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Abstract This study reviews the research on foreign business management in China
and analyzes 193 articles published in English in 13 academic journals between
1980 and 2008. The studies were classified based on the type of research, the main
topic, and the methods employed. The studies were then mapped and their key
research findings and conclusions were highlighted. A three-stage model of market
transition was developed to contextualize the work, and this helps explain the
shifting focuses in the literature and identify directions for future research.
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Increasing global economic integration has turned China into a leading destination
for foreign direct investment (FDI) (World Investment Report, 2005). Since China
opened up for foreign investment in the late 1970s, foreign business has played an
important role in transmitting capital, knowledge, and management systems into
China (Luo, 1999b; Shenkar & Li, 1999), and it has emerged as one of the key
drivers behind China’s rapid economic growth, (Buckley, Clegg, & Wang, 2002;
2007a; Wei & Liu, 2006). Being a transition economy, China presents difficult
challenges for foreign investors. Foreign investors entering and operating in China
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must continually reprioritize their strategies and operational policies to cope with the
changing regulatory and market landscapes (Luo, 2007b; Peng, 2000).

Have the evolution and development of foreign businesses in China been well
documented in the literature? How satisfactorily has scholarly research on foreign
business and management in China addressed the salient issues, generated useful
findings, and enhanced our understanding? What contributions have these studies
been able to make to global management knowledge? And more importantly, can we
frame a research agenda to show where we should be heading in improving the rigor
and theoretical contributions of future research?

A review of the state of our knowledge provides a useful first step in addressing these
issues. In this study, we set out to provide an overview of the research on the
development of foreign business management in China. We had three main objectives.
The first was an analytical description of the body of international management (IM)
literature regarding foreign firms’ strategy, management, and organization in China. We
reviewed the IM research published in 13 leading journals from 1980 through 2008. Our
review identified 193 articles. We categorized each article by the type of research (Tsui,
2004, 2007; Werner, 2002), the key topic (Werner, 2002), and the research methods
(Kirkman & Law, 2005; Tsui, Nifadkar, & Ou, 2007). The second objective was to
map the contributions of these studies by highlighting key research concerns and the
conclusion reached within each of those key topic areas. This allows us to identify
linkages between topics, and to highlight the primary theoretical perspectives.

The final objective was to evaluate the contributions of the body of literature,
identify gaps in the literature, and delineate important areas for future study, to make
the research agenda explicit. To meet this objective, we drew on the recent calls for
deepening contextualization in IM research (Rousseau & Fried, 2001; Tsui, 2004,
2006). In particular, we introduced a three-stage model of market transition to
categorize how foreign firms adapt themselves and shift their strategy, management,
and operations in China over time. The model attempts to contextualize China’s
recent business transition, and provides a perspective on the way in which the
existing research has responded to the challenge of transition. In doing so, it also
helps indicate important avenues for future research on the foreign business
management in China, and allows us to judge the extent to which China’s
experience applies to emerging economies in general, and even more broadly the
extent to which it affects our understanding of IM globally.

A survey of research on foreign business management in China
Journal and article identification

Following the criteria of previous management review studies, we identified a list of
leading English academic journals to be included in this literature survey. We first
included eight highly-ranked mainstream management journals: Academy of
Management Journal (AMJ), Academy of Management Review (AMR), Administra-
tive Science Quarterly (ASQ), Management Science (MS), Journal of Management
(JOM), Journal of Management Studies (JMS), Organization Science (OS), and
Strategic Management Journal (SMJ). Three leading IM journals were also covered:
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Journal of International Business Studies (JIBS), (Columbia) Journal of World
Business (JWB), and Management International Review (MIR). Finally, we examined
articles in the Asia Pacific Journal of Management (APJM), and Management and
Organization Review (MOR), the two leading journals devoted to management issues
in Asia, the Pacific region, and China (Meyer, 2006; Quer, Claver, & Rienda, 2007).
These 13 journals all publish academic research based on rigorous and systematic
methods. We did not include books or journals about management practice in this
survey. This is an approach consistent with previous management review studies, and
reflects the typical lag in management studies between the state of knowledge in the
journal literature, and its reflection in book length publication (Li & Tsui, 2002; Werner,
2002; Yang & Li, 2008).

In selecting articles for inclusion in the survey, the first author and her research
assistants relied on the ABI/Inform database to select the articles that have used the
words “China, Chinese,” and “FDI, foreign, international, multinational, MNC,
MNE?” in the titles or abstracts or full texts. Although it is always possible that some
relevant articles may have been missed, we are confident that this spread provides
thorough coverage. Then the first two authors worked independently, and studied the
uncovered articles in detail. Only articles commonly agreed between them were
included in the survey. An article to be included must have addressed a theoretical or an
empirical issue concerning the strategy and management of foreign firms in mainland
China. Empirical articles were included if their analyzed data and information were
primarily on foreign-affiliated firms (e.g., joint ventures, wholly-owned subsidiaries,
cooperative ventures, and others) in China or on employees and managers associated
with these firms. Non-empirical studies to be included must have clearly stated that their
theory building, arguments, and discussion were derived from, or closely associated,
with the mainland China context. This procedure generated a total of 193 articles.'
Table 1 lists the 13 journals and the number of articles sorted into three time periods.

Types of research

IM research can be generally divided into three categories (Ricks, 1985; Werner,
2002). The first comprises studies that look at the international aspects of firm
strategy and management such as internationalization, entry mode decisions, entry
timing, or expatriate management. Such studies are identified as pure IM research
(“type 17). The second category compares management and strategy practices across
different cultures and nations (“type 2,” also known as comparative management
studies). The third category focuses on management in nations outside North
America (“type 3,” also known as foreign domestic studies).

Research on foreign business management in China is essentially a subset of the IM
research that focuses on pure international issues (type 1) specific to a national context
outside North America (type 3). Hence, the majority of the articles included in this
survey fell at the intersection of type 1 and type 3. The remaining articles included
aspects of all three types, depending on whether an article incorporated multiple home or
host countries in its sample, or whether it presented international comparisons.

! We also cross-checked the reference lists in recent reviews of international and China-related management
research (Li & Tsui, 2002; Nippa, Beechler, & Klossek, 2007; Quer et al., 2007; White, 2002).
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Table 1 Journals and number of articles, 1980—-2008.

Journal name Number of articles

Subtotal  1980—-1989  1990-1999  2000-2008

Management Journals 47 0 8 39
Academy of Management Journal (4M.J) 7 1 6
Academy of Management Review (4MR) 2 1 1
Administrative Science Quarterly (4SQ) 1 1
Management Science (MS) 1 1
Journal of Management (JOM) 5 5
Journal of Management Studies (JMS) 12 2 10
Organization Science (OS)* 5 2 3
Strategic Management Journal (SM.J) 14 2 12

International Management Journals 119 4 39 76
Journal of International Business Studies (JIBS) 44 12 32
(Columbia) Journal of World Business (JWB) 37 17 20
Management International Review (MIR) 38 4 10 24

Area Management Journals 27 4 23
Asia Pacific Journal of Management (4PJM) 21 4 17
Management and Organization Review (MOR)® 6 6

Total® 193 4 51 138

? Organization Science (OS) started publication in 1990.
° Management and Organization Review (MOR) started publication in 2005.

€(24%) in the management journals, (62%) in IM journals, and (14%) in the two area management
journals.

Of the 193 articles, 152 (79%) were both type 1 and type 3. The remaining 41
articles were a combination of all three types of IM research. Of these, 19 articles
examined home country origin effects or cross-national differences of foreign
businesses in China. The other 22 examined IM issues applicable in multiple host
countries (including China), either with or without a comparative intention.

Research topics

In his review, Werner (2002: 280) categorized 12 IM topics, and suggested that
although these post hoc categories were not a definitive classification for the IM
literature, they provided a useful organizing framework for analyzing IM research.
Embracing a similar view, we relied on his classification as the baseline, but
consolidated his taxonomy to make it manageable for the following review. We
combined Werner’s “International exchange™ with his “Global business environ-

eterminants of exporting, export intermediaries, and
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ment” and relabelled it as “International business environment.” His categories of
“Internationalization,” “Entry mode decisions,” and “Foreign direct investment”
were merged into one new category “FDI/foreign entry strategy.” We also
combined “Multinational enterprises,” “Subsidiary-HQ relationships,” “Subsidi-
ary and multinational team management,” and “Expatriate management” into
one broad category: “Multinational enterprises/subsidiaries.” Lastly, we expanded
his category “Transfer of knowledge” into “Learning/knowledge management and
transfer.”

These adjustments left us with six broad categories. Based on each article’s
primary focus, we assigned it only into one of these categories. The predominant
topics were “International joint ventures” (34%) and “FDI/foreign entry strategy”
(20%), followed by “Multinational enterprises/subsidiaries” (19%) and “Learning/
knowledge management and transfer” (13%). We then cross-tabulated the 6
categories across different types of journals, with the results listed in the left of
Table 2.

During the 1980s, only three topics (IB environment, 1JVs, and Learning/
knowledge management and transfer), with four articles in total, appeared in the
journals surveyed. In the 1990s, the 1JV topic was popular across all three journal
types, and reached a double-digit number of publications in the IM journals. “FDI/
foreign entry strategy” and “MNEs/subsidiaries” research started to emerge in this
period, and publications on these two topics grew particularly rapidly in the IM
journals. The other two topics (“Learning/knowledge management and transfer” and
“Strategic alliances/networks”) grew marginally in this period. In the third period
(2000-2008), 1JV research continued to grow fast and remained dominant in the
publication list across the journal types. “FDI/foreign entry strategy” and “MNEs/
subsidiaries” received significantly increased attention, catching up with the IV
publications. “Learning/knowledge management and transfer” and “Strategic
alliances/networks” started to pick up, but at a slower pace. The “IB environment”
maintained its momentum during all the three periods.

Table 2 Topics sorted by journal type.

Research topic All 13 6 Management 3 International 2 Area Werner’s (2002)
Journals  Journals Management ~ Management Review 20
Journals Journals Journals®

1. International business 10 (5%) 1 (2%) 9 (8%) 38 (14%)
environment

2. FDI/foreign entry strategy 39 (20%) 9 (19%) 27 (23%) 3 (11%) 104 (38%)

3. International joint ventures 65 (34%) 17 (36%) 37 31%) 11 (41%) 25 (9%)

4. Strategic alliances/networks 17 (9%) 5 (11%) 6 (5%) 6 (22%) 18 (7%)

5. Multinational enterprises/ 37 (19%) 11 (23%) 23 (19%) 3 (11%) 70 (26%)
subsidiaries

6. Learning/knowledge 25 (13%) 4 (9%) 17 (14%) 4 (15%) 16 (6%)
management & transfer

Total 193 47 119 27 271

“The numbers shown in this column were calculated| based on Table 2 in Werner’s report (2002: 280).
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Research methods

Table 3 shows that the most commonly used research methods were questionnaire/
survey (46%) and archival data analysis (28%), followed by case/field interview
and observation (15%) and conceptual/overview (11%). The prevailing method
employed in the IB environment category was conceptual/overview. In contrast,
archival data analysis was the main method in the FDI/foreign entry strategy
category, while the IJV category’s main method was questionnaire/survey. This
was also the most commonly used methodology in the remaining three
categories.

Tables 1, 2, and 3 reflect a growing interest in research of foreign businesses in
China among global management scholars and the editors of these journals. The
articles provide a snapshot of the real pattern of emergence and growth among
foreign businesses during China’s transition to a more market-based economy. With
China’s continuing institutional and market evolution, foreign businesses in China
will presumably continue to attract the attention of management scholars, and China-
related management and organization research will appear more frequently in these
international academic journals.

Mapping the contributions
Overview

Interestingly, the distribution presented in Table 2 differs from that revealed in
Werner’s (2002) study. In our survey, “IJV” and “Learning/knowledge management
and transfer” articles constituted a larger percentage of the total than Werner found.
This indicates that research on foreign business management in China has not
conformed to the pattern of global IM research. In China, the topics of “IJV” and
“Learning/knowledge management and transfer” have attracted greater attention,
while “FDI/foreign entry strategy” and ‘“MNEs/subsidiaries” have received less
examination in the Chinese context than elsewhere. Table 4 summarizes the key
issues and findings of the surveyed articles in different topics over time.

Table 3 Topics sorted by methods.

Research topics Questionnaire/  Archival data Case/Interview Conceptual/
Survey analysis Overview

1. International business environment 2 8

2. FDI/foreign entry strategy 8 27 1 3

3. International joint ventures 31 18 10 6

4. Strategic alliances/networks 13 2 2

5. Multinational enterprises/subsidiaries 22 3 11 1

6. Learning/knowledge management & 12 5 5 3

transfer
Total 88 55 29 21
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International business environment (of China) Atticles in this category mainly focus
on China’s business environment and how changes in the environment present both
opportunities and challenges for foreign businesses. In the early period (1980-1999),
the articles concentrated on China’s political risks, environmental difficulties, and
problematic trade relations with other countries (especially the US), and discussed
ways to deal with these problems (Davies, 1994; Rondinelli, 1993; Tai, 1988;
Weldon & Vanhonacker, 1999; Wu, 1982). In the later period (2000—2008), articles
considering the business environment shifted their focus and began to emphasize the
Chinese environment’s implications for strategy, practices, and the performance of
foreign businesses (Buck, Filatotchev, Nolan, & Wright, 2000; Child & Tse, 2001;
Peng, 2001). In addition, scholars started to examine the influences of globalization
on China at its convergence with the West in terms of self-regulation (Christmann &
Taylor, 2001) and consumer values and choice (Hung, Gu, & Yim, 2007).

FDI/foreign entry strategy In the 1990s, articles in this category focused on
identifying various determinants of FDI and entry strategies in China (Cui, 1998;
Schroath, Hu, & Chen, 1993; Tse, Pan, & Au, 1997; Van de Bulcke, Zhang, & Li,
1999). Discussions of the consequences focused on the implications of different
entry strategies and differences in firms’ strategic attributes and operations for
performance outcomes (especially financial performance and survival) (Abramson &
Ai, 1999; Luo, 1998a, b; Pan & Chi, 1999; Pan, Li, & Tse, 1999).

In the later period, several articles examined the drivers behind FDI (Li & Filer,
2007; Rothaermel, Kotha, & Steensma, 2006; Sethi, Guisinger, Phelan, & Berg,
2003; Yin & Choi, 2005). Many others focused on antecedents to a range of foreign
entry decisions, including expansion rate (Guillen, 2002; Kuilman & Li, 2006), entry
mode choices and their evolution (Guillen, 2003; Li, Yang, & Yue, 2007; Pan & Li,
2000; Pan & Tse, 2000; Xia, Tan, & Tan, 2008), entry timing (Gaba, Pan, & Ungson,
2002), and FDI location (Chang & Park, 2005; Li & Park, 2006; Makino, Lau, & Yeh,
2002; Pak & Park, 2005; Zhou, Delios, & Yang, 2002). Among them, some focused
on firm characteristics such as size, experience, capabilities, and level of internation-
alization, and their interactions with contextual variables (Gaba et al., 2002; Guillen,
2003; Li & Park, 2006; Makino et al., 2002). Some highlighted the importance of
social considerations and inter-firm learning, such as legitimacy and imitation
(Guillen, 2002, 2003; Kuilman & Li, 2006; Li et al., 2007; Xia et al., 2008). Two
studies compared FDI locations across nations, including China (Makino et al., 2002;
Pak & Park, 2005), and three others compared FDI locations within China, giving
more systematic recognition to China’s regional diversity (Chang & Park, 2005; Li &
Park, 2006; Zhou et al., 2002).

Publications of consequences in the later period recognized a new outcome: FDI
spillovers to domestic firms. Some studies attempted to verify the existence of FDI
spillovers by studying labor productivity, skills development, survival rates, or
innovation of domestic firms (Buckley et al., 2002, 2007a; Buckley, Clegg, Zheng,
Siler, & Giorgioni, 2007b; Chang & Xu, 2008; Gamble, 2006b; Wei & Liu, 2006).
Others started to identify various spillover mechanisms, including labor employ-
ment_and_motility, spatial agglomeration, technological imitation and diffusion,
greenfield R&D activities, and others (Buck, Liu, Wei, & Liu, 2007; Liu & Zou,
2008; Tian, 2007).
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International joint ventures Consistent with Werner (2002: 284), articles in this
category mainly addressed partner selection and relations and the consequences of
1JVs. In the early period, scholars were interested in some unique characteristics of
Sino-foreign JVs (Beamish & Wang, 1989; Wang, Wee, & Koh, 1999) and in the
negotiation and formation of 1JVs in China (Shan, 1991; Wagner, 1990). Some
examined the differences and relations between foreign JV partners and their
partners in China (Baird, Lyles, & Wharton, 1990; Hoon-Halbauer, 1999; Osland &
Cavusgil, 1998; Pan, 1997; Walsh, Wang, & Xin, 1999). Others focused on
knowledge acquisition, satisfaction of foreign partners, and the stability of 1JVs
(Inkpen & Beamish, 1997; Lasserre, 1999). In addition, scholars examined the
structure of equity ownership and control mechanisms adopted in IJVs (Child &
Yan, 1999; Pan, 1996). Specific strategy and management practices adopted by 1JVs
were investigated as well, including product selection (Bruijn & Jia, 1993), conflict
resolution (Lin & Germain, 1998), organizational justice (Leung, Smith, Wang, &
Sun, 1996), and personnel matters (Bjorkman & Lu, 1999b; Holton, 1990).

As to the consequences, one article showed that IJV formation in China has a
positive impact on foreign investors’ stock value in their home market (Hu, Chen, &
Shieh, 1992). Some others showed that appropriate partner selection and business
arrangements have important implications for 1JV performance, including account-
ing return, local sales, growth, and survival (Li, Xin, Tsui, & Hambrick, 1999; Luo,
1995, 1997b, 1998c; Yan & Gary, 1994).

In the later period, in addition to the continuing interests in the unique
characteristics of 1JV partnerships in China (Jolly, 2005), and specific strategy or
management practice found in IJVs in China (Chen & Wilson, 2003; Child & Yan,
2001; Shi, 2001b; Wong, Ngo, & Wong, 2003; Zhou & Li, 2008), scholars became
more interested in two-way interactions, differences and conflicts between foreign
and local partners, departing from the thrust of previous research which focused
mainly on the interests of foreign investors. For instance, articles explored mutually
credible threats between partners in [JVs (Zhang & Rajagopalan, 2002), inter-partner
differences in preferred conflict handling styles (Wang, Lin, Chan, & Shi, 2005),
disparate ways of accessing 1JV performance (Mohr, 2006), and inter-partner dyadic
relationships (Luo, 2007c). Some articles examined conflicts between partners
(Hambrick, Li, Xin, & Tsui, 2001), and some looked at opportunistic behaviors
(Luo, 2007a), and how an appropriate 1JV contract could curtail partners’
opportunism (Luo, 2002a, 2005b). In addition, foreign ownership structure and
parent control have been compared between 1JVs with parents coming from different
source countries (Pan, 2002). The evidence suggests that ownership structure and
parent control have critical implications for the tradeoff between risk and return in
1JVs (Chen, Yu, & Hu, 2002) and the probability of achieving the partners’ strategic
objectives (Yan & Gray, 2001).

In their approach to IJV performance, articles examined inter-partner dynamics,
including inter-partner fit (differences) and interactions (Li & Hambrick, 2005; Li et
al., 2002; Luo, 2002b; Luo & Park, 2004; Wong & Ellis, 2002; Yan & Duan, 2003),
ownership and contract designs (Luo & Tan, 2003), and a combination of the two
(Gong, Shenkar, Luo, & Nyaw, 2007; Luo, 2002c). Aspects of operation and
management were shown to be important for IJV performance, specifically parent
control (Child & Yan, 2003; Luo, Shenkar, & Nyaw, 2001a; Yan & Child, 2004),
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ownership and trust (Lin & Wang, 2008), and personnel practices (Gong, Shenkar,
Luo, & Nyaw, 2005). In addition, IJV performance has been found to be associated
with a number of strategy practices such as R&D intensity (Zhang, Li, Hitt, & Cui,
2007), entry timing (Isobe, Makino, & Montgomery, 2000; Li, Lam, & Qian, 2001),
strategic responses to a dynamic environment (Luo, Tan, & O’Connor, 2001b),
attempts to achieve internal and external legitimacy through both foreign and local
parents (Lu & Xu, 2006; Luo, 2002d), and affiliating with local business groups (Lu &
Ma, 2008). An integrative framework has been suggested to synthesize these findings
and highlight the success factors for managing 1JVs in China (Nippa et al., 2007).

Some articles concentrated on home- or host-country reactions to IJV formation in
China. Their findings showed that the stock market reactions to Sino-European JV
announcements were not always positive as found earlier, but differed in various
European stock markets and over different periods (Meschi & Cheng, 2002; Meschi &
Hubler, 2003).

Strategic alliances/networks This category groups studies of inter-organizational or
individual relationships, but excludes formal equity ownership relationships, which
have been included in the IJV category. Similar to Werner’s (2002: 287)
observations, articles in this category mainly examined alliance and network
relations and their consequences.

Relationship studies examined the cooperative strategies between foreign firms
and their partners in China (Pan & Tse, 1996), the relationship of foreign investors
and their subsidiaries with local governments (Chen, Chen, & Ku, 2004), and the
various factors that impact the formation, evolution, and management of interna-
tional alliances in China (Dong & Glaister, 2007; Hitt, Ahlstrom, Dacin, Levitas, &
Svobodina, 2004; Wang & Nicholas, 2007; Yu & Liao, 2008). Consequence studies
mainly focused on the strategic outcome and performance of various alliance
strategy or networks. Both intra- and inter-firm linkages were found to have
important impacts on foreign firms’ location choices (Chen & Chen, 1998). Some
studies demonstrated that the performance of a foreign-invested firm in China was
associated with the nature of its guanxi network (Luo, 1997a; Luo & Chen, 1997),
and its managerial ties and connections with the business community and
government officials (Gao, Xu, & Yang, 2008b; Li, 2005), and its adoption of an
alliance-based sourcing strategy (Murray, Kotabe, & Zhou, 2005). Others showed
that the performance of international alliances depended on their organization and
management, including personal attachments and trust between the partners (Luo,
2001a, 2002e), partners’ shared perceptions of procedural justice (Luo, 2005a), and
economic integration between alliance members (Luo, 2008). In addition, local
Chinese firms were shown to become more stable after allying with a powerful
foreign investor (Guthrie, 2005).

Multinational enterprises/subsidiaries This category focuses on strategy and
management in MNEs and their subsidiaries in China, but excluding FDI/foreign
entry strategies or alliance/network related strategies (already covered in other
categories). Articles_in this category addressed two major themes: MNE/subsidiary
local strategy and management, and MNE/subsidiary performance. In an early
initiative, many articles focused on competitive strategies, HRM adaptation, and
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expatriate control and management of MNESs’ subsidiaries in China (Anand & Delios,
1996; Bjorkman & Lu, 1999a; Nauman, 1993; Selmer, 1999; Sergeant & Frenkel,
1998; Taylor, 1999; Wong & Law, 1999). The remaining studies showed that
marketing strategies, ownership structure, and length of experience were all significantly
related to the performance of MNEs and subsidiaries (Chen, 1999; Luo, 1999a).

In the later period, some scholars began to investigate the interactions between MNE
subsidiaries and critical local actors such as the government and local senior executives
(Luo, 2001c; Peng, 2000), and how the subsidiaries manage China’s political and
social forces (Luo, 2006b). Others focused on specific aspects of operations in China
such as negotiations with Chinese managers (Ghauri & Fang, 2001; Shi, 2001a),
accumulating experience and capability building (Gao, Pan, Lu, & Tao, 2008a; Luo,
2002f), local responsiveness and resource commitment (Fryxell, Butler, & Choi, 2004;
Luo, 2001b, 2004), and the management of expatriate and local personnel (Gamble,
2006a, Law, Tse, & Zhou, 2003; Peng & Beamish, 2007; Zhang, George, & Chan,
2006). Specific local strategies and tactics have been examined as well, such as local
sourcing practices (Brookfield & Liu, 2005), anti-piracy strategy and IP protection
(McGaughey, Liesch, & Poulson, 2000; Yang, 2005; Yang, Fryxell, & Sie, 2008), and
local environmental protection policy (Child & Tsai, 2005). Luo (2007b) emphasized
China’s shifting competitive and regulatory environments, and the changes in the
dominant strategies adopted by MNEs in China that resulted.

The remaining articles addressed MNE and/or subsidiary performance. They
demonstrated that a foreign subsidiary’s performance was related to its strategic
orientation (Luo & Park, 2001), its ownership structure (Tan, 2002; Zhao & Luo,
2002), and its local sourcing and environmental protection practices (Chan, 2005;
Kotabe & Zhao, 2002). Linkages with parents (Luo, 2003; Zhao & Luo, 2002) and
the fit between the firm’s internal organization and the environment (Child, Chung, &
Davies, 2003) were also demonstrated to be important.

Learning/knowledge management and transfer Studies in this category mainly
addressed the antecedents, processes, and consequences of knowledge transfer
associated with foreign-invested firms. An early article (Lo, Yao, & Li, 1986)
discussed the requirements for successful transfer of a new service technology from
an advanced country to China. Later, Shenkar and Li (1999) introduced absorptive
capacity as a principle governing the relationship between knowledge and
knowledge search among partners in international cooperative ventures. Other
studies found that an MNE’s technological competencies and its host country-
specific knowledge are both important predictors of the financial and other
performance of its subsidiaries in China (Luo, 1999b; Luo & Peng, 1999).

In the later period, antecedent research focused on knowledge transfer between
foreign and local partners in IJVs (Li & Scullion, 2006; Tsang, 2002a; Wang &
Nicholas, 2005), or from MNE parents to China subsidiaries (Kaufmann &
Roessing, 2005; Wang, Tong, & Koh, 2004; Zhao, Anand, & Mitchell, 2005), or
between China subsidiaries and their peer subsidiaries in other countries (Zhao &
Luo, 2005). Four groups of determinants were identified for knowledge transfer: the
nature_of knowledge (especially its_tacitness) (Cannice, Chen, & Daniels, 2004),
parent-specific factors such as the parent’s size, experience, capacity, and willingness
to transfer knowledge (Tsang, 2002a; Wang et al., 2004), subsidiary-specific factors
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such as a subsidiary’s ownership structure, incentive system, and capacity and
intent to acquire knowledge (Tsang, 2002a; Wang et al., 2004; Zhao & Luo,
2005), and macroeconomic and host country factors such as the strength of
intellectual property protection and cultural features (Kaufmann & Roessing, 2005;
Li & Scullion, 2006).

Articles addressing knowledge transfer processes focused on transfer mechanisms
between foreign and local partners (Lin, 2005; Tsang, 2001, 2002b) or between
foreign firms and their local agents (Buckley, Clegg, & Tan, 2003; 2006; Hitt, Li, &
Worthington, 2005). Management control and learning-by-doing were found to be
the significant knowledge transfer channels (Bjorkman, Barner-Rasmussen, & Li,
2004; Lin, 2005; Tsang, 2001, 2002b). Foreign investors were found to engage
actively in exploratory learning and building guanxi with local agents to acquire
knowledge of the local business culture, institutional norms, and important social
relationships (Buckley et al., 2006; Hitt et al., 2005). The remaining articles focused
on R&D activities by foreign firms in China (Luo, 2006a; Zhao, 2006). Learning and
knowledge transfer was found to be highly related to the brand management
practices of MNEs and their Chinese subsidiaries, their governance techniques, their
capability building, and thence their success (Horng & Chen, 2008; Li & Shenkar,
2003; Li & Zhou, 2008; Zou & Ghauri, 2008).

Theoretical perspectives

In the 1980s and 1990s, transaction cost theory (Pan & Chi, 1999; Pan et al., 1999;
Shan, 1991; Tse et al., 1997), I/O economics (Chen, 1999), and trade- and FDI-based
theories (including comparative advantage theory, eclectic theory, and stage theory)
(Abramson & Ai, 1999; Van De Bulcke et al., 1999; Schroath et al., 1993) were the
dominant theoretical perspectives employed by the articles surveyed. Organization
learning and network approaches were occasionally referred to (Chen & Chen, 1998;
Luo & Peng, 1999; Shenkar & Li, 1999).

In the 2000s, transaction cost theory and trade- and FDI-based theories still
prevailed (Chen et al., 2002; Luo, 2002b, 2005b, 2007a; Luo & Tan, 2003; Pan &
Tse, 2000; Sethi et al., 2003). Additional economic theories were introduced,
including agency theory (Bjorkman et al., 2004; Child & Tse, 2001; Peng, 2001),
agglomeration theory (Chang & Park, 2005; Chang & Xu, 2008; Li & Park, 2006),
information processing theory (Gaba et al., 2002; Luo, 2006a, 2007c), and game
theory (Kaufmann & Roessing, 2005).

Supplementing the economic theories, management behavioral theories were also
applied in this later period, such as justice theory (Luo, 2005a) and social exchange
theory (Luo, 2001a). In addition, strategic management and organization theories
began to be widely employed, including the resource and capability-based views of
the firm (Hitt et al., 2004; Li et al., 2001; Li & Zhou, 2008; Luo, 2002f; Yan &
Child, 2004; Zhang et al., 2007), learning and knowledge management theory (Li &
Shenkar, 2003; Markino et al., 2002; Tsang, 2002b; Xia et al., 2008), resource
dependence theory (Frynas, Mellahi, & Pigman, 2006; Luo, 2003; Murray et al.,
2005), institutional theory (Lu & Ma, 2008; Luo, 2005b; Peng, 2003), organizational
ecology (Chang & Park, 2005; Guillen, 2002; Kuilman & Li, 2006; Li et al., 2007,
Zhou & Li, 2008), and strategic network theory (Christmann & Taylor, 2001).
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Clearly, the theoretical lenses employed by scholars in studying foreign business
management in China have been shifting from economic, trade- and FDI-based
theories to multidisciplinary approaches. This shift is consistent with what has been
observed in IM research worldwide (Lu, 2003). Nevertheless, the application of
organization theories to foreign businesses in China has lagged behind their
application in other contexts. For instance, applying institutional theory has become
quite popular in IM research in the 1990s (Lu, 2003). Yet this theory was not widely
employed in the studies surveyed until after the turn of the century. Similarly,
organization learning and knowledge management theory has been widely applied in
the 1990s in IM research (Barkema & Vermeulen, 1998; Chang, 1995; Gupta &
Govindarajan, 1991; Mathews & Cho, 1999), but in the studies surveyed, except for
a few early studies of IJVs (Inkpen & Beamish, 1997; Luo & Peng, 1999; Shenkar &
Li, 1999), such approach was not adopted until after 2000.

Contextualization and future research

China has become one of the most important contexts for IM research over the last
two decades (Kirkman & Law, 2005). Our literature mapping shows that the
surveyed research has defined and addressed some important management
phenomena and issues that occurred in China and other emerging economies, but
less often or very differently in developed economies. These include FDI spillovers
to domestic firms, partner dynamics and interactions in IJVs, network ties with
government officials, local adaptation by MNEs and their subsidiaries, and learning
and knowledge transfer in a market with weak intellectual property rights protection.
The differences have led scholars to seek extensions, modifications, and even
replacements of theories developed for Western contexts (Child & Tse, 2001;
Shenkar & von Glinow, 1994; Tsui, 2007).

In addition, research on foreign business management in China is a subset of the
IM research. It has been criticized for lack of rigor and theoretical novelty (Meyer,
2006; White, 2002), uncertain external validity and lack of generalizability for the
findings (Nippa et al., 2007), as well as bearing the limitations of IM research in
general (Tsui, 2007).

Management scholars and journal editors have strongly advocated that pursuing deep
contextualization is a way to seek extensions and modifications of theories, and improve
the rigor and theoretical innovation of IM research on China (Tsui, 2006, 2007; Whetten,
2002). Contextualization means describing, understanding, and theorizing about the
phenomena under study in the context (Tsui, 2006: 2). Deep contextualization
essentially requires incorporating the context into empirical models and into theory
building (Rousseau & Fried, 2001; Tsui, 2006). Beyond environmental opportunities
and threats, the context primarily includes the political and legal systems, and the
location’s stage of economic development (Tsui, 2006). A national context is the result
of the nation’s history, geography, economy and all that has transpired to produce the
situation studied. Therefore, we attempt below to contextualize China’s market
transition_with_an_aim _not_only_to_integrate the findings and contributions of the
surveyed studies, but also to highlight the shifting focuses of foreign business
management in China and identify important directions for future research.
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Contextualizing China’s market transition: A three-stage model

China’s particular political, legal, and economic attributes have often been discussed
in the studies surveyed, and sometimes empirically analyzed, but these factors have
usually been modeled as cross-sectional variables. Little research has looked at
China’s institutional and economic transition systematically over time. Hence, a key
area for more research is the question of how foreign businesses have responded and
changed, and perhaps will still be responding and changing to adapt to the market
transition characterizing the Chinese context.

Since economic reforms began in 1979, China has moved from a relationship-
based market structure to a more rule-based competition (North, 1990; Peng, 2003).
The transition has been shown to have influenced the emergence and development of
domestic private firms and entrepreneurship significantly (Ahlstrom, Chen, & Yeh,
2010; Li & Yang, 2006; Yang & Li, 2008). The transition should presumably have
affected foreign businesses in China as well. In such a continuously changing
context, the contextualization of any research needs to be time-specific, or there is a
risk that any findings could be spurious, incomplete, or no longer applicable, causing
confusion.

Scholars have noted and documented the changes affecting foreign businesses in
China (Sethi et al., 2003) and attempted to conceptualize and theorize in light of
these trends (Child & Tse, 2001; Luo, 2007b; Peng, 2003). Child and Tse (2001)
regarded institutional change as the central and most consequential contextual aspect
of the Chinese business environment. They identified several key characteristics of
China’s institutions and formulated a set of propositions summarizing their relevance
for foreign businesses. Luo (2007b) focused on China’s shifting competitive and
regulatory environment and the implications for MNEs. He suggested that MNEs
operating in China were no longer merely “foreign investors,” but had become
“strategic insiders” who could and should view their China operations as key to their
overall corporate success. Peng (2003) developed a two-phase model of institutional
transition and suggested that foreign investors have different preferences about
governance structures in the two phases.

Peng’s (2003) two-stage model might profitably be extended into a three-stage
model to contextualize the stage nature of market transition in China. The early stage
(Phase I) refers to the period when relationship-based and personalized transactions
dominate. By Phase III, a rule-based and impersonalized transaction mode comes to
dominate (North, 1990; Peng, 2003). The intermediate stage (Phase II) spans the
transition between the two.

China’s market transition has been toward a free market system and integration
with the global economy. This has involved building various market-supporting
institutions, largely defined in terms of establishing political, legal, and economic
mechanisms that are intended to create an environment with predictable “rules of the
game” (North, 1990). There is evidence that the more rule-based environment has
indeed fostered efficiency and accountability (Child & Tse, 2001). Political and legal
institutions are associated with procedures, provisions, rules, and norms that guide
the _structure of the polity, political decision-making, regulation, and legislation
(Acemoglu & Johnson, 2005; Hall & Taylor, 1996; North, 1990). Economic
institutions define the rules, procedures, and norms in allocating resources, goods,
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and services and set the fundamental context for economic growth (Porter, 1990).
The changes in all these three spheres—political, legal, and economic institutions—
are the essential features of China’s market transition. Figure 1 (part A) presents a
framework, reflecting the varying institutional conditions across the three stages,
with a much higher level of complexity in the intermediate stage.

During Phase I, China’s political and legal systems were underdeveloped.
Governments played a central and dominant role in resources control and much
economic activity (Peng, 2003; Xin & Pearce, 1996). They protected state-owned
enterprises and discriminated against other types of firms. Although foreign firms,
considered more important than domestic private firms, enjoyed some favorable
policies and treatment (e.g., tax benefits), they were subject to restrictions on foreign
currency exchange, employing labor and land use (Luo, 2007b; Tai, 1988; Tse et al.,
1997). The legal system which would normally regulate foreign entries and their
operations and support free market competition was largely absent or poorly defined
(Child & Tse, 2001; Luo, 2007b).

In the subsequent Phase II, China has made a progress in developing its
regulatory landscape and legal system. The central government has begun to
formalize FDI- and MNE-related rules and policies, deregulate previously restricted
industries, reduce FDI entry hurdles, gradually relax restrictions on foreign
ownership, and decentralize authority to lower level government units (Child &
Tse, 2001; Luo, 2000). In addition, the Chinese authorities have been actively
building and reforming the legal system, including laws governing the status and
operation of foreign firms (the Joint Venture Law of 1988) and laws to promote
competition and protect intellectual properties (the Advertising Law of 1994, Price
Law in 1997, Trademark Law in 1982, Patent Law in 1984, and Copyright Law in
1990). Nevertheless, these laws in China are still regarded as a “tool of state
administration” (Lubman, 1995). The implementation of these laws has been still
unpredictable, and this has remained a major source of uncertainty for MNEs (Peng &
Health, 1996; Zhao, 2006). As a result, enforcement has been considered a much more
serious problem than the laws themselves (Boisot & Child, 1999; Luo & Peng, 1999;
Zhao, 20006).

As China moves into Phase III, political and legal systems will be much more
completely developed. Regulatory institutions will become more effective, fair, and
transparent. Legal requirements should therefore be better defined and their
enforcement stronger and consistent. At some point most of the obstacles to free
market competition will have been cleared away, and China will have become a
functioning market economy. Foreign firms will make decisions based on the
expectation that market mechanisms will operate as much as if they were in any
other advanced market economy.

A nation’s economic institutions, another primary feature of the Chinese context,
reflect factor conditions, customer demand, related and supporting industries, and
firm strategy, structure, and rivalry (Porter, 1990). These attributes were extremely
underdeveloped when China began its market transition. Raw materials, labor, and
capital were controlled by the government, and factor markets were largely absent.
Chinese_consumers, brought up in a planned economy, barely knew whether they
had any bargaining power or how to use it. Time was needed to educate and develop
them into sophisticated and demanding customers. The related support systems,
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including infrastructure, a services sector, supply chains and distribution networks,
all failed to meet international standards and gave only limited support to foreign
businesses. Still, China’s fast-growing market and weak domestic competition made
entry attractive.

In Phase II, the factor conditions, customer sophistication, and supporting
industries have all achieved significant improvements, but China is still in transition.
Factor markets, most notably labor and financial markets, have been developing
quickly. This has facilitated foreign firms’ access to local resources through market
channels. Moreover, with government deregulation, foreign businesses have been
permitted and encouraged to directly engage in the development of factor markets,
such as the rapid development of international MBA training since the late 1990s.
The banking and financial sectors have also opened somewhat to international firms,
although with limitations. After years of experience and development, Chinese
customers have become much more sophisticated. Chinese suppliers and related
industries have gone through significant changes and now offer much improved
services. Foreign firms themselves have also been actively involved in upgrading
business support systems in China. From accounting, auditing, and management
consultancy to courier services, business hotels, and retailing, many service sectors
have been opened to and entered by foreign businesses. Local firms have benefited
from foreign firms’ modern technologies through licensing, [JVs, and alliances, and
they have started to engage in global value chain operations both domestically and
internationally. Even so, local firms have still not developed sufficient capacity and
become strong enough to challenge foreign firms. Competition from local firms has
increased, but only to a certain degree, and it has largely focused on cost, price, and
volume at the intermediate stage (Li & Atuahene-Gima, 2001; Li & Yang, 2006).

By the time China moves to Phase III, domestic firms will have developed their
technological capabilities more highly, and the gap between them and MNEs will be
considerably narrowed. Customers in China will become much more sophisticated and
demanding, calling for more innovative and differentiated products and services.
Supporting and related industries will mature in response to the demand placed on them
by their customers and the firms who supply the final product markets. By then, local
firms will be able to compete with foreign firms as equals and focus more on innovation,
product differentiation, and quality (Li & Yang, 2006).

The three transition stages have impelled foreign businesses to change their
strategies and management, as predicated by advocates of the co-evolution
approaches (Lewin & Volberda, 1999) and also by the need for environment-
strategy fit when the environment changes (Miller & Friesen, 1983). The
intermediate stage of market transition is a complex and long-term process, and
could take decades to complete. Market transition in China is incremental and also
unbalanced among different regions and industrial sectors. At this point, China is
still perceived as largely struggling through this intermediate stage.

Implications and future research
Based on _the above three-stage market transition, we are able to contextualize the

findings of the surveyed studies, and better understand the shifting focuses of foreign
business management within each IM topic in the literature mapping. The model can
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also help us identify gaps in the studies, and highlight some important avenues for
future research (Part B of Figure 1).

1JVs Foreign investors often perceived 1JVs as an entry mode best suited to the
institutional environment during the initial stages of market transition (Beamish,
1993; Peng, 2003; Xia et al., 2008; Yan & Gray, 1994). Scholars have noted that in
the later stages of market transition where market structure becomes more
impersonalized and rule-based and political and regulatory institutions become
more predictable, foreign entrants have increasingly preferred wholly owned
subsidiaries and acquisitions over IJVs (Meyer & Estrin, 2001; Peng, 2003;
Uhlenbruck & de Castro, 2000; Xia et al., 2008).

This shift of focus suggests that the motives for IJV formation, the principles of
partner selection and relations, and the determinants of 1JV success should have
changed as well. In the early stage of market transition, foreign investors tended to
form IJVs with local firms to reduce political risk, gain legitimacy, and get access to
local resources like land, trained personnel, and support services, and also to build
relations with government officials and local business networks. As market transition
has proceeded to an intermediate or advanced level, foreign firms’ perceived risk of
independent operation is reduced. In addition, as domestic firms have gradually
improved their technology and capabilities, the competitive superiority of foreign
business tended to decline. Consequently, local firms would not only depend less on
foreign firms, but also increasingly become their strong challengers in the domestic
or even the world market. As a result, motivations for IJV formation have decreased
for both foreign and local firms. Such decreasing motivation further suggests that
the partner selection in IJVs has become more strategy-oriented, and tended to
depend more on how two firms complement each other and the ability of the joint
entity to develop sustainable competitive advantages. Hence, partners have become
mutually more demanding. This has increased tension and conflicts between the
partners, which request for more effective control and governance in 1JVs (Luo,
2005b, 2007c). Clearly all of these shifts have important implications for IJV
performance. The success factors for managing an IJV are thus dynamic and become
increasingly complex. Future studies are needed to analyze these changes and their
implications.

Learning/knowledge management and transfer Foreign investors in the early period
tended to focus on transferring their competence and resources to their China
subsidiaries, which aligned well with their goal of expanding the existing business
and having a small local presence (Luo, 2007b). This approach was generally
perceived as adequate when foreign firms’ competitive advantages placed them far
ahead of local firms. Later, foreign firms, facing an increasingly competitive
environment, needed to build new competencies to sustain their competitive
superiority (Williamson & Zeng, 2004). Recently, scholars have begun to note the
learning, upgrading, and new capability development of foreign firms in China,
although China’s IP protection, for instance, is still problematic (Luo, 2006a; Zhao,
2006). Along with the market transition, foreign businesses have been shifting their
focus from knowledge transfer to new knowledge and capability building, and one
area for future research is to follow this development as it continues.
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The research in our survey has documented three types of knowledge transfer—
from headquarters to Chinese subsidiaries, between Chinese subsidiaries and
subsidiaries in other locations, and from Chinese subsidiaries to their parent
companies (Buckley et al., 2003; Wang et al., 2004; Zhao & Luo, 2005). Attempts
have been made to understand the antecedents, mechanisms, and consequences of
these different transfers. Nevertheless, it is still unclear how they relate to the market
transition in China. In addition, little is known about how foreign firms build new
knowledge and competence in China or about the outcomes of such efforts. Future
research on the antecedents, processes, and consequences of new knowledge
building by foreign firms, and their interplay with China’s institutions will need to
integrate the impact of changes in those institutions as they continue.

FDl/foreign entry strategy It has been noted that motives of foreign entrants in China
have become much more diverse than before when resource- and market-seeking were
the primary motivations (Makino et al., 2002). Attracted by the fast developing
economic institutions and the continuous improvements in regulatory and legal
institutions, foreign investors have been accelerating their entry rates and increasing
the size of their investments (Cui, 1998; Pak & Park, 2005). In addition, foreign firms
have become more flexible in adopting a greater variety of entry and operating modes,
and in expanding their operations into inland and western areas in China. This
development can be expected to continue, and this suggests that more research is
needed to address this shift.

The determinants to FDI performance would be expected to change along the
market transition. In the early stage, FDI performance was considered to be highly
dependent on employing the right entry strategy which could attract legitimacy and
access to valuable local resources and support. In the later stages, as legitimacy and
resource access became a lesser concern, FDI performance seems to have been more
determined by the management and organization of the business rather than any
particular entry strategy.

In addition, it has been documented that FDI spillovers occurred mainly in
manufacturing and that they contributed to productivity improvement and technology
diffusion in the early stages (Buckley et al., 2002). Later, as FDI continues to spread to
non-manufacturing sectors like retailing, insurance, hospitals, accounting and banking,
and foreign firms become better integrated with local business communities, spillovers
presumably will spread as well and then contribute to enhancing many local firms’
capabilities significantly. Confirming this prediction is an area for future research.

Strategic alliances and networks Early foreign investors were found to build alliances
and networks with local governments, suppliers, distributors, and others through
equity investment or cooperative forms to invest and operate in China (Chen & Chen,
1998; Chen et al., 2004; Luo, 1997b). Improvements in China’s political, legal, and
economic institutions have removed many of these initial rationales for entering
alliances with local firms. As a result, many previously existing alliances have now
been terminated or restructured. On the one hand, foreign investors have tended to
seek greater control over alliance operations by increasing equity ownership to become
either majority or sole owners (Luo, 2007b). Or, they have started to develop more
collaboration with locals in some areas where there was little cooperation before, such
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as conducting R&D, sharing a customer base, or building distribution channels.
Cooperation can exist even among competitors. In any case, the model developed here
suggests that alliance relationships between foreign investors and locals will become
more complex, again an area for future research and again one that requires sensitivity
to contextual changes.

Later foreign investors have tended to adopt a longer term view of their China
operations, and to look for “win-win” scenarios with local partners and getting a
bigger piece of an expanding pie. This longer perspective fits the predictions of the
model, and suggests further that the activities of foreign firms may promote
extension of the boundaries of alliances and networks to engage in improving
economic infrastructure, building nation-wide supply chains and research facilities,
and enhancing their industry competence (Porter, 1990; Luo, 2007b). As a result,
research should examine the consequences of these new alliances and networks, and
seek to understand what will make them successful. A number of factors, such as
trust, personal attachment, and procedural justice have been found to be associated
with alliance performance (Luo, 2001a, 2005a). Further research is needed to
understand how the changing market environment in China affects the operation of
these factors and influences alliance performance in consequence.

MNEs/subsidiaries Our literature survey has documented some specific MNE
competitive actions in areas including local marketing, sourcing, environmental
protection, HRM, and expatriation (Anand & Delios, 1996; Kotabe & Zhao, 2002;
Luo, 2006a; Zhao & Luo, 2002). Nevertheless, the development of China’s
competitive and regulatory landscapes will continue to encourage MNEs and their
subsidiaries to reconsider their local strategy and management practices.

Early foreign subsidiaries in China were usually disconnected and operated
independently. As market transition has progressed, MNEs have increased the
numbers of their entries in China and built up an increasing number of subsidiaries
in a variety of forms, sectors, and locations. Without appropriate national integration,
the subsidiaries might fail to collaborate which could result in redundancy and
duplication of various functions and activities such as product development,
marketing, and public relations. One solution would be to build a regional
headquarters or set up an umbrella company (Luo, 2007b; Perez, Meier, & Woetzel,
1995). This is an emerging phenomenon in China which has recently been noted yet
not been well researched.

MNE:s and their Chinese subsidiaries also face growing pressure to integrate their
operations into a global network. In the past, MNEs generally relied on local agents,
their headquarters, and subsidiaries in more developed countries for activities such
as procurement, R&D, branding, sales, distribution, training, and personnel policies.
This involved relatively simple integration between China and global operations.
This pattern, however, became less effective when foreign investors began pursuing
large-scale operations and sales in the Chinese market (Perez et al., 1995), and had to
cope with increasing domestic competition from cost-cutting locals offering quicker
turnaround time and better sensitivity to local demands (Shenkar & Yan, 2002). To
increase_effectiveness, more value chain_activities came to be localized. Foreign
investors have thus become much more active in establishing primary value chain
activities in China, including local supply bases, warchouse centers, distribution
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networks, service centers, and the like. The more value chain activities are localized
in China, the more complexity an MNE faces in integrating its China operations with
its global ones.

In line with both national and global integration, MNEs and their subsidiaries
have shifted the focus of their early-time local strategies to engage more in non-
market activities like social responsibility campaigns, philanthropy, and environ-
mental protection practices. More research is needed to understand this emerging
phenomenon, and to examine these new local strategies and management practices
and their performance implications for MNEs and their subsidiaries in China.

Understudied topics in the intermediate stage The intermediate stage in fact is an
essential part of China’s market transition. Unfortunately, scholars have not yet
researched it sufficiently. Many peculiar and intriguing issues emerge mostly in this
phase. For instance, China witnessed changes in its guanxi, network ties, and social
capital structure which were considered one of key reasons causing the under-
development and organizational dysfunction during the transition stage, such as
market fragmentation and rent-seeking activities (Huang, 2008; Lin & Si, 2010).
How have these changes of social capital structure affected the behaviors and
strategy of foreign firms? Has foreign firms’ presence and participation ameliorated
or deteriorated the problems? How would foreign business influence the general
social and cultural environment in China (Bhagat, McDevitt, & McDevitt, 2010)?

During the intermediate stage, as the government agencies gradually stepped out
from direct business operations, rapid economic development with lagging legal and
regulatory systems has created a chaotic environment where unethical behavior,
fraud, and agency problems tended to emerge (Ahlstrom, Young, & Nair, 2002;
Dharwadkar, George, & Brandes, 2000; Zapalska & Edwards, 2001). How have
foreign firms dealt with these issues? Also have the foreign firms themselves
engaged in any kinds of the misbehavior in China? If so, how would these actions
be influenced or even motivated by the ongoing changes in the institutional
environment?

In addition, given the incremental and unbalanced nature of China’s market
transition during the intermediate stage, industrial sectors and regions are likely to
evolve at different speeds, generating substantive variations within China. How
would foreign investors respond to such internal variations and integrate their China
operations across different sectors and regions? The model provides a framework in
which these important issues would not be overlooked, and will be addressed in
future research.

Concluding remarks

This paper was designed to provide an overview of research on the development of
foreign business management in the People’s Republic of China. We have reviewed
193 articles which were published in 13 international academic journals, but like
previous surveys of China research, this one has some limitations. We selected at
the outset what we considered to be the most relevant management journals
published in English, but we were unable to investigate contributions made in other
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languages, especially Chinese. Our method has also prevented us from dealing with
books. Probing in these directions is one way to extend our results. In addition,
when classifying articles into IM topics, some of the articles could certainly have
been classified differently. That would not, though, substantially change the
findings.

This review did not attempt to identify the individual or institutional contributors
to this topic, or to judge the impact or quality of particular articles. The mapping
structure was not meant to be a definitive one for IM research, or even research into
business in China. Instead it was presented to assist readers in organizing the
considerable number of articles regarding foreign business management in China,
and to assist them in better understanding the literature, identifying the areas where
substantial progress has been made, and also showing some gaps for future research.

We have, however, organized and systematized the growing number of research
articles focusing on foreign business management in China over the past 29 years,
and presented an overview of the development of this research area. Secondly, using
Werner’s (2002) framework to organize the literature has allowed us to compare the
work on China with trends in global IM research. This approach shows that
management research of foreign businesses in China is not simply an extension of
global IM research. It has its own particular topics. Lastly and most importantly, we
applied a three-stage model of market transition to help elucidate how foreign firms
have adapted themselves and shifted their strategy and management practices in
China during the long-haul market transition process. This model both helps
contextualize the IM research on China and highlights some areas for future work on
foreign business management in China and in emerging economies in general.
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