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Case Synopsis
[bookmark: _GoBack]In 2004, General Motors in China was experiencing a new set of challenges in an overly multifaceted business environment. The structure of the automobile industry was fluctuating rapidly, projections for the demand and supply of vehicles had guaranteed a considerable increase in revenues and profits. However, the optimism has suddenly faded. China's WTO membership formed prospects of a level playing field for foreign direct investment, but substantial barriers remained, comprising ongoing government intervention, intense competition from state-owned assembly firms, subjective policies like sector-specific restrictions on credit and violations of intellectual property. 
In the meantime, the inflation was gradually increasing, and the Chinese government was unconvinced on how to execute its monetary and fiscal policies. The government had generated a feasible motor vehicle strategy which had accomplished exceptional success for the foreign investors such as GM as the domestic firms did not have design capabilities, modern technologies, and management capabilities. However, by 2004, there was uncertainty as to whether the government’s strategy would be modified and GM’s future strategy in China. In light of this, General Motors was forced to re-evaluate its corporate strategy by considering two primary options.
Problem Statement
The problem that General Motors in China encountered was that the already complex business environment was changing vividly. The prospective business opportunities had created intense competition from domestic companies and foreign competitors. GM was facing new challenges from the rivals such that they were compelled to review corporate strategies to overcome the obstacles (Conklin, 2006). The first option was to maintain its operations in China in a risky and uncertain business environment by amending its corporate strategy to adapt to the dynamic environment. The joint venture with SAIC had been tremendously profitable, but there was uncertainty that the relationship would continue indefinitely. The other option was to diversify China’s risks by making investments in other emerging markets such as India and other Asian nations with no joint venture requirements, large populations, low wages and optimistic forecasts of growth.
General Motors Current Strategy in China
Established in 1908, General Motors was the leading vehicle manufacturer across the globe, with 15% of the automobile market share and operations in 32 nations (Holstein, 2009). In 1992, General Motors created several joint ventures with state-owned enterprises in China. At the time, the globalization of models, dramatic changes in operations and heightened competition occasioned the evolution of mergers and acquisitions strategies as corporations shifted to joint ventures and strategic alliances to realize their development objectives (BenDaniel, Rosenbloom, & Hanks, 2002). A joint venture entails one or more companies have a collaborative approach of launching a range of business initiatives, comprising new products and services, distribution channels, and new business lines. The joint venture is essentially a partnership which forms a new entity where the parties contribute staffs, equipment, financing, intellectual property, and other assets.
The joint venture strategy in China accomplished exceptional sales and profit levels. Other advantages include China as a growing economy offered abundant business opportunities owing to the low labor costs and other government policies. China’s significant population was advantageous to General Motors in increasing its market share under the Shanghai General Motors, SAIC-GM Wulling Automobile, Shanghai GM Dong Yue Motors, Shanghai GM Dong Yue Automotive Powertrain, GM Warehousing and Trading, and GM-China Investment. Nevertheless, two main forces that had a negative impact on GM’s joint ventures strategy in China namely, the WTO Provisions and state intervention. The WTO enforced provisions and limitations for the domestic investors like import quotas and higher tariffs on motor vehicles. In 2004, the government executed new precincts and protocols for the FDI in the automobile industry that favored domestic and state-owned companies instead of foreign companies.
Business Environment Risks in China
The business environment in emerging markets like China have key features. Some of the systemic changes include privatization, restructuring of banking and other financial institutions. There is increased privatization and openness of former bureaucratic closed economies. There is the elimination of the state interventionism and legacies (Perkins, Morck, Yeung, 2008). There are regional and global integrations based on principles of free markets and private property. There are some business environment risks that General Motors faced in China such as protectionist policy, government regulations, and policy constraints, monetary policy, violation of intellectual property rights, immature financial practices, and corporate legal system. We shall use the Porter’s model and SWOT to conduct a comprehensive internal and external analysis.
Porter Analysis
The 5-forces model of environment analysis was established by Michael Porter to examine a company’s or products competitive environment which acts as the foundation of marketing research for a specific industry (David, 2005). Through the Porter's Theory Analysis, one can be aware of the firm’s market position and any challenges that would determine if the firm should venture into an industry or sustain growth in an industry. 
The threat of new entrants into the auto industry is low
The risk of new participants venturing into Chin’s auto industry is small. This can be attributed to various factors such as the massive capital investment necessary for entry into the industry. Also, the enormous operational costs and higher-quality standards that have been set by industry’s market leaders and consumer’s expectations would deter more firms from joining the industry. Besides, to enter the markets, the company needs huge investments in technology, research, and development, facilities such as processing, warehousing, assembling, and transportation. Further, China has expertise on the technical front, so entering into the markets without superior and modern technological skills would be useless. The Chinese market already has numerous players who are doing well and have built a strong brand and image, so entry into the industry is enormously complicated.
The bargaining power of local and foreign buyers is high
The Chinese economy and financial structure are departing toward betterment daily. The Chinese lifestyle is improving as the nation gradually becomes economically stable which, in turn, will lead to higher standards of living among its citizens. Though, the population is over a billion, which infers that there are diverse market segments with varied preferences. Today, the global buyers select goods based on quality, reliability, and brand equity in place of giving attention to the prices. But in China, a majority seek lower prices when making purchase decisions, so the price is the primary determinant. Due to intense competition from the domestic auto companies, which offer vehicles low prices and greater variety, one can conclude that the bargaining power of purchasers is high. As cited in the case study, China in a few years’ time might be the leading global manufacturer by assuming Japan’s leading position.
The bargaining power of auto parts’ suppliers is medium
The suppliers’ influence in the Chinese auto industry is medium since the suppliers and manufacturers form strategic alliances. The suppliers possess a more extensive range of strategic partnerships with the manufacturers, though, both parties value long-term associations for their prospective interests in the auto industry. The supplier has a significant role in attaining success, so companies attempt to retain suppliers to maintain consistency in quality standards. Also, the strategic alliances with the suppliers are aligned to support smooth operations, efficiency in production, and maintaining market reputation. Acquiring high-quality inputs is one of the most significant tasks for which companies value efficient suppliers who meet their higher demands. The raw materials like auto parts in the industry are expensive and quality oriented hence, forming alliances with other suppliers is relatively hard. Owing to the competitive industry and need for high quality, the suppliers are aware that there is higher market demand so they can quote any prices.
The degree of business rivalry is high
The contention in the Chinese auto industry is quite high since the market constitutes large domestic and state-owned competitors who compete head to head with GM in the local, as well as global markets. Other foreign automobile manufacturers are making investments in China such as Toyota and Volkswagen which augment the level of competition in the industry. The primary competing elements are pricing, diversity of models, and differentiation based on quality. In China, the labor costs are low, and the Chinese government supports the local industry. Hence, the rivalry is quite high.
The threat of substitutions is high
The danger of substitutions is high as other modes of transport can be used to ferry individuals. The country does not have a nationwide highway system, so driving cars was limited to few roads in each city. Individuals may opt to travel through trains, airplanes, buses, and sharing vehicles instead of buying cars to save fuel costs and maintenance costs. Besides, the government has invested heavily in an efficient public transport system for its citizens which is a valid substitute.
SWOT Analysis
	Strengths 
	Weaknesses

	· Global brand with an extensive international presence
· Stronger brand equity in the Chinese markets
· Larger market share
· Financial stability by financing car purchase 
· Rapid increase in demand for motors vehicles.
· Modern technologies, skills, expertise
· GM operates six JVs and two fully owned enterprises.
	· Anticipated decline in sales and profits 
· Strategic issues concerning acquisition of domestic partnerships’ interest in its joint ventures 
· Protection of intellectual property
· Low levels of organizational configuration
· WTO Membership led to weak trading strategy.
· Obsolete auto technologies
· Overreliance on USA markets 

	Opportunities
	Threats 

	· Long-term potential as the Chinese population is increasing
· Lower labor costs and high supply of labor
· Rapid economic growth 
· Increase in demand due to higher purchasing 
· The WTO favors foreign businesses 
· GM can manufacture new models like hybrids to target diverse customer segments
·  Expanding Chinese living standards 
	· The regulations imposed by the government pose major threats for GM’s expansion plans.
· Air pollution
· Challenges in the protection of intellectual property.
· Over-capacity which leads to low prices and profit margins 


Recommended Future Strategies
Based on the above analysis, there are still immense opportunities for GM in the auto industry and the country. There is no uncertainty that GM has suffered from rules and regulations imposed by the Chinese government. But, the firm needs to focus on how to tackle the problems and grow rapidly in the growing industry and markets. The management should review their core strategy to adapt to the set standards and new legislation enforced by the WTO and Chinese Government to survive in the auto industry. GM can utilize its strong brand image and financial ability to seize the opportunities and challenges in a positive manner. 
One of the most significant opportunities is increasing its market share in China’s untapped electric/ hybrid markets. Owing to the high levels of air pollution in the country, there is a growing demand for electric/ hybrid cars. Since GM already has the manufacturing plants, strategic partnerships with local suppliers, the firm need to invest in the technology and enjoy a fast-mover advantage in the Chinese and other emerging economies in the Asian region. This will address the challenge of low sales as there is a high likelihood that GM will enhance its customer base and increase market share. The strong brand image will play an essential part in expanding the firm’s profits in the industry since GM has maintained successful operations in China since 1992, unlike the newcomers. 
GM should concentrate on its inventory management strategies by using Just in Time to tackle the challenge of obsolescence and overcapacity. In the end, this will enhance their performance by decreasing wasted inventory and storing and handling costs. GM should strive to compete and retain its dominance in the industry by implementing value-added operations to gain a competitive edge and manage its pricing policies in an overly price-sensitive market segment. 
Moreover, GM can invest in alternative fuel research and development as a means of diversifying its risk in a growing but challenging market. The Chinese market is the second largest oil importer, and China is ranked the sixth position among most polluted cities in the world. The government has fixed timelines for meeting the international GHG emissions standards. GM can capitalize on national immature infrastructure and access to skillful and cheap human capital to leap forward towards the untapped clean-energy technology. Lastly, GM could grow its market to include the neighboring emerging economies like Thailand. This will aid in the conversion of existing overcapacity to exports. These markets could also increase the future market share and sales revenues for GM.
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