobile players compete not only with each other, but also have to contend with fixed- line operators with their ‘Little Smart’ services.

a China Telecom and Netcom may enter the market The MII has implicated that it will offer four 3G licences, two of them would be committed to China Telecom and China Netcom respectively in order to adopt more effective competition in the mobile market. Indeed, both fixed-line operators have entered the lucrative mobile market by providing the ‘Little Smart’ services.

a Possibility of restructuring the market
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China Unicom is speculated to reform. It would be allocated to the two fixed operators – China Telecom and China Netcom by the government though this reform has not been official confirmed.

a Others Some issues such as adopting of calling party pays (CPP) system, choice from a number of 3G standards, possibility of decrease official intervention in the tariff regime are still existing.

4.4 PEST Analysis 4.4.1 Political and Legal Regulation World Market Analysis points out ‘China's telecoms sector is one of the least liberalised in Asia and is relatively closed to foreign participation’ (2005). Since China joined the World Trade Organization (WTO) in 2001, however, the controls from government have been relaxing gradually under China’s commitments in the WTO. Table 4.6 sums its pledges toward foreign investment in the telecoms market. It is plain that foreign entrants only have

two options as entry methods: joint ventures and/or strategic alliances. Table 4.6 The Regulation for Foreign Investment in China’s Telecoms Sector Type of Service Maximum Foreign Investment Threshold 30% on accession, 49% one year post-accession, 50% two years post-accession 25% on accession, 35% one year post-accession, 49% three years post-accession 25% three years post-accession, 35% five years post-accession, 49% six years post-accession

Value-added services

Basic mobile voice/data services Domestic and international services (voice, packet and circuit switched data service, fax and international closed user group voice and data services)
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Source: World Market Analysis, 2005

Yet, some significant issues or uncertain factors still worry domestic telecoms providers and also confuse foreign competitors who want to enter this highly lucrative industry. For instance, at present, the telecoms network is overseen by the MII, which should be an independent regulator for a more liberalized telecoms market structured on a Basic Telecommunications Law. However, current status of over-control by the MII and long- awaited Telecoms Law, ‘now some 14 years in the drafting’ (ProQuest, 2003) make it difficult to confidentially believe that the current legal environment of China’s telecoms market is mature, especially for those foreign entrants. Therefore, World Market Analysis (2005) comments on the present legal environment of China’ s telecoms market as: ‘WTO reforms may take several years to filter through, while entrenched, conservative elements in the bureaucracy will continue to oppose any reforms that threaten to seriously

undermine state control of a highly lucrative industry’. 4.4.2 Economic Forces Since China implemented an ‘open door’ policy in 1978, China’s economy has expanded at double-digit rates in the 1980s and 1990s through benefiting from a series of market- friendly reforms.

In recent years, according to the World Market Analysis (2005) indication, China has still kept dynamic economic growth with an average of around 8.4% GDP growth rate in every year (see Table 4.7).

Table 4.7 Key Macro-economic Data GDP Growth % GDP US$bn GDP Per Capita US$ Inflation (CPI) % 2000 8.00 1080.73 855.92 0.35 2001 7.50 1175.72 924.41 0.73 2002 8.00 1266.05 988.79 -0.77 2003 9.10 1409.82 1090.96 1.17 2004 9.52 1600.01 1230.89 3.95

Source: Global Insight, cited by World Market Analysis, 2005
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Manufacturing and other industrial sectors have occupied 50% of the economy and the agricultural sector has relatively declined from 20% of total GDP in 1996 to 16% in 2000. The services sector -as a very rapid growth sector- has expanded from 30% to 34% r ecently. The whole economy is continuing to transform from basic low value-added activities to high- tech manufacturing and services activities. For instance, the number of telephone lines per 1,000 people almost two- fold between 1996 and 1999, up from 44 to 86. The number of computer users per 1,000 people more than trebled in the same period, from 3.6 to 12.2 (MarketLine Business Information Centre, 2004).

Although there are still issues associated with impressive growth, such as a significant proportion of bankruptcies of state-owned enterprises, reforms in the big four major state commercial banks

and increasing urban unemployment, China’s vigorous economy should continue to be impressive in the long term (MarketLine Business Information Centre, 2004).

4.4.3 Social and Technological Scanning In the communications sector, the Chinese used to rely on traditional communication methods, such as letters, telephones and telegraphs before 1990, while presently, people are more willing to use various methods, such as mobile phone, the Internet, SMN and VOIP because all of them have common advantages on speed, economy, convenience and privacy.

However, rural people still prefer to choose traditional communications methods because new methods are heavily restricted by hardware and the network, which has not broadly deployed in rural areas.

Noticeably, attitudes towards communication differ from age-group to age-group. For
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instance, youth prefer the Internet and VOIP technology, while middle-aged and older people still use telephones or mobile phones due to a lack of related knowledge on how to use computers (Global Market Information Database, 2005).

4.5 Foreign Multinational Telecoms Corporations in China AT&T AT&T jointed venture with China Telecom Shanghai Branch in 2002 after waiting for eight years, following China’s entry into the WTO. The joint venture targets multinational enterprises in Shanghai, which can share AT&T global telecoms services through the provided seamless platform by the joint-venture. Although this venture is only allowed to provide limited services - Internet and data services, and in only one city – Shanghai, AT&T still think it has been successful as the first China- foreign joint-venture

telecoms company after China entered the WTO (Buckman, 2004). SK Telecom As the monopoly mobile operator in South Korea, SK signed a joint-venture agreement with China Unicom in 2003. They are operating in providing value-added services.

Vodafone Gro up In 2000, Vodafone spent $250m purchasing 2% stocks of China Mobile (CM) through CM’s subsidiary - China Mobile Hong Kong (CMHK). In 2002, Vodafone held 3.27% shares of CMHK and will control 20% gradually in five years. However, Vodafone has still not entered material operation and management (Sohu, 2004).

France Telecom In 2004, France Telecom established a whole-owned R&D centre with 3m EurosFrance Telecom R&D Institute in Beijing, which is the eighth overseas R&D department out of France. Meanwhile, France Telecom singed a long-term

58

cooperation agreement with China Telecom to establish a joint-venture in Guangzhou, a developed economic province in the south of China. It aims to not only focus on R&D, but also importantly to offer strategic consultation for France Telecom Group and its subsidiaries on entering China’s telecoms market

Cable and Wireless plc Cable and Wireless plc is the first and only one foreign telecoms company which ever co-operated basic telecoms services with a China telecoms company in a joint- venture in Shenzhen – China’s economic opened special area in 1983. However, after 5 years, the agreement contract was resigned due to considerations of ‘nation security’ by the Chinese government. As a result, Cable and Wireless plc gradually retreated from operations and management, only achieving dividends every year until the contract expired in 2003.

Therefore, the entry activity of Cable and Wireless encountered virtual failure finally.

In sum, except AT&T and SK Telecom which have operated limited value-added services in China, other foreign telecoms still just exploit strategic plans. The main reasons focus on confusing regulations, government over-control, relative frequent restructuring and lack of nontransparent operation environment ( China: Opening China's telecom market: Process is slow, nontransparent, piecemeal and often frustrating, 1998).

4.6 Conclusion As one of the most dynamic telecoms markets with vast potential, China’s market has unavoidably become a key area for the internationalization of multinational telecoms competitors. Massive market shares bred four monopoly telecoms providers in fixed- line market and mobile market respectively under government over-control.

Currently, according to China’s pledge to the WTO, foreign operators can be allowed
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to cooperate with domestic companies, with foreign ownership restricted to a certain percentage. However, the gradual opening of the telecoms sector has still not stimulated more foreign players to rush in, the reasons are mainly from government meddling, confusing regulations, frequent mergers and acquisition, and fear of the government’s slanted favour on domestic players (Buckman, 2004).
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Chapter Five Case Study - BT Group plc

5.1 Introduction of BT Group plc 5.1.1 Company Overview BT Group (BT) is one of Europe’s leading telecommunications providers. Its principal services range from local, national and international telecommunications services, to higher-value broadband and internet

products and services and IT solutions, with operations in the UK, Europe, the Americas and Asia-Pacific. The company is the UK’s largest communications service provider with listings on the London and New York (US) stock exchanges and employed about 99,900 people in March 2004 (MarketLine Business Information Centre, 2005).

5.1.1.1 Organizational Structure According to the different businesses provided by the BT Group, there are four business divisions involved in the company as revealed in the Figure 5.1. Figure 5.1 BT’s Organizational Structure

(Source: BT Group plc) BT Retail - Provides communications products and services, including voice, data, internet and multimedia services. BT Wholesale - Provides network services and solutions in the UK. Services include ADSL, the delivery of private circuits, frame relay, and ISDN connections.
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BT Global Services (formerly known as BT Ignite) - Provides information and communications technology solutions and services. Its target market comprises over 10,000 multinational organizations with European operations. BT renamed Infonet as BT Infonet and integrated it with BT Global Services. BT Exact - The company's research, technology and IT operations business.
(Source: World Markets Analysis 2005)

5.1.1.2 Company’s Vision Getting ever closer to customers, understanding their lifestyles and their business, and establishing long-term relationships with them are the core of BT’s vision, as it is described on the BT’s website ‘First and foremost we are passionate about customers… our aim is to deliver an excellent experience… our vision is to enable people to connect with whomever

they want, whenever, however and wherever they want’(BT Group plc).

5.1.1.3 Company’s Strategy BT’s strategy is to build long-term partnerships with its customers through ‘a combination of enhanced quality of service, creative marketing, innovative pricing and cost efficiency - while pursuing profitable growth by migrating our customers to new wave products and services such as ICT (Information and Communications Technology), broadband, mobility and managed services’ (BT Group plc). The key elements of BT's strategy are:
•

Growing inorganically to become the market leader in information and communication technology services;

•

Extending mobility solutions to its subscribers, especially Wi-Fi (wireless broadband) through BT Openzone;

• •

Transforming networks, systems and services to deliver converged services; Enhancing its IP-VPN services to leverage its growing demand;
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• • •

Gaining market presence through broadband; Enhancing product portfolio through partnership; and Launching innovative services to increase market penetration.
(Source: World Markets Analysis 2005)

5.1.1.4 Financial Performance Total Revenue Trends BT Group's revenue climbed slightly by 0.56% to £18.62bn in FY 2004-05 (year-end March), compared with £18.52bn in FY 2003-04. During FY 2004-05, the revenue from new wave services, such as network-based IT services, broadband, ICT and mobility services, increased by 28.35% to £2.78bn, as compared to £2.17bn in FY 2003-04. However, this increase was partly offset by the decline in revenue from the traditional services segment from £10.77bn in FY 2003-04 to £9.78bn in FY 2004-05 (World

Markets Analysis 2005). The following Figure 5.1 depicts BT Group's total revenue from FY 2002-03 to FY 2004-05. Figure 5.2 BT Group - Total Revenue (FY 2002-03 - FY 2004-05)

(Source: Company SEC Filing FY 2004-05, cited by World Markets Analysis 2005)

Revenues by Divisions Several business units, such as communication (BT Retail) and network services (BT
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Wholesale) contributed to BT Group’s majority revenue during FY 2002-03 to FY 2004-05 (see Figure 5.2).

Figure 5.3 BT Group - Total Revenue by Business Line (FY 2002-03 - FY 2004-05)

(Source: Company SEC Filing FY 2004-05, cited by World Markets Analysis 2005) * Revenue generated by business lines also includes revenue from Intra-group activities.

l

In FY 2004-05, BT Retail contributed £12.56bn to the total revenue, as compared to £12.94bn in FY 2003-04.

l

The revenue from BT Wholesale marginally increased by 1.13% to £8.98bn in FY 2004-05, as compared to £8.88bn in FY 2003-04.

l

The revenue from BT Global Services increased by 10.38% to £6.38bn in FY 2004-05, compared with £5.78bn in FY 2003-04.
(Source: World Markets Analysis 2005)

Revenues by Geography The following Figure 5.4 illustrates the trends of BT’s revenues by geography in the fiscal 2004.
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Figure 5.4 BT's Revenues by Geography in FY2004

The UK Europe (excluding the UK) The Americas Asia Pancific

l

The UK, BT's largest geographical market, contributed 92.8% of the total revenues in the fiscal year 2004. Revenues from the UK reached GBP17,190 million in 2004, a decrease of 2.0% over fiscal 2003.

l

Europe (excluding the UK) accounted for 6.1% of the total revenues.

Revenues from Europe (excluding the UK) reached GBP1124 million in 2004, an increase of 14.9% over fiscal 2003.

l

The Americas accounted for 0.8% of the total revenues. Revenues from the Americas reached GBP151 million in 2004, an increase of 1.3% over fiscal 2003.

l

Asia Pacific accounted for 0.3% of the total revenues. Revenues from the Asia Pacific region reached GBP54 million in 2004, a decrease of 10.0% over fiscal 2003.
(Source: MarketLine Business Information Centre 2005)

5.1.2 SWOT Analysis Generally, BT is a giant in providing local, long distance, and international telephony and data services to the majority of homes and businesses in the UK. At the same time, it is also one of the leading telecommunications players in the European market. Markedly, BT’s competitive advantage on traditional fixed- line services gives it a leadership position in this market segment with its steadily expanding customers.
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However, the company is facing increasing tough competition from both domestic and international competitors, and also a growing threat from the ‘popularity of alternative communication, technologies such as mobile telephone service and VoIP’ (MarketLine Business Information Center, 2005). The Table 5.1 below briefly shows the SWOT analysis of the BT Group.

Table 5.1 The SWOT Analysis of BT Group plc Strengths:
Ø Ø Ø Market leadership; Steadily expanding customer base; Range of services to cater to a Ø balanced customer portfolio;

Weaknesses:
Ø DSL (Digital
Subscriber Line)

penetration; Shrinking market share in fixed line services;

Ø Global reach Opportunities:
Ø Ø Project Bluephone;

Threats:
Ø

Shift from fixed to mobile; Voice over Internet Protocol (VoIP);

Openzone Wi-Fi (wireless broadband) Ø services;

Ø Increasing competition in fixed line
services.

Ø Network simplification.

(Source: MarketLine Business Information Centre, 2005)

Strengths Ø Market leadership: BT’s principal businesses cover local, national and international telecommunications services, higher- value broadband and internet products and services, and IT solutions. More importantly, in the fixed- line services market, BT dominates with a 70% market shares in the fixed line consumer calls segment, and 42% in the fixed line business calls segment (MarketLine Business Information Center, 2005). This significant advantage for BT helps it effectively fight back other growing competitors. Ø Steadily expanding customer base: Recently, the greatest increase has come
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from the growing number of customers on residential lines and internet, especially the later, BT’s broadband customers rose by 193.1%, from 108,000 in 2002 to 928,000 in 2004 (MarketLine Business Information Center, 2005). This expansion has helped the company increase market share which had seen a decline in the last few years. Ø Range of services to cater to a balanced customer portfolio: Due to BT’s sufficient capabilities on providing an integrated high quality

telecommunications service, it can satisfy its current customer portfolio’s different demands, increasing its customer base. Besides, BT’s customer portfolio is ‘well-balanced with no particular customer segment’ (MarketLine Business Information Center, 2005), which may help the company avoid some

potential risks. Ø Global reach: In Europe, BT operates business through whole-owned subsidiaries or joint-venture to deliver service to customers. In the Americas and the Asia Pacific region, the company mainly delivers services through a combination of direct sales and strategic partners by advantaged network technologies. In other words, the services ‘are delivered seamlessly within and from Europe to locations in the Americas and the Asia Pacific region and delivered locally through interconnect and supply agreements with regional carriers’ (MarketLine Business Information Center, 2005). BT’s enormous capacity for global reach results it in easily entering both growing and maturing markets.

Weakness Ø DSL (Digital Subscriber Line) penetration: Cost on DSL and disconnection of second lines which has previously been used for dedicated internet access has been a case for BT in 2003 and 2004. Moreover, additional costs on broadband also need to be heavily invested by the company. Therefore, how to deliver an economically successful broadband network is one of key issues the group is
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facing. Ø Shrinking market share in fixed line services: Though BT possesses a leading position in the fixed line market in the UK, its market share in the residential fixed- line market still decreased from 73% in both fiscal 2003 and fiscal 2002 to 70% in fiscal 2004, and in business fixed- line market, the market share also declined from 45% and 49% in fiscal 2003 and 2002 to 40% in fiscal 2004 (MarketLine Business Information Center, 2005). Its domestic dominant status is being challenged by other growing rivals, such as NTL Incorporated,

Telewest Global Inc. The loss of key competitive advantage would seriously influence BT’s market position in the future.

Opportunities Ø Project Bluephone: It is also known as Fusion phone, which ‘acts as a normal GSM mobile, but when used inside a home or office it routes calls through a BT hub onto a BT broadband line to enable cheaper calls’ (Sawas 2005). It’s a breakthrough when BT launched this broadband phone in June 2005 because many telecoms have spoken about fixed mobile convergence (FMC), while BT is the first to offer a true FMC service. As Forester Research analyst Lars Godell said ‘innovation and service bundling are smarter ways of meeting increased competition than just dropping prices and increasing bandwidth’ (as cited by Sawas 2005). As a result, this offering would attract more customers from threatening mobile services back to fixed-line services. Ø Openzone Wi -Fi (wireless broadband) services: As a popularity trend, wireless broadband services are being provided by BT through its a great number of Openzone, such as 500 McDonald’s restaurants, 80 of BA’s main customer lounges around the world (MarketLine Business Information Center, 2005). These activities would boost BT’s revenues through offering Wi-Fi services. Ø Network simplification: Although heavy investment on integrating and simplifying of data and voice network elements convergence – called ‘21st
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Century Network’ - currently by BT, future cost savings is expected to offset the present high capital expenditure.

Threats Ø Shift from fixed to mobile: The significant convenience of mobile services and the reality of mmO2 spinning off from BT has

increased the company’s dilemma. BT is increasingly losing customers to mobile players such as Vodafone, Orange, 3M and T-Mobile. Ø Voice over Internet Protocol (VoIP): The greatest savings by VoIP technology become a key attractive momentum for the corporate market which have absolutely affected BT’s traditional call revenues, especially in both fiscal 2003 and 2004. Ø Increasing competition in fixed line services: A series of promotions from the regulators to encourage BT’s competitors expedite the decline of BT’s market share.

In sum, BT’s domestic dominant position still can not be shaken in the short-term, and it is still a leading telecommunications carrier in Europe. However, the increasingly growing competition, which has effected the company’ market share, s can not be ignored. Fortunately, BT has utilized its competitive strengths to transfer business strategy in order to fight back the challenges from its competitors, to overcome threats from mobile services and to adapt new technology development, focusing on four key opportunities: ICT (Information and Communications Technology), mobility, broadband and managed services.

5.2 The Summary of Entry Strategies Associated with BT Group International Expansion 5.2.1 The Key Driven Reasons There are two main driven reasons to explain the activities of BT’s vast expansion
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globally based on the more personalized demands from the customer market and the trends of globalization in the business market: tough domestic competition in a term called ‘push reason’ and growing overseas markets in a term called ‘pull reason’. The following context will give a detailed description.

Push

Reasons First, increasing growth of domestic competition pushes BT to seek for opportunities abroad. The UK’s telecommunications market started reforms in the 1980s, until the beginning of 1990s. The whole market created openings for all new entrants through implementing some effective measures, such as luring more competitors to participate, privatizing BT and establishing legislative frameworks and main regulatory bodies (the Office of Communications – Ofcom and Office of Telecommunications - Oftel). Currently, there are approximate 170 public fixed telecommunications providers, 5 mobile providers, 59 mobile service providers and 700 Internet service providers (ISPs) competing in the UK telecommunications market. Meanwhile, the ‘big eight’ players are well known as domestic dominators – BT, ntl, Telewest, Cable & Wireless, Vodafone, MMO2, T-Mobile, Orange and Virgin Mobile (Keynotes, 2004)

Generally, BT still remains the major competitor in the UK telecoms industry. However, the reality of BT’s market share increasing decline in particular sectors such as fixed-line telephony can not be ignored, which is BT’s traditional competitiveness and main revenue source. For instance, its market share both in residential and business fixed- line market decreased from 73% in fiscal 2003 to 70% in fiscal 2004 and 45% in fiscal 2003 to 40% in fiscal 2004 respectively (MarketLine Business Information Center, 2005). Noticeably, one of the major reasons is the substitution of cellular and the substitution of data traffic such as the growth of e- mail which slows the growth of fixed-line services (Keynotes, 2004). Table 5.2 indicates

the UK fixed-line market downward trend from 2000 to 2004.
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Table 5.2 The UK Fixed-Line Telephones Sector by Type by Value (£m and %), Years Ending March 2000-2004 2000 Access revenue (i.e. exchange lines) Call Revenue - Calls to mobiles - UK calls - International calls - Other Calls Total Call Revenue Total % change year-on-year Fixed-line telephones as a % of end-user spending 54.1 49.0 46.4 39.4 34.2 1,372 3,780 1,351 2,373 8,876 13,046 1,764 3,408 1,224 2,726 9,122 13,424 2.9 1,933 3,183 1,122 2,625 8,863 13,366 -0.4 2,068 2,618 886 2,280 7,852 12,347 -7.6 2,035 2,323 747 2,149 7,254 11,817 -4.3 4,170 4,302 4,503 4,495 4,563 2001 2002 2003 2004

Note: UK and international calls only include simple voice calls (including integrated systems digital networks [ISDNs]). Other calls include number translation service (including revenues from the called party), premium rate, operator calls, the speaking clock and public payphones and calls to Internet service providers (ISPs).

(Source: Office of Communications (Ofcom), cited by Keynotes 2004)

The given table above shows that call minutes in the fixed- line sector are decreasing both in the voice traffic of UK and international calls. Contrarily, call minutes to mobiles continue to rise. Total revenue of fixed- line market and end-user spending on this service are declining. It clearly demonstrates the impact from new not-verbal means of communications such as e- mail, text messaging (Keynotes 2004).

More incontestably, the UK fixed- line market is becoming more competitive with around 170 companies competing in this market, including over 140 indirect access
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providers

(Keynotes, 2004).

Secondly, in the Internet services market, there are a good deal of Internet service providers (ISPs) offering Internet services to both residential and SME customers, with no supplier having more than a 30% share in either market (Keynotes, 2004). Two major cable operators – ntl and Telewest have put BT under threat, once the rumour of a tie-up between ntl and Telewest becomes reality (World Market Analysis Service, 2004), ‘this would allow the cable sector to compete more effectively against BT in the fixed-line and Internet markets’ (Keynotes, 2004). The following Table 5.3 indicates the current competitive status in this market.

Table 5.3 The UK Broadband Market by Operator (% of total subscribers), June 2004 ntl BT Retail Telewest BT Wholesale — other ISPs* Other * ISPs — Internet service providers 26 25 12 37 100

(Source: Office of Communications (Ofcom), cited by Keynotes 2004)

Therefore, in the UK, one of the most fiercely competitive telecommunications market in the world, BT is heavily challenged by other domestic competitors and faces a gradually saturated trend in fixed- line services, which contributes toward the main revenue of BT. As a consequence, it has to seek more overseas opportunities to enlarge its global business in order to increase revenue based on keeping a stable domestic foothold.

Pull Reasons Enticement from potential growth of overseas telecommunications markets pulls BT
72

to pursue international expansion. For instance, in the high- growth Italian business market, BT expects to boost its presence through acquiring full control of Italy’s Albacom, Italy’s second-

largest provider of fixed- line services to corporations, and to diversify services away from eroding fixed- line revenue at home (World Markets Analysis 2004). Moreover, ‘since 2000, the major growth in the world market has come from less developed regions such as Eastern and Central Europe and Asia (especially the People’s Republic of China)’ (Keynotes 2004). BT has expanded its business globally since the middle of the 1990s due to the pressure from a saturated domestic market. The next part will list three common entry methods adopted by BT with successful and unsuccessful experiences.

5.2.2 The Detailed Entry Methods with Successful and Unsuccessful Cases Summarily, global enlargement methods adopted by BT mainly surround four ways some of which are integrated in a region: Ø First and essentially, BT owns and operates its own comprehensive network infrastructure which focuses on the European continent such as Germany, Spain, Netherlands, and in North American - United States and Canada, offering all types of voice and data services (BT Global Services). Ø Secondly, acquisitions or joint- ventures with local carriers such as in the USA, Western Europe and India, aims to utilize their regional or unique competitive advantages associated with BT’s extensive operational marketing experiences to expand local markets. Ø Thirdly, pene tration through purchasing plenty stakes in regional traditional telecommunications providers in developed countries, such as Japan and other countries in Asia Pacific. These assets, however, were significantly adjusted by BT due to its financial strategy against debts crisis in 2001. Ø Fourthly, establishment

alliances with other telecoms giants such as MCI or local monopoly operators to deliver global communication solutions to multinational enterprises.
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(Source: CCW, 2004)

Based on three entry methods, the following section will give four typical telecommunications regions as examples to reveal BT’s global expansion with successful and unsuccessful cases and some current details status.

United States Besides operating its own infrastructure in the USA, BT enlarged the business mainly through joint-ventures and acquisitions.

In 1998, BT and its US counterpart – AT&T launched their international joint-venture – Concert, which provides data- networking services to multinational organizations. In this year, Concert rapidly expanded both in network scale and operation range. However, the joint-venture created financial issues since 2000 and generated ‘an operating loss of US$800m (£552m) at the EBIT level in calendar 2001’ (World Market Analysis Service 2001). As a result, BT and AT&T had to close down this joint- venture in Oct. 2001.

When explaining the reason for unwinding Concert, an announcement from the company stated that ‘since Concert was first announced in 1998, the market has witnessed a period of unprecedented change. The venture no longer fits today’ s market conditions… ’ (World Market Analysis Service 2001). Some analysts, however, believed the true reason of Concert’s demise was that ‘neither AT&T nor BT really wanted to make Concert work, it was a defensive move designed to lock each other out of working with each other’ competitors’(Lynch 2001). For instance, there was s apparently a defensive move

against the reality that both partner’s sales reps were still pitching against Concert reps (Lynch 2001). The recession in telecommunications market, the dissatisfaction from customers against constant changes in telecoms brands and alliances, and the insincerity of the collaboration between BT and AT &T
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led to the joint-venture failure in 2001.

Although BT is candid that ‘it has had a hard time re-establishing itself in the US’ (Burkitt-Gray 2003), the company is still accelerating regional business enlargement which generates vast potential in telecommunications consumption. Recently, BT has acquired and re-branded two US-based strategic investments - Infonet and Radianz which are expected to strengthen BT’s capabilities in the region. At the same time, both acquisitions with thousands of global enterprises make BT enlarge its services efficiently worldwide. The former acquisition is one of the world’s leading providers of global managed voice and data network services for corporate customers with security and efficiency. The latter acquisition is well-known for providing services of secure, reliable and scalable connectivity to the global financial community (BT Global Services).

West Europe u Germany, Spain: BT has 100 percent control of its own network assets in two countries due to the vast market capacity or potential growth on telecommunications services, especially in Germany which is Europe’s second largest market, BT has been active there since 1995, offering all types of voice and data services to alternative clients including government, financial services, media and so on. u Italy: BT adopted different 

entry methods in Italy from other European countries such as Germany or Spain. The company delivers services to customers through two Italian acquisitions: Albacom and I.Net. Recently, the former is one of the most significant key strategic investments by BT, which is the second largest telecoms operator in the Italian business market with an 11% share of the data services market. Its own data centres have been owned by BT in 2005 (BT Global Services).
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Japan The Japanese market is believed to be a lucrative but inaccessible market. Excluding the whole owned subsidiary of BT which aims to create and deliver integrated communications and IT solutions, outsourcing to multinational companies operating in Japan, more significantly, the company penetrated mainly through joint-venture, alliance and invested stake with local traditional monopoly players. For instance, BT-NIS AND BTCS were joint-vents between BT and Marubeni for data services and both were consolidated with Japan Telecom which is the number three carrier in Japan in 1999. Meanwhile, BT obtained both 20% shares of Japan Telecom and J-Phone Communications, a subsidiary of Japan Telecom with an awarded 3G license (BT Japan). These activities were regarded as the aggressive moves stimulated by the UK rival Vodafone, which increased ownership of Japan Telecom and J-Phone by 20% and 26% respectively (World Market Analysis Service 2001). Despite this, BT had to make a strategic decision to divest its assets in Japan Telecom and J-Phone Communications to reduce the debts burden in 2001. BT re-entered the Japanese market two years later and allied with KDDI Corporation (the second-

largest telecoms carrier in Japan) to strengthen both its business position in Japan and the global market (BT Japan).

5.2.3 A Spotlight on China’s Telecoms Market 5.2.3.1 The Current Entry Methods Cooperation with 21ViaNet In March 2002, the BT Group signed the co-operation protocol with the Chinese privately owned telecoms service provider 21ViaNet (China) Inc, which is a leading value-added telecoms provider focusing on data services in China, controlling 18% of the shares in the Internet Data Centre (IDC). According to the agreement, 21ViaNet assists BT to provide broadband services such as value-added services to BT’s multinational customers which are operating in China, while 21ViaNet also adopts technology from BT to jointly develop new services (People’s Daily 2002). It was
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believed to be the first step of BT entering China’s telecoms market after China joined the WTO in November 2001.

According to China’s vow to the WTO, value-added services, ranging from e- mail, on- line data searching, call centre, Internet access and Internet content services, are allowed to operate by foreign telecoms in the three cities in China with a 30% equity cap in the first year of China joining the WTO, and with a maximum 50% equity cap nationwide after 2 year post-accession (Buckman 2004). It is believed to be one of the more feasible entry methods with relative lower entry barriers and risks for foreign carriers.

The BT’s staff explained the important reasons why they chose 21ViaNet as its first partner when BT attempted to enlarge its business in China in 2002: ‘the services provided by 21ViaNet overlaps some of BT Global

Service’s with high professional quality and reputation, for example, applications hosting, storage and security services and LAN and WAN management services. Based on the complimentary feedback from some multinational organizations whose Chinese branches are served by 21ViaNet on data services such as HP, Cisco and Motorola, BT also strictly evaluated alternative items of 21ViaNet, focusing on hard equipment, resources, the quality of service, financial, and legal system and so on.’

‘Besides, some of China’s policies in the telecommunications market were uncertain at that time and BT was also in an extremely difficult period due to an overload of debts and had to sell off its stake holdings in most Asian regions. On the other hand, China, as a region with an amazing high economic growth rate, its important position could not be neglected, especially as it joined the WTO. Therefore, BT wanted to enter this lucrative market as soon as possible, and challenge rivals such as AT&T but with minimum risk. As a consequence, BT finally signed a co-operative contract with 21ViaNet, providing combined IT services in China.’

77

This BT staff briefly introduced three steps of business development: Ø First step, namely in current stage, BT is responsible for providing customers focusing on the multinational organizations with operation business in China, while 21ViaNet offers detailed IT services for them in China’s market. Ø Second step, 21ViaNet will target those Chinese companies which are willing to expand abroad, BT and 21ViaNet will provide integrated

telecommunications solutions for them through a combined brand. Ø Third step, BT

will utilize 21ViaNet’s local marketing experiences based on BT’s competitive technologies and powerful extensive networks to further enlarge its services in China.

From 21ViaNet’s opinion, they are quite satisfied with the cooperation with BT not only from easily gaining extensive potential multinational customers, but also upgrading its own services capabilities through adopting BT’s advanced professional technologies and telecommunications solutions.

Strategic Alliance with China Netcom Group In September 2004, the BT Group announced the project of co-operating with China Netcom Group. Under the agreement, BT helps China Netcom expand its network in Shanghai and southern city – Guangzhou (World Markets Analysis 2004).

Beyond the co-operation with China Netcom, BT has established three subsidiaries in Beijing, Shanghai and Guangzhou which are economically developed cities in China. Currently, the sales from the above three cities account for 90% of the whole trade of BT in China’s telecoms market (ChinaByte 2004).

Noticeably, this cooperation is only based on a few network infrastructures and just partly on technology partnership, while the key division of jointly providing services
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was not involved. When interviewing why BT didn’t choose other collaborations such as joint-ventures with China Netcom, unlike AT&T who jointed venture with China Telecom to establish ‘Xin Tian Telecommunication Company’ providing services in Shanghai. ‘This is because’ the BT’s staff said, ‘cooperation methods are various, in the current uncertain circumstances – continual mergers, restructuring among domestic China’s telecoms, this

method may be the most suitable for both parties. Moreover, it may help us to adapt each other’s company culture and work flows, and useful for future deeper cooperation.’

‘Further’, the staff reinforced, ‘BT will continue to focus on providing IT services such as CRM, consulting, integration solution and connectivity to other services, to our target market - multinational enterprises in China, through the co-operatively utilizing China Netcom’s network assets. As the part of BT’s new strategy – from a traditional telecommunications provider transform to an integrated ICT (Information and Communications Technology) provider, the cooperation method with China Netcom will satisfy the demands from multinational companies with commerce in China for more advanced and professional IT services.’

At the same time, this BT staff also admitted that BT will pay more attention to 3G mobile services and Internet services under China’s permission framework because both of them implicate the highest profits.

Interestingly, China Netcom is not as passionate when interviewing on how to evaluate the alliance with BT. The staff said: ‘undoubtedly, the alliance with BT is vital for China Netcom to expand overseas business because of BT’ extensive s international operation experience. However, it seems limited for the current situation because China Netcom is still a dominator for a long period in China’ market with s solid resources from customers, markets and finance, owning advanced sufficient networks. For instance, we have an optical fibre network covering almost every major
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city and town in the north and west of China using competitive

professional technologies such as Ethernet, IP DMDW (Design and Management of Data Warehouses).’

When interviewing whether this alliance would be helpful to serve or attract target multinational companies in China, ‘they would have to choose us even if there were not any alliances with foreign participators’, this staff responded with confidence, ‘because China Netcom, as one of only two fixed- line telecoms in China, has a monopoly position in Beijing and Shanghai where multinational companies usually set commercial center in China.’

‘However’, the staff continued, ‘we do need to adopt some fresh experiences from foreign carriers such as BT and also ally with other overseas telecoms in order to reinforce our competitiveness not only just against domestic rivals, but also other foreign entrants in the future.’

‘Therefore’, the staff summarized, ‘this alliance is necessary but currently we do not really heavily rely on this alliance.’

5.2.3.2 The Critical Elements and Future Trends The BT staff pointed out that ‘lack of sufficient competition and effective management circumstances, at the same time, over-control from government form bottlenecks when BT attempts to deploy business in China. For instance, the basic telecom law which regulates and standardizes competitors’ behaviors and ensures a fair competition environment is still being brewed. Secondly, over-control from government, especially too confusing frameworks are likely to make our entry steps go roughly. China does need time to adjust its market under its vows for the WTO, from one of the least liberalized markets in Asia.
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‘Based on the current collaboration

with Chinese companies, BT will continue vertically and horizontally expanding its services with the Chinese partners to target markets around our four key products ICT, broadband, mobility and managed services.’

Finally, the staff summarized that ‘China’s telecoms market, as one of BT’s five vital markets in Asia, could not be ignored by any international giant telecoms. With progressive perfecting competition circumstance, BT will have fruited performance with confidence.’

5.3 Conclusion Currently, BT still dominates the UK’s domestic fixed- line market and holds a competitive position in the broadband market. In its four business divisions, the revenue from BT Global Services significantly increased by 10.38% to £6.38bn in FY 2004-05, compared with £5.78bn in FY 2003-04. On the other hand, the traditional competitive advantage - BT Retail continued eroding, decreasingly contributed £12.56bn to the total revenue compared to £12.94bn in FY 2003-04 (World Market Analysis Service 2005). Though retaining advantaged strengths such as a monopoly market leadership, steadily expanding customer base, balanced customer portfolio and global reach, BT is challenged by increasing competition from 170 companies, accompanied by a shrinking market share and the gradually saturated trend in fixed- line services. As a consequence, under the pressure of more personalized demands from the customer market and the trends of globalization in the business market, and facing more attractive international markets such as in Italy, the US, Japan and China, BT continues to globally enlarge its business, implementing new strategy which focuses on 

ICT (Information and Communications Technology), mobility, broadband and managed services, in order to increase revenue based on keeping a stable domestic foothold.
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Basically, global expansion methods adopted by BT mainly centre on four ways: Ø First and essentially, BT owns and operates its own comprehensive network infrastructure which focuses on the European continent such as Germany, Spain, Netherlands, and in North American - United States and Canada, offering all types of voice and data services (BT Global Services). Ø Secondly, acquisitions or joint- ventures with local carriers such as in the USA, Wesern Europe and India, aims to utilize their regional or unique competitive advantages associated with BT’s extensive operational marketing experiences to expand local market. Ø Thirdly, penetration through purchasing plenty stakes in regional traditional telecommunications providers in developed countries, such as Japan and other countries in Asia Pacific. These assets, however, were significantly adjusted by BT due to its financial strategy against debts crisis in 2001. Ø Fourthly, established alliances with other telecoms giants such as MCI or local monopoly operators to deliver global communication solutions to multinational enterprises. (Source: CCW, 2004)

Sometimes these methods are integrated in one region depending on how lucrative the market. For instance, in the US, BT owns and operates its own comprehensive network infrastructure and also has attempted joint-ventures. More importantly, three strategic investment acquisitions, namely US-based Infonet and Radianz, Italy-based Albacom, not only ensure that BT effectively

holds local market share, but also helpfully expand BT’s business worldwide due to their multinational background. In short, joint-ventures, acquisitions, alliances and holding stake assets are major effective and efficient enter methods adopted by BT, while whole-owned network infrastructure mainly appears in Europe and North America.

In 2002 and 2004, BT signed cooperative contracts with two Chinese companies
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respectively: 21ViaNet and China Netcom. Under the frameworks, BT collaborates on IT services with the former to target multinational companies operating commerce in China. The alliance with the latter currently focuses on technology cooperation. Furthermore, BT will continue to provide professional and integrated IT services at telecommunications level through allying China Netcom and other Chinese partners. Noticeably, lack of sufficient competition and effective management circumstance and over-control from government are the main bottlenecks when BT attempts to deploy business in China. However, under the China’s pledge to the WTO and with gradually perfecting competition circumstances, ‘BT will have fruited performance with confidence’ (BT Staff).
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Chapter Six Analyses and Recommendations Based on Findings

6.1 Alternative Entry Strategies in Different Regions When BT has to face increasing competition from numerous domestic rivals and continuously eroding market share in the UK’s traditional telecommunications services which contributes major revenue to the company, BT has been gradually transferring its own role from a traditional telecommunications provider to an integrated services provider

associated with new strategies. Undoubtedly, insistence on providing traditional telecommunications services is essential, BT’s services, however, is becoming multi-divisional around the more personalized demands from the customer market and the trends of globalization in the business market. Based on a combinative strategy of enhancing quality of service, creative marketing, innovative pricing and cost efficiency, BT is also pursuing new profitable growth by migrating the customers to new wave products and services such as ICT (Information and Communications Technology), broadband, mobility and managed services (BT Group plc).

With regard to the detailed entry methods, they mainly fall into two categories: intermediate entry modes, including joint ventures, associated, strategic alliances; and hierarchical modes such as acquisitions. Generally, there are four main significant characteristics accompanying BT’s globalization as follows:

Firstly, BT usually utilizes an integrated method to enter more lucrative offshore markets in developed regions. In the US, for instance, BT ever attempted a joint venture with stateside carrier AT&T, currently acquired and re-branded two US-based strategic investments - Infonet and Radianz, at the same time, the UK incumbent also allies with MCI to enlarge business globally.

Secondly, the choice of collaborative partners normally not only limits on measuring
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their domestic competitive position, but also significantly appraise whether their business have extended continentally or even globally. For instance, BT’s three strategic investments – Infonet, Radianz and Albacom boast attractive

clients with strong competitiveness on the continent or across the world.

Third, selection of entry modes differs from region to region. From a geographical factor, the integrated strategies are likely to be adopted in developed regions rather than in less developed areas, in other words, in completed open m arket rather than less liberalized market. For example, they are focusing more on the US and Western Europe. Particularly, the dominant UK player owns and operates its own comprehensive network infrastructure in some more lucrative markets such as the US and Germany. Contrarily, in China, for instance, the entry approach options of the UK incumbent are only isolated in two ways: joint ventures or strategic alliances due to the restrictions from the regulator.

Fourth, more noticeably, joint venture is less utilized by BT recently and replaced with acquisition. It may be because of a grisly end of BT’s last overseas foray – Concert, a 50/50 joint venture with AT&T – incurring a £1.2bn write-down charge (World Market Analysis 2004). Like many potential conflicts, which have been mentioned in the chapter of literature review, such as diverging goals, double management, lack of trust in joint ventures, Concert failed largely because ‘its parents’different priorities resulted in a lack of direction’ (Weber 2001). Accordingly, acquisition seems one of the most appropriate overseas entry methods for BT due to its effectiveness and efficiency with whole control, especially in saturated markets where the industry is highly competitive. In these circumstances, ‘acquisitions may be the only feasible way of establishing a base in the 

host country’ (Hollensen 2004, p.343) such as in the US. Besides, theoretical advantages of acquisitions are also indicated through the practices of BT. Current three key acquisitions, for instance, enable the UK player to rapidly swoop on both the US and Italy markets and provide

85

access to distribution channels and existing customer base by adopting experience in dealing with the local market environment (Hollensen 2004).

6.2 Implication of BT’ International Expansion for Other Telecoms s World Market Research Centre analyzes that ‘BT has had its fingers burnt before when seduced by overseas opportunities - most notably with its Concert joint venture - but a greater global perspective could help offset rising competition at home’ (World Market Analysis 2004). Indeed, the international market penetration of the large telecommunications carrier implicates both extensive international experiences and critical lessons for those telecoms with intentions to operate globally. Especially for a company whose capability is less than BT, the scanning of globalization experiences and lessons from the pioneer is more vital.

6.2.1 International Experiences of BT’ Globalization s Undoubtedly, decisions of alternative entry approaches are heavily influenced by external factors which have been analyzed in Chapter Two. Linking to BT globalization, the carrier has comparatively deployed well its entry approaches according to some main external factors listed as follows,

Ø Regulation environment – deregulation and regulation stability Unlike other industries, telecoms’ entry strategies are constrained by regulations in the countries where

they compete. Even in some developed countries such as the USA, France, Germany and Japan where over 75% of all international telecommunications traffic is generated (Heywood & Mantelman 1989, as cited by McCreary, Boulton & Sankar 1993), the deregulation extent differs from countries to countries. For instance, France and Germany are regarded as ‘one of the slowest of the major markets to open to competition’ and one with ‘typically several times higher costs for telecommunications services than other developed countries’ respectively (Owen, 1991, Dowling, 1991, as cited by McCreary, Boulton & Sankar 1993). As a
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result, BT adopted a slightly distinctive penetrative approach in Germany and France from as in the US, where more active operation such as joint- ventures, more sufficient owned network assets are widely represented.

In another term of regulation stability, regulatory environment commonly is comparatively stable in the countries with long-deregulated telecoms industries where correspondingly foreign participants’ interests can be ensured in a fair competitive environment. Often, BT utilizes integrated entry methods to compete. It seems easily changeable, however, in less developed regions such as India and China. For example, as one of only two BT’s joint-ventures in Asia, the UK player had to sell its shareholding of Indian mobile firm Bharti Cellular mainly because the changeable regulatory policies which led to more tough competition with a slump in profit (World Market Analysis 2001). In China, though deregulation has been progressive after joining the WTO, yet the cont inued reforms, restructurings of domestic

telecoms, confusing regulation and lack of basic telecom law still challenge foreign entrants. As a result, almost all telecoms giants are scrupulous to participate in China’s telecoms market. For example, BT has only had a little attempt over a little range though facing the lure from one of the most potentially lucrative markets in the world. Consequently, when selecting less developed regions such as India and China as potential markets, the company should pay extra attention on such as the issue of regulation uncertainty.

Ø Market size and growth Hollensen (2004) argues that market size and rate of market growth are key parameters in determining the approaches of entry. If other things being equal, the larger market size and higher the growth rate, the more likely to consider establishing a wholly owned subsidiary or to participate in a joint venture (Hollensen 2004). This theory is well indicated by BT’s practices in the US. In terms of value, for example, the US accounts for 37.4% of the global integrated telecommunications services sector. In comparison, Asia-Pacific and Europe represent 29.9% and 27.7%
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respectively (MarketLine Business Information Centre 2005). Hence, it seems to easily explain why the UK player has utilized joint-venture and acquisition entry methods to swoop on this desired lucrative market.

Ø Cooperative alliance When BT races to establish its global services, the carrier is also cooperating with a series of other rivals. From a worldwide strategic alliance with American MCI, for example, to a regional joint arrangement with Japanese KDDI Corporation and national c ooperation with Chinese

dominator China Netcom, they aim for some objectives such as ‘accessing new products or market segments, achieving economies of scale, spreading risk and reducing competition’ (Lessons for telecom alliances; The big four in global telecommunications, 1994). Hence, alliance seems, where possible, a necessarily supplementary during globalization of other telecoms.

Besides, BT’s vast financial and technical resources, its aggressive overseas tactics which are unfettered by home government restrictions and/or policies also ensure its international penetration (McCreary, Boulton & Sankar 1993). These themes should have to be considered by other telecoms wanting to be globalized.

6.2.2 Critical lessons of BT’s Globalization What other telecoms should be on the alert after the critical lessons of BT’ s globalization may focus on the term of joint ventures. The Concert joint-venture between two English-speaking telecoms giants with similar company cultures finally came to a grisly end, and pressed BT to have to sell some active assets in order to reduce its debt standing at a colossal £30bn (World Market Analysis 2001). The drawbacks of joint venture such as diverging goals, double management and lack of trust may still challenge telecoms when utilizing this popular entry method. They should also think about some essentially critical aspects, whether, for example, it is necessary to joint venture, how to select a partner and how to effectively and
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efficiently run a joint venture, aiming to reduce any possible risks.

6.3 Some Recommendation for BT in China in the Future As one of the most lucrative potential markets with the 

tide turning towards liberalization (World Market Analysis 2000), China is never neglected by large telecoms. However, there are some significant issues to observe such as regulation. Based on the analysis of BT’s current action in China – cooperation with 21ViaNet focusing on providing data services and strategic alliance with China Netcom, some recommendations are given for its future operations in China as below,

Firstly, no matter what methods BT is adopting or would adopt, such as current strategic alliance and possible joint-venture in the future, coordination and style of management between the British carrier and Chinese partners, which may cause problems, should be thought about carefully due to past lessons.

Secondly, 3G may be a good chance for foreign entrants, especially as the MII has indicated that it will offer up to four 3G licences (World Market Analysis 2005). In other words, this would effectively bring China Netcom, BT current allies with, into the market. Therefore, it is worth cooperating widely for BT with China Netcom aiming at the more lucrative mobile market.

Thirdly, BT may attempt to ally more widely with other Chinese private partners with flexible management and high market performance in a particular segmentation. For example, Great Wall Broadband Networks – a leading player providing broadband in the Beijing area with strong competition especially in last- mile infrastructure, BT could effectively and efficiently penetrate a key business such as broadband managed services across Beijing, which is the commercial center of potential multinationals in China.
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6.4 Conclusion In reviewing BT’s

globalization, entry methods differ from region to region. An integrated entry approach including joint-venture, acquisition and strategic alliance is likely to be utilized in a more liberalized market. Particularly in some more lucrative offshore markets, BT owns its sufficient comprehensive network assets. Currently, joint- venture seems to be replaced with acquisitions aiming to reduce risk and acquire more potential attractive customers.

Adopting distinctive entry approaches through well analyzing regulation environment and forecasting market size and growth rate ensures BT’s globalization, and is also worth recommending to other telecoms. On the other hand, the grisly failure on joint- venture due to diverging goals, double management and lack of trust between partners is one of the major critical lessons learnt from BT’s international expansion.

Regarding the future operation of BT in China, it should pay more attention to coordination with its Chinese partners and value the opportunity of 3G to achieve higher profitable performance, and should also widely ally with more Chinese private partners to provide its advanced key services to target markets.
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Chapter Seven Conclusion

7.1 Summary of the Research This research focuses on the key conception of ‘entry strategy’ in a company’s globalization process. Through the particular case study of BT associated with its successful experiences and failed lessons within implementing entry approaches, and the investigation of China’s telecommunications market, the ultimate aim hopefully can provide some recommendations for BT’s future operations in China, but also give advice

for other exciting telecoms, and/or new entrants in the international market. The research was fulfilled through six interrelated chapters as follows.

Chapter two and chapter three, namely literature review and research methodology, contribute a theoretical and academic basis for this dissertation. The former reviews alternative main entry approaches adopted by companies in globalization. Meanwhile, the terms of joint ventures and strategic alliances are paid extra attention due to their common characteristics in the telecommunications industry. The context in the latter normalizes the research methodology including philosophy, approaches and data collection. Importantly, the primary data was collected through interviews including the staff of BT and its two Chinese partners. The secondary data was mainly adopted from the Internet, including the companies’ websites, databases and electronic journals in the school library. Obviously, literature review and secondary data are vital on forming interviews contents, while all of them establish a consolidated foundation for the following analyses.

In chapter four, the PEST mode was utilized to investigate the detailed circumstances of China’s telecommunications market, which is undoubtedly a vast potential market but is also ‘the least liberalised in Asia’ (World Market Analysis, 2005).

Subsequently, a particular case study of BT appears in chapter five involves main
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entry methods implemented by the UK carrier in offshore markets. Noticeably, the research is not only isolated in China’s telecoms market although it is a spotlighted section, it also addresses other regions

such as the US, western countries and Japan, where BT harvested fruitful results but also encountered a grisly end which seems more critical for both emerging telecoms and/or new entrants in globalization.

Finally, the analyses and recommendations based on findings are highlighted which are summarized in the following section due to their importance.

7.2 Summary of Findings, Implications and Recommendations Based on reviewing of literature, marketing considerations play an essential role when international companies select expansion approaches. Meanwhile, ‘local market knowledge is usually the foreign firm’ major lack when entering a host country’ s (Terpstra & Sarathy 2000, p.397). Hence, acquisitions and joint-ventures are two popular quick ways for a firm to get into international markets with greater controls and relatively lower risks. Particularly, in some markets that are to competitive or crowded to admit a new competitor, acquisitions and joint-ventures may be only two major ways for international operations to enter. This is verified by BT’s practical activities in the international expansion. For instance, BT has implemented these two entry patterns – acquisitions and joint-ventures in the American market where is regarded as the most competitive market in the world, achieving high performance in this market.

Moreover, besides the common factors influencing a firm’s choice of entry mode, it is instructive to regard the affect from government both in the home country and host country during a company’s globalization process, especially in the telecoms market which is in the extensive regulator environments. This theoretical

literature also has been proved by the alternative telecoms players. France and Germany carriers, for example, are very active in joint arrangements rather than acquisitions, the reasons
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are mainly from the attitudes of their government who hold majority stakes in the companies. While BT’s choice of entry approaches in China, it is significantly limited by Chinese regulator who does not allow acquisitions as an entry pattern adopted by international telecoms carriers in China. Therefore, the influence from the government is vital in telecoms industry.

Focusing on the BT case study, its entry methods fall into two basic categories: intermediate entry modes, including joint ventures, associated, strategic alliances; another one is hierarchical modes such as acquisitions. Implementation of these entry approaches differs from region to region. Normally, BT utilizes an integrated method involving the major approached above to enter a more lucrative offshore market in developed regions such as the US. Besides, the choice of collaborative partners tends to measure whether they also have had international experiences with attractive clients and strong competitiveness. More noticeably, joint venture is less utilized by BT recently and replaced with acquisition which may be due to the grisly end of BT’s last overseas foray.

Indeed, the international market is much more complex and diverse than the domestic market, especially in the telecoms industry where telecoms ‘must comply with extensive regulation’ (BT Group plc), which is normally distinctive in different regions, even in some developed countries. If appreciating BT’s

international experience, accurate understanding and analyses of regulation environments such as deregulation and regulation stability ensures BT’s globalization progress and is likely to be one of most valuable recommendations for other telecoms. Besides, exactly forecasting market size and growth rate is also worth referring to other carriers. On the other hand, the grisly failure on joint- venture due to diverging goals, double management and lack of trust between partners, which have theoretically confirmed the major issues associated with joint-ventures, is one of the major critical lessons from BT’s international expansion.
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Regarding the future operation of BT in China, it should pay more attention to coordination with its Chinese partners. However, some challenges such as developing trust and integrating different culture still need to be thought about carefully due to past disastrous lessons. In addition, the UK player should value the opportunities of 3G to achieve higher profitable performance, and should also widely ally with more Chinese private partners to provide its advanced key services to target markets.

7.3 Future Research According to Mr. Andy Green, CEO of BT Global Services, BT is likely to attempt a franchise model recruiting local operators to represent BT in the markets, instead of joint venture in the Asian market (Burkitt-Gray 2003). Would this model rarely adopted by other telecoms giants be successful, especially facing complex regulation barriers in Asia? Moreover, regarding joint-ventures and acquisitions which are still mainly implemented by BT and other leading telecoms, how to effectively

solve the common issues during collaboration such as developing trust, integrating distinct culture which have led to a high ‘divorce rate’of collaboration? All of them are worth researching in the future both in depth and width.
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Appendix I Research Proposal An Analysis and Evaluation of Entry Strategies in China’s Telecoms Market: A Case Study of BT Group This proposal will become a guide of the dissertation which will evaluate and analyze and evaluate BT Group, as one of Europe's leading providers of telecommunications services, how to enter China’s telecoms market with effective and efficient strategies. Undoubtedly, it is really necessary to do a brief proposal to conduct the dissertation. Meanwhile, any changes of direction in research will be updated based on this proposal under the supervisor’s direction. Therefore, this proposal tries to illustrate almost all important elements involved in the dissertation from six aspects: brief background of BT Group, research objective, relevant background of research, literature review, methodology and timetable. They will be stated briefly below.

1. Background of BT Group ’Headquartered in London, UK, BT Group is one of Europe's leading telecoms services provider. Its principal activities include regional, national and international telecoms services, high-value broadband and internet products and services, and IT solutions. It also provides network services to other licensed operators. It is a public limited company registered in England and Wales, with listings on the London and New York (US) stock exchanges’ (World Markets Analysis 2005). 1.1 Organizational Structure Figure

1 Organizational Structure
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(Source: World Markets Analysis 2005)

BT Retail - Provides communications products and services, including voice, data, internet and multimedia services. BT Wholesale - Provides network services and solutions in the UK. Services include ADSL, the delivery of private circuits, frame relay, and ISDN connections. BT Global Services (formerly known as BT Ignite) - Provides information and communications technology solutions and services. Its target market comprises over 10,000 multinational organisations with European operations. BT renamed Infonet as BT Infonet and integrated it with BT Global Services. BT Openworld - An internet business that provides services to its customers in the UK, via BT Internet and BT Openworld broadband. BT Exact - The company's research, technology and IT operations business. (Source: World Markets Analysis 2005) 1.2 International Presence — The company has its operations primarily in the UK and other European countries. — Through Infonet, BT has presence in more than 180 countries worldwide. (World Markets Analysis 2005) 1.3 Financial and Operational Performance 1.3.1 Overview
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Table 1 Key Financial Data and Ratios (£ m) Revenues Operating profit Net profit Total assets Current liabilities Capital employed Capital expenditure Ratios Operating margin (%) Net margin (%) Return on assets (ROA) (%) Return on capital employed (ROCE) (%) FY 2002-03* 18,727 2,794 2,702 28,119 9,643 18,476 2,445 FY 2002-03* 14.92 14.43 9.61 15.12 FY 2003-04* 18,519 2,889 1,414 26,565 8,523 18,042 2,673 FY 2003-04* 15.60 7.64 5.32 16.01 FY 2004-05* 18,623 2,864 1,821 26,950 12,461 14,489

3,011 FY 2004-05* 15.38 9.78 6.76 19.77

* FY-end: March (Source: Company SEC Filing FY 2004-05, cited by World Markets Analysis 2005)

1.3.2 Revenue Trends ‘During FY 2004-05, the revenue from New wave services, such as network-based IT services, broadband, ICT and mobility services, increased by 28.35% to £2.78bn, as compared to £2.17bn in FY 2003-04. However, this increase was partly offset by the decline in revenue from the traditional services segment from £10.77bn in FY 2003-04 to £9.78bn in FY 2004-05. The following figure depicts BT Group's total revenue for FY 2002-03 to FY 2004-05’ (World Marketing Analysis 2005).
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Figure 2 BT Group - Total Revenue (FY 2002-03 - FY 2004-05)

(Source: Company SEC Filing FY 2004-05, as cited by World Markets Analysis 2005)

BT Group derives the majority of its revenue from communication (BT Retail) and network services (BT Wholesale).
•

In FY 2004-05, BT Retail contributed £12.56bn to the total revenue, as compared to £12.94bn in FY 2003-04.

•

The revenue from BT Wholesale marginally increased by 1.13% to £8.98bn in FY 2004-05 as compared to £8.88bn in FY 2003-04.

•

The revenue from BT Global Services increased by 10.38% to £6.38bn in FY 2004-05, compared with £5.78bn in FY 2003-04.

The following figure depicts the segment-wise revenue trend of the company:
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Figure 3 BT Group - Total Revenue by Business Line (FY 2002-03 - FY 2004-05)

* Revenue generated by business lines also includes revenue from Intra-group activities.

(Source: Company SEC Filing FY 2004-05, as cited by World Markets Analysis 2005)

1.3.3 Financial summary by business units

BT Retail derives revenue from the following sources:
• • • • •

the supply of exchange lines; calls made over those lines; the leasing of private circuits and other private services; the sale and rental of customer premises equipment; and its narrowband and broadband internet access products.

BT Wholesale derives its revenues by providing network services to BT Retail and other BT business divisions, and from the company's interconnecting network with other operators. BT Global Services (formerly known as BT Ignite) mainly generates its turnover from outsourcing and systems-integration work, and from the fixed network operations of the company's European subsidiaries. It also derives revenues by providing web-hosting facilities for its customers. In FY 2004-05, BT Global Services' turnover increased by 10.36% to £6.38bn from £5.78bn in FY 2003-04.
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In February 2005, BT completed the acquisition of Infonet, a provider of international managed voice and data network services, for £520m. BT renamed the acquired entity as BT Infonet and integrated it with BT Global Services segment. 1.3.4 Profitability Trends ‘BT Group's net profit increased by 28.78% to £1.82bn in FY 2004-05 from £1.41bn in FY 2003-04. This can be attributed to the increase in top-line along with a 14.87% reduction in interest expense from £941m in FY 2003-04 to £801m in FY 2004-05’ (World Markets Analysis 2005). The following figure depicts BT Group's net profit trend. Figure 4 BT Group - Net Profit (FY 2002-03 - FY 2004-05)

(Source: Company SEC Filing FY 2004-05, as cited by World Markets Analysis 2005)

1.4 Company’s Strategy The key elements of BT's

strategy are:
•

growing inorganically to become the market leader in information and communication technology services;

•

extending mobility solutions to its subscribers, especially Wi-Fi through BT Openzone;

• •

transforming networks, systems and services to deliver converged services; enhancing its IP-VPN services to leverage its growing demand;
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• • •

gaining market presence through broadband; enhancing product portfolio through partnership; and launching innovative services to increase market penetration.

2. Research objectives With China joining the WTO in the November 2001 and China’s telecoms market has been opening gradually to foreign telecoms according to the relevant rules of the WTO, it is undoubtedly worth exploiting massive and potential China’s telecoms market for the BT Group. Although there are potential risks with entry, for example, co-operation or joint-venture are almost only two major strategies for foreign telecoms companies to enter China’s telecoms market due to due to ban on whole-owned investment for them, however, uncertain reforms and restructuring in current China’s telecoms industry is still in process, which causes it is difficult to decide with whom (domestic telecoms) to implement business in China, the BT Group still should pay executive attention to China’s massive developing telecoms market, and exploiting effective and efficient entry strategies is vital for the company as well.

Focusing on this point, the dissertation will exploit and determine the key questions which are shown below. l To identify alternative entry strategies for companies during the

internationalization

process; l To investigate the current circumstances of China’s telecoms market, and forecast trends for telecoms services in China; l To evaluate the BT Group’s current situation, focusing on its international expansion; l To analyze the BT Group’ entry strategies in China’s telecoms market associated with appealing opportunities and critical elements to the BT Group; l To provide implication and recommendation to the BT Group’s future
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development in China’s telecoms market.

3. Background on sectors to be researched — The Chinese government’s vows on opening telecoms market under the WTO protocols (see Table 2). Table 2 The regulation for foreign investment in China’s telecoms sector Type of Service Maximum Foreign Investment Threshold 30% on accession, 49% one year post-accession, 50% two years post-accession 25% on accession, 35% one year post-accession, 49% three years post-accession 25% three years post-accession, 35% five years post-accession, 49% six years post-accession

Value-added services

Basic mobile voice/data services Domestic and international services (voice, packet and circuit switched data service, fax and international closed user group voice and data services) (Source: World Market Analysis, 2005)

The detailed the opportunities and risks should be exploited deeply associated with these vows in the dissertatio n. Besides, the massive and potential telecoms requirements from domestic companies and multinational organizations in China also should be analyzed. — The reforms, situations and trends of China’s telecoms companies Due to reforms or restructuring of China’s telecoms companies 

is still in process, the flowing names are current six major telecoms services providers in China: China Netcom Group, China Telecom Group, China TieTong Telecommunications Corporation, China Satellite Communications Company, China Mobile Corporation, China Unicom Corporation. Except the last two companies which only operate mobile services, the rest companies cover all telecoms services except mobile
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services.

Howeve r, the restructuring of these telecoms companies is still in process in order to effectively compete against foreign telecoms organizations after join the WTO. Meanwhile, the launching license of 3G mobile service are regarded a vital chance to gain competitive advantages not only for domestic telecoms companies but also for foreign organization which have operated business or are waiting for entering China’s telecoms market. All of these should give deep and wide analysis in the dissertation.

— The BT Group situation including its a few attempts in entry of China’ s telecoms market In March 2002, the BT Group signed the co-operation protocol with Chinese privately owned telecom service provider 21ViaNet (China) Inc; In September 2004, the BT Group announced the project of co-operating with China Netcom Group; Besides, other competitors’ entry actions should be analyzed in the dissertation, such as AT&T, France Telecom and so on, which have operated business in China.

4. Literature Review — Theories Based on a wide range of reading, lots of basic theories will be applied, such as the components of competitor analysis, segmentation and targeting strategy, evaluating resources/capabilities of company, competitive

advantage (cost leadership,

differentiation, focused cost leadership and focused differentiation), international market entry and development strategies, complementary alliances, and joint ventures and so on. — Models Some models will be used in the dissertation accompanied detailed analysi. For example, Marketing Mix -7 Ps, PEST, Porter’s 5 Forces, SWOT, Marketing
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segmentation, targeting strategies and positioning (perceptual map), Ansoff Growth Matrix, GE Matrix and so on.

5. Methodology — Philosophy The positivism philosophy is to be adopted in the research. — Research Strategies As one of major methods in quantitative research strategy, interviews will be adopted properly. Interviewees will focus on BT Group’s China’s partners, such as 21ViaNet (China) Inc and China Netcom Group. Undoubtedly, interview of BT Group’s related staff is vital to determine the key questions in the dissertation. However, it is unlikely to implement easily, therefore, whether adopting other various strategies should be guided by the supervisor. — Data Collection Primary data and secondary date will be adopted from relative literatures, internet and other sources in the school library.

6. Timetable
Stage & Stage Tasks Apr.

May

Jun.

Jul.

Aug.

9th Sep.

Feedback on dissertation proposal from supervisor Preparation pilot, period of information gathering discuss with supervisor collation, analysis and interpretation of data Write first draft following discussion with supervisor Revision and improvement of dissertation following discussion with supervisor Submission
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Appendix II Stages in Planning, Negotiating

and Managing Joint Ventures 1. Joint venture objectives
Establish strategic objectives of the joint venture and specify time period for achieving objectives.

2. Cost/benefit analysis
Evaluate advantages and disadvantages of joint venture compared with alternative strategies for achieving objectives (e.g. licensing ) in terms of: – financial commitment – synergy – management commitment – risk reduction – control – long-run market penetration – other advantages/disadvantages

3. Selecting partner(s)
– profile of desired features of candidates – identify/screening of candidates and draw up shortlist – initial contact/discussions – choice of partner

4. Develop business plan
Achieve broad agreement on: – partner’s inputs (commitments of finance; technology; management; etc.) – venture outputs (products and markets supplied; dividend and payout policy; etc.) – management style and decisionmaking processes (centralization v. local autonomy; reporting relationships; etc.) – performance evaluation system (assounting and financial controls) – marketing policies and practices (marketing mix) – production and procurement policies – personnel polic ies – R&D policy

5. Negotiation of joint venture agreement
Final agreement on business plan

6. Contract writing
Incorporation of agreement in legally binding contract allowing for subsequent modifications to the agreement

7. Performance evaluation
Establish control systems for measuring venture performance Source: Young et al 1989, p.233
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Appendix III Analysis of Prospective Partners 1. Finance
(i) Financial history and overall financial standing (all the usual ratios).

(ii) Possible reasons for successful business areas. (iii) Possible reasons for unsuccessful business areas.

2. Organization
(i) Structure of organization. (ii) Quality and turnover of senior managers. (iii) Workforce conditions/labour relations. (iv) Information and reporting systems, evidence of planning. (v) Effective owner’s working relationship with business.

3. Market
(i) Reputation in market place and with competitors (ii) Evidence of research/interest in service and quality. (iii) Sales methods, quality of sales force. (iv) Evidence of handling weakening market conditions. (v) Results of new businesses started.

4. Production
(i) Condition of existing premises/works. (ii) Production efficiencies/layouts. (iii) Capital investment and improvements. (iv)Quality control procedures. (v) Evidence of research (internal/external), introduction of new technology. (vi) Relationship with main supplies.

5. Institutional
(i) Government and business contacts (influence). (ii) Successful negotiations with banks, licensing authorities, etc. (iii) Main contacts with non-national organizations and companies. (iv) Geographical influence.

6. Possible negotiating attitudes
(i) Flexible/hardline. (ii) Reasonably open/close and secretive. (iii) Short-term or long-term orientated. (iv) ‘Wheeler/dealer’ or objective negotiator. (v) Positive quick decis ion taking or tentative. (vi) Negotiating experience and strength of team support. Source: Walmsley 1982, p.68
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Appendix IV The Interview Questions For BT

The following interview questions mainly focus on three aspects: firstly, the introduction of BT’s entry methods in China’s

telecoms market, including the vital or determinative guided elements for BT when it decided the optimal entry strategy; secondly, the analysis of the current operation which involves macroenvironment, competitive markets, the Chinese partners; finally, the operative forecast for the future related to provision of its key advantaged telecoms services and potential opportunities in China

1. Can you briefly introduce the BT’s entry approaches into China’s telecoms market, including the time, methods and intention?

2. I have noticed that BT chose a relative small Chinese company whose core business focuses on particular data services as the first attempt in China’s telecoms market, unlike AT&T who jointed venture with China Telecom. What was the key considerable element when BT made this decision? Was it because of the serious financial status BT was facing in that time?

3. Subsequently, BT allies with the monopoly - China Netcom. What are the vital or determinative guided elements for BT to decide the optimal entry strategy? What are the common element(s) of this term for other foreign telecoms when they enter China?

4. What the telecoms services does BT provide currently in China? What are the primary objectives? Who are the target customs? Is it going smoothly with level-headed steps according to your operative plans, or toughly due to some uncontrollable external issues?
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5. What are the detailed collaborative contexts between BT and the two Chinese partners, such as R&D, ma rkets and customers?

6. How do you value these co-operations? Whether are there inharmonic conflicts between the British company and

the Chinese partners such as company culture, managerial styles? How does BT deal with them?

7. How do you appraise the Chinese regulatory environment?

8. Whether the continual reforms and restructurings in the domestic telecoms markets could influence BT’s business in China?

9. What critical elements do influence BT’s operations in China?

10. Currently, BT is transforming from a traditional telecoms provider to an integrated IT network services provider, do you think whether China’s commercial circumstance has been mature for BT to implement the new strategy? How have you done?

11. Whethe r has BT been providing the new core services: ICT, mobility, broadband and managed services in China? How do you serve?

12. Which telecoms unit(s) would be the most profitable with minimum risks for foreign entrants under the regulation policies?

13. Do you think 3G is a valuable opportunity for foreign carriers to expand business in China? How would BT hold this chance with its Chinese partners?

14. I ever saw a speech of Sir Andy Green - the CEO of BT Global Services, said
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franchise model will be one of the major arrangements in BT’s strategy in the Asian market instead of joint- ventures due to the real lesson from the experiences with MCI and AT&T. Do you think it could be implemented soon in China where competition circumstances are quite distinctive from other Asian regions?

15. Please forecast the trends of China telecoms industry in the future and what further blueprints would be drawn by BT.
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Appendix V The Interview Questions For 21ViaNet

1. Could you please introduce the detailed collaboration

with BT? How important is it in the whole company business?

2. What are the implications of the cooperation for 21ViaNet?

3. I have noticed that 21ViaNet had been served some multinational enterprises on IDC services before collaborating with BT. Do you think these experiences are helpful for developing the cross national alliance between 21ViaNet and BT? How important are they?

4. Are there some conflicts within the cooperation? How do you value some potential risks?

5. What are the further collaborative methods with BT in the future?
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Appendix VI The Interview Questions For China Netcom

1. Could you please introduce the detailed collaboration with BT? How important is it in the whole company business? What are the implications for the company?

2. Whether the inter- integration such as network assets, customers, markets has been completed after the latest restructuring?

3. What is the major strategy of company? How is the current marketing performance, especially in the south of China where another monopoly – China Telecom dominates?

4. How do you appraise the regulatory environment in China’s telecoms market?

5. From an opinion of a domestic monopoly, what is the most challenged barrier for overseas telecoms who want to expand business in China?

6. In the real experience of collaboration with BT, what the critical issues should be on the alert for both parties?

7. How do you evaluate the opportunity of 3G? Would it be vital not only for the company but also for foreign entrants?

8. Whether would the rumour of new industrial restructuring be possible? What would it be?

9. What are 

the further blueprints of company? Focusing on the alliance with BT, Whether does China Netcom have willingness to develop the deeper and wider collaboration in the future? How could the company do that?
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Appendix VII Glossary 3G Third-generation mobile system — the generic term for the next generation of mobile wireless communication networks

Broadband A method of transmitting larger amounts of data, voice and video than telephony networks allow. In this report broadband channels support rates above the 128kps.

CDMA Code Division Multiple Access – it is regarded as the preferred technology for 3G mobile service.

Circuit Switching A networking technology that provides a temporary but dedicated connection between two stations regardless of the number of switching devices through which data is routed. Analogue circuit switching has been replaced by digital circuit switching. The digital technology still maintains the connection until one speaker hangs up.

FTTP Fiber to the Premises which refers to a broadband telecommunications system based on fiber-optic cables and associated optical electronics for delivery of broadband service to homes and businesses

GSM Global System for Mobile Communications — the standard digital cellular phone service of Europe, Japan, Australia and elsewhere.

IP
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Internet Protocol. Packet-based protocol for delivering data across networks.

IP Network A network that uses the Transmission Control Protocaol (TCP)/IP protocol.

IP Telephony A set of technologies that enables voice, data and video collaboration over existing IP-based LANS, WANs, and the Internet. IP technology

uses open standards to move multimedia traffic over any network that uses IP.

VOIP Voice over IP — see IP telephony.

(Source: Keynotes, 2004)
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