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ABSTRACT
With China being a member of the World Trade Organization (WTO), more foreign construction-related consultancy firms (foreign firms) are expected to operate in China.  The aim of this research is to identify critical strategies and important practices that would improve a foreign firm’s project performance. The results show foreign firms need to adopt a combination of both Western (differentiation, cost leadership) and Eastern strategies (risk responsiveness, swiftness) in order to achieve a higher level of performance in China.  Foreign firms may assess their likely performance using the developed and validated models.  Some instruments/practices to improve performance in China are also offered.
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Introduction 

China’s economic expansion has attracted an increasing number of foreign construction-related consultancy firms (referred to as foreign firms hereinafter). It is important for the foreign firms to have superior performance so as to secure more projects.  Many studies (eg. Yates, 1994; Jennings and Betts, 1996; Ling et al., 2005) have adopted Porter’s (1980) Western management principles to achieve superior performance.  In addition, firms also network with each other to build trusting relationships and seek mutually supportive actions (Devilbiss and Leonard, 2000).  
The research problem is that when foreign firms enter China, it is not known how they customize their erstwhile Western management principles to incorporate Chinese norms and guanxi (relationship) building. The knowledge gap is that there is a lack of empirical studies on the suitability of combining certain Western business strategies with Chinese norms to achieve superior performance.

The objectives of this study are to: (i) identify strategies that foreign firms adopt which lead to competitive performance; and (ii) construct and validate models to predict the performance of foreign firms in China.  As China is a large country, the scope of study is confined to foreign firms operating in Beijing and Shanghai.
Literature review  

The conceptual framework for identifying critical strategies which influence foreign firms' performance in China is underpinned by Porter's (1980) generic competitiveness strategies, Sun Tzu's military strategy (Griffith, 1963), and network strategy (Granovetter, 1985).  Based on the literature review, the components of critical strategies are: Cost leadership (C), Differentiation (D), Focus (F), Swiftness (S), Adaptability (A), Market intelligence (M), and Network (N).  A firm’s performance is operationalized into P1 – P7.  See details in Table 1.  Competitiveness performance of a foreign firm was investigated by comparing the firm to its competitors.

This study hypothesizes that a foreign firm in China will improve its performance when it considers strategies of both Western and Chinese origins. This is because a firm must craft strategies based on the nature and character of the competitive conditions it faces, especially since the nature of complexity in China is very different from those of Western industrial countries (Boisot and Child, 1999). 
<Table 1 here>
Research method

A data collection instrument in the form of a survey questionnaire was designed.  The structured questionnaire had three main sections.  The first section required respondents to provide some general information about themselves and their firms. In the second section, respondents were asked to evaluate their competitiveness compared to their major competitors in seven areas (P1 to P7).  A 7-point Likert scale was used, where 1 represents “my major competitor is far superior to my firm”, 4 represents “my firm has the same competitiveness as my major competitor”, and 7 stands for “my firm is far superior to my major competitor”. The third section asked respondents to rate the extent to which their firms adopted the 56 practices operationalized from Porter (1980), Sun Tzu and network strategies. The rating was based on a 7-point Likert scale, where 1 represents “my firm does not practise this”, 4 represents “my firm practises this to a moderate extent”, and 7 stands for “my firm practises this to a great extent”.  The questionnaire was then translated to Chinese.  Before an industry-wide survey was conducted, a pilot test was carried out with three foreign consultants and minor amendments were made to improve the questionnaire.

The population comprised foreign firms operating in Beijing and Shanghai, since these two cities attract a large volume of foreign direct investment, and have extensive development projects. The Foreign-invested Enterprises in Beijing and Shanghai were used as sampling frames.  138 foreign firms were randomly selected.  They were contacted through telephone and by post.  
Data sample characteristics

Of the138 survey packages sent out, 37 responses were received, giving a response rate of 26.8%.  As shown in Table 2, the majority of respondents are in senior management, playing major roles in their companies’ operations in China’s construction market. With an average of 7.4 years in China, they are relatively experienced and their views noteworthy. The majority of respondents’ firms provide architecture and engineering consultancy services, and are mainly involved in general building projects. The majority of the respondents have won projects based on selective bidding and prequalification. This suggests that they have been exposed to competitive bidding to win contracts.
<Table 2 here>

Data analysis 

The Partial Least Square technique (PLS) of the Structural Equation Model (SEM) approach was utilized to develop models to predict the level of competitiveness of foreign firms, since PLS avoids many of the restrictive assumptions underlying maximum-likelihood techniques (Chin and Newstead, 1999).  Following SEM’s convention, variables are termed as “constructs” to denote unobserved or latent variables and “measurement items” to refer to the observable and measurable variables grouped under each construct. 
The results of PLS-SEM are shown in Table 3. The independent variables (predictor constructs) are the critical strategies adopted by foreign firms (FAC1 to FAC8). The dependent variable (predicted construct) is one of the dimensions of competitive performance (Y1 or Y2).  

<Table 3 here>
Model development

The t-test of the mean identified 44 practices that are significantly adopted (t value positive and p< 0.05). These were subject to confirmatory factor analysis (CFA) using SmartPLS Structural Equation Modelling (SEM) software (Ringle et al., 2005).  Three constructs (FAC1 to FAC3) were established from 13 practices within Porter’s (1980) generic competitive strategy; 15 practices within Sun Tzu’s war strategy are categorized into three constructs (FAC4 to FAC6); and two constructs (FAC7 and FAC8), comprising nine measurement items extracted from Network strategy.  The labels for FAC1 to FAC8 are shown in Table 3.  
The tests adopted to ensure reliability and validity were: composite reliability (C.R); average variance extracted (AVE); importance weights; factor loadings; and t-statistics.  The resultant structural models were evaluated by “magnitude of variance explained” (R2) for each predicted (dependent) construct and the “percentage of variance” (PV) explained by each predictor construct. Using a set of rules to evaluate R2 as well as PV, a trimming process was conducted to eliminate redundant paths in the model until satisfactory results were achieved. Finally, F-test was conducted to check the significance of R2 of the trimmed model. 

Results 1: Dimensions of competitiveness  

The result in Table 3 shows that two dimensions of competitive performance (Y1 and Y2) emerged from the factor analysis, after P7 was removed because of its low item-to-total correlation (0.27 which is less than the threshold level of 0.30). Y1 comprises P1, P2 and P3, is labeled as “Quantitative Performance”.  Y2, labeled as “Qualitative Performance” comprises P4, P5 and P6.  There are high level of convergent validity, and uni-dimensionality of individual structure because the factor loadings are large and t values are significant (p< 0.05). There are no excessive cross-loadings (all < 0.45) on more than one factor, thus the discriminate validity of underlying structures is adequate. The internal measurement items within Y1 and Y2 are reliable, proved by the satisfactory composite reliability scores. There is convergent validity of individual constructs due to high AVEs.

Results 2:  Predictive models of competitiveness 
Table 3 shows 8 constructs (FAC1 to FAC8) emerged from the factor analysis.  The results in Table 3 shows that factor loadings are considerable enough and statistically significant, which indicate a high level of convergent validity. The composite reliability scores of constructs are higher than the threshold level of 0.70, indicating reliability of the internal measurement items within each construct. The AVEs for conducts exceed the 0.5 threshold, suggesting the convergent validity of individual constructs.  

Table 4 shows the path analysis results of the trimmed PLS models.  After removing redundant paths and those that are not significant, seven significant (p< 0.05) paths remain.  The trimmed PLS-SEM model has a better explanatory power of competitive performance than the untrimmed one due to its higher R2 values, and each of the predictor constructs has accounted for at least 1.5% of the total variance explained in their respective predicted components.

<Insert Table 4 here> 
The PLS-SEM mathematical models to predict performance are presented below.  
Y1= 0.412(FAC3) + 0.350(FAC5) – 0.301(FAC8)                                 …………..Eq. 1
Where:

Y1 = quantitative performance level of a foreign firm in China

FAC3 = construct score of a firm’s cost leadership strategy


FAC3 = 0.245(C1) + 0.251(C2) + 0.287(C5) + 0.217(C6)           ..………..Eq. 2
FAC5 = construct score of a firm’s market-oriented swiftness


FAC5 = 0.275(A1) + 0.307(A2) + 0.207(S4) + 0.210(S5)          ….….…….Eq.3
FAC8 = construct score of a firm’s resource-network


FAC8 = 0.280(N4) + 0.271(N9) + 0.273(N13) + 0.176(N14)           ..……..Eq. 4
Y2 = 0.65(FAC1) + 0.338(FAC3) + 0.331(FAC4) – 0.26(FAC6)              .………...Eq.5
Where:

Y2 = qualitative performance level of a foreign firm in China

FAC1 = construct score of a firm’s differentiation strategy


FAC1 = 0.095(D1) + 0.133(D2) + 0.209(D3) + 0.172(D4) + 0.223 (D5) + 0.167(D6)     





                                    ………….Eq. 6
FAC3 = construct score of a firm’s cost leadership strategy (see Eq.2)
FAC4 = construct score of a firm’s risk responsiveness 


FAC4 = 0.116(A3) + 0.109(A4) +0.101(A7) + 0.175 (S1) + 0.121(S6) + 0.116(M3) + 0.122(M4) + 0.169(M6)                                                      …………..Eq.7
FAC6 = construct score of a firm’s client-oriented swiftness

FAC6 = 0.335(S3) + 0.309(S2) + 0.356(A5)                                         …………..Eq. 8
Discussion 

The first objective of the study is to identify strategies that lead to competitive performance (Y1 and Y2).  To achieve Y1 (quantitative performance), foreign firms should adopt strategies relating to cost leadership (FAC3) and client-oriented swiftness (FAC5).  To achieve higher Y2 (qualitative performance), foreign firms should embrace differentiation (FAC1), cost leadership (FAC3) and risk responsiveness (FAC4).  The second objective to construct and validate models to predict the performance of foreign firms in China was achieved through the two robust models that were developed using PSL-SEM (see Eq. 1 and Eq. 5).  

Adopting cost leadership strategy (FAC3) leads to improved Y1 (Eq1) and Y2 (Eq 5).  This comes about when a firm has achieved certain economies of scale.  It is recommended that foreign firms learn continuously, establish vertical linkages, reconfigure their value chain and reduce their cost of operations to enable them to have cost leadership, and thereby achieving superior Y1 and Y2.  

Adopting market-oriented swiftness (FAC5) leads to better Y1.  Foreign firms are urged to have adaptable organizational structures, continuously innovate and market their product offerings and improve their speed of execution.

The results in Y1 (Eq. 1) show that resource network (FAC8) has a negative influence on competitiveness, suggesting that foreign firms should network less and share less knowledge with other firms so that their own competitiveness can be enhanced.  This may be because Chinese and foreign firms have not established sufficient trust with each other for them to share knowledge.  

To achieve Y2, foreign firms need to adopt differentiation strategy (FAC1) by tailoring their products to customers’ requirements, and have “risk responsiveness” (FAC4). Foreign firms are recommended to have an adaptability mechanism, provide alternative solutions when there are environmental changes and compensate for losses owing to unexpected events.  

To achieve qualitative competitiveness (Y2), Eq. 5 shows that firms should practice less client-oriented swiftness (FAC6). The finding suggests that accommodating clients’ requests to accelerate the project should be minimized as this may compromise project quality and inconvenience the public.  The finding indicates less participatory decision making as this slows slow down the project. 
Y2 shows that competitiveness is achieved by adopting both differentiation (FAC1) and cost leadership (FAC3) strategies concurrently. The finding suggests that differentiators need to consider cost because construction clients are price-sensitive. 
Conclusion

This study contributes to knowledge by designing and testing a new framework to show how foreign firms operating in China can be competitive through the adoption of certain critical strategies.  This framework contributes to knowledge because it integrates three major concepts: Porter's (1980) generic competitiveness strategies, Sun Tzu's military strategy (Griffith, 1963), and network strategy (Granovetter, 1985). 
The main finding is that to be competitive in China, foreign firms need to be able to achieve both differentiation and cost leadership. The implication is that foreign firms need to provide superior products and concurrently be capable of controlling costs in order to satisfy the demands of Chinese customers. Some of the ways to achieve this include being familiar with the market before entering China, being proactive and being prepared to deal with changes in the environment. 

This study contributes to practice by providing foreign firms with two mathematical models to guide them in selecting strategies to enhance their competitiveness in China. The next contribution is that foreign firms could assess their own competitiveness using the two mathematical models.  By rating themselves objectively against each practice and calculating their aggregate scores, they would have an indication of whether they are operating competitively in China. In areas of low ratings, they could take corrective actions to improve their performance.  

One of the limitations of this study is that the measurement tool for measuring foreign firms’ performance is a scale-based measure, which may not truly represent the actual situation or the objective value for the firm's performance in the market. The research did ask for more objective data, but due to privacy and confidentiality issues, many respondents did not fill up the information.  
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