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Abstract 
China opened up their markets to the rest of the world 30 years ago. Since then 

country has gone through a major transformation. International corporations are now 

exploring this opportunity by establishing businesses all over the country. Supply 

chain management and purchasing are two fields where international firms are 

experiencing the most difficulties. Another issue is the effect cultural differences have 

on these companies' ability to perform. 

 

This study investigates the cultural differences observed at ATR, a joint venture 

between Åkers Rolls and TISCO. Interviews and observations were conducted at the 

company in China, followed by an extensive literature study. The purpose was to find 

problems purchasing organizations may encounter in China, to identify the causes, 

and finally to come up with ways to prevent and to deal with these issues. 

 

The identified difficulties could all be related to the national culture, organizations, 

the employees, and the purchasing operations. Culture differences affect each one of 

these topics. The findings suggest that international firms today often overlook 

cultural dimensions and the impact they have on business conduct in China. 

Arrogance by the foreign firms often leads to failures in exploiting possibilities 

offered by the Chinese market. 

Sammanfattning 
Kina öppnade sina dörrar till resten av världen för ungefär 30 år sedan. Sedan dess har 

landet genomgått en rejäl transformation. Internationella företag utnyttjar nu till fullo 

möjligheten att etablera sin affärsverksamhet i landet. Supply chain management och 

inköp är två områden där utländska företag idag upplever störst svårigheter. Ett annat 

problem är den verkan kulturella skillnader har på företagens förmåga att lyckas. 

 

Denna studie fokuserar på de kulturella skillnader som observerats på ATR, ett joint 

venture mellan Åkers Rolls och TISCO. Intervjuer och observationer genomfördes på 

företaget i Kina, följt av en omfattande litteraturstudie. Syftet är att identifiera de 

problem som en inköpsorganisation kan väntas stöta på i Kina, att hitta orsaken till 

dessa problem samt att upptäcka sätt att förebygga eller behandla dem på. 

 

De identifierade svårigheterna kunde härledas till den nationella kulturen, 

organisationerna, de anställda samt även inköpsverksamheten. Kulturella skillnader 

påverkar var och en av dessa kategorier. En av slutsatserna är att internationella 

företag idag ofta underskattar de kulturella dimensionerna när de gör affärer i Kina. 

Arrogans från de utländska företagen leder ofta till misslyckanden i att ta vara på de 

möjligheter Kina erbjuder.  
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1 Introduction 

This section introduces the study by presenting the background to the problem area. 

Once the background is understood a problem formulation is created with help of 

three research questions that together form the purpose of the study. The limitations of 

the project will also be presented. 

1.1 Background 

China opened up its market to the rest of the world in the beginning of the 80s 

through the country’s president Deng Xiaoping. Since then the number of foreign 

investments has exploded and the Chinese economy has flourished in ways the world 

has never seen before. From 1978, the country has on average held a ten percent 

annual gross domestic product (GDP) growth and the nation is slowly moving away 

from its once so sacred communist ideals. The country’s manufacturing industry is the 

main reason for this gigantic economic leap, something demonstrated by several 

reports claiming that China has surpassed Germany as the world’s largest exporter in 

2010. Today one third of the country’s GDP comes from its exports and foreign direct 

investments (FDIs) have been an important part of China’s successful establishments 

as “the world’s factory”. FDIs continue to play an important role as China’s economic 

development continues. (Ljunggren, 2008) 

 

Although cheap labor has traditionally been a foundation that attracts foreign 

investors, the country’s rapid economic development has now attracted many foreign 

companies who now strive to obtain their share of the ever-growing Chinese market 

and the ever wealthier Chinese consumer. China’s entry into the World Trade 

Organization (WTO) is believed to be utilizing this market access even further 

according to Goh and Ling (2003).  

 

The main form of FDIs in China today is joint ventures (JV) due to their low 

transaction costs as well as the benefits attained through the local counterpart. It 

provides the foreign part with expertise of the local business environment and the 

investment risk is shared between the two. However, there are also a number of risks 

involved in operating a JV in China. Inexperience of managers, cultural differences, 

finding skilled operators are examples of some of these issues. (Zhang & Goffin, 

1999)  

 

When starting a business in China, as well as any in developing country, there is 

always a great risk taking involved. One of the areas experiencing most problems is 

supply chain management. This provides difficulties in terms of infrastructure, 

government regulations, education, coordination between different means of logistics, 

etc. (Jiang, 2002). Supplier relationships have traditionally provided many difficulties 
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for international JVs in China. Local sourcing often fails due to quality and delivery 

issues, forcing the JV to purchase from abroad to a higher extent than originally 

intended. Local purchasing conduct and codes of behavior frequently differ between 

the two companies, something that affects the sourcing quality. (Zhang & Goffin, 

1999) 

 

As supply chain management becomes the focus of a successful establishment in 

China as well as the rest of the world, purchasing has also experienced a significant 

rise in importance to a firm’s operations. Gadde & Håkansson (1993) explain that a 

deeper relationship between customers and suppliers together with a higher degree of 

specialization changed the purchasing function at the end of the 20th century. Along 

with technological advancements, purchasing now represents a growing share of a 

company's turnover while salaries represent a decreasing share. In other words, 

external suppliers are being used more frequently. There are four points that explain 

why this new view of purchasing has taken place.  

 

 The increased role and larger turnover numbers from the purchasing 

organizations naturally leads to a larger impact on the firm's profitability. 

 The purchasing organization's increased role leads to a larger effect it has on 

revenue. Savings can be achieved through lower purchasing costs. 

 The realization of benefits attained through a deeper relationship with the 

suppliers. Information and technology exchange are some examples of areas 

that have developed through a deeper long-term perspective by firms today. 

 The role of the purchasers has changed. The purchases today are 

technologically more advanced and international purchases are more common 

than ever before. 

 

These four points help us explain why purchasing has become such an important 

integral in a company's operation. As societies and technology continue to develop 

and trade obstacles diminish, the purchasing role keeps gaining importance. Along 

also come higher demands and requirements on the purchaser itself. (Gadde & 

Håkansson, 1993) 

 

As the general purchasing process is relatively homogenous in most of the developed 

world, it can vary greatly in non-capitalistic markets. Understanding local laws and 

customs are therefore a necessity for foreign firms to succeed in China as well as any 

developing country. However, the Chinese business environment is also characterized 

by something called the guanxi system. It influences all aspects of business conduct 

and especially the purchasing process in China. It presents many difficulties for 

foreign companies when entering the Chinese market, especially those who are 

unfamiliar with business execution in the Far East. (Davison & Ou, 2008) 
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1.2 Problem Formulation and Purpose 

China's rise to an economic superpower is mainly due to their manufacturing industry. 

As the Chinese economy continues to grow, the number of foreign investments also 

increases. More and more companies open offices and manufacturing sites either 

independently or together with Chinese firms. The purpose for the foreign part is 

either to penetrate a new market segment or simply to lower their production costs 

through cheap Chinese labor. (Ljunggren, 2008) 

 

To succeed in the manufacturing sector in China, many foreign firms have chosen to 

use JVs as their form of investment. Several companies today enjoy success with their 

operations in China, but the number of failed JVs is also large. Yang & Lee (2002) 

cite cultural differences as one of the main causes for failed JVs in China, but also 

mention that more research is needed on key factors for managing a successful JV. 

The lack of knowledge regarding mergers of two business cultures is currently a 

problem according to literature on this topic. 

 

Logistics and supply chain management in China can differ in many various aspects 

compared to the developed world. The country suffers from many problems common 

to all developing countries. One aspect unique for China is something called guanxi, 

which can be translated as "relationship between people" and it is an important part of 

the Chinese business culture. Business is achieved with the person you have close 

relationships with, and maintaining those close personal relationships are a key for 

continuous cooperation. One effect of the guanxi system is the reduced usage or 

importance of written contracts as personal meetings and relationships are a stronger 

tie between the two parties. (Davison & Ou, 2008) 

 

The Chinese business culture certainly affects operational activities within foreign 

firms operating in China. As Zhang & Goffin (1999) point out, the purchasing 

operations suffer due to the different views on supplier relationship and the 

purchasing procedure. 

 

In order to unite the two fields, business management in China and purchasing 

operations, the aim of this paper is to find answers to the following question: 

 

1. What are the common problems a foreign-Chinese joint venture may run into 

regarding their purchasing operations? 

2. What are the main causes of these problems encountered by the international 

firm? 

3. How can the described problems be prevented or corrected? 

 

The purpose of this paper is to investigate some of the difficulties regarding 

purchasing that a foreign company may encounter when starting up their business in 
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China. Suggestions on how to avoid or prevent some of these problems will also be 

presented. The paper may work as guidelines for foreign companies that will manage 

purchasing organizations in China, or that are already in the process of doing it and 

need some suggestions of how to solve or prevent some of the basic problems that 

may arise. 

 

1.3 Limitations 

This thesis analyzes the purchasing organization at a JV in China from an 

organizational perspective. As the organizational spectrum is the focus of the study, 

specific purchases by the company will here be disregarded. The identified problems 

at the specific company will be placed in a general context where literature study will 

assess their relevance to general business conduct in China. Since purchasing as a part 

of supply chain management is the cornerstone of this study, other aspects of supply 

chain management have therefore not been investigated as systematically. 

 

Very few limitations were initially drawn up, which allowed the author to investigate 

many different areas that affect the purchasing organization. This thesis thus contains 

a wide variety of organizational features which affect the purchasing work. 

Operational activities have been investigated, but only with the purpose of assessing 

the local purchasing process rather than improving the activates. 
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2 Methodology 

This chapter will reveal the method used by the author to conclude the study. The 

approach of the project will be introduced followed by descriptions of data collection 

and processing methods. The structure of the paper will be given at the end of the 

chapter. 

 

Before the study took place, a very vague framework was presented to the author 

regarding the extent of the study. A problem area was presented, but the objectives 

and the purpose of the study were never defined initially. A concrete topic for this 

thesis was thus missing. However, it was clear from the beginning that purchasing and 

cultural differences were important cornerstones to be explored further. Their 

relationship with each other in this specific case would be discovered as the research 

progressed. The information given beforehand was that a purchasing department at a 

JV in China needed help in coping with its many difficulties. It was also clear from 

the beginning that cultural differences were some of the underlying issues at stake. To 

define the project, the author gathered information beforehand at Åkers Rolls in 

Sweden. Swedish purchasing managers provided information regarding corporate 

purchasing policies and processes which were previously attempted to be introduced 

in China. After three weeks in Sweden the author spent a total of four months at the 

JV in China for direct information gathering. After a deeper insight into the 

organization and the environment, an outline of the study could be created. 

 

2.1 Project Outline 

As the study progressed, a deeper understanding regarding the problem area was 

achieved. As reports and direct information gathering in China were studied, the 

author found problems concerning four different topics that were of relevance to 

understand the problems at the JV. The four areas were purchasing in general, the 

people involved with purchasing, the organization structure and the business 

environment, and finally the national culture.  

 

These four factors were placed in a triangle that highlights their relationship with each 

other (Figure 1). Purchasing is the main topic, but to apply theory to the current 

circumstances at the JV, one has to understand the factors underneath that controls the 

purchasing operations. Cultural differences affect all levels in the triangle and this 

thesis will try to explain the affect it has on each stage individually. 

 

The basic principle of the model presented below is that purchasing is the focal point 

of the study. The people in the organization are however the factor that controls the 
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purchasing operations. They are affected by the organization and the firm that rewards 

them, and at the end companies and organizations are consequentially influenced by 

the national culture of the country. The pyramid structure illustrates how these topics 

are connected and influence one another. When starting up business in China it is 

important to understand the cultural differences and their affect on these four areas. 

What this thesis does is examining the cultural aspect on these four issues and finding 

answers to the three research questions from within this triangle. 

 

 

Figure 1: Factors outlining the study and their relationship with each other 

 

To narrow down this study even further, limits were drawn to put focus only on 

factors with a direct influence on purchasing. This is illustrated by the black lines in 

the triangle shown in Figure 1. These lines together form an arrow which will work as 

reference throughout this study (Figure 2). This arrow illustrates the important issues 

discovered at the JV and their relevance to understanding general purchasing issues in 

China. The objective of this study is now to answer the three research questions by 

examining these four factors both locally at the JV as well as through literature studies. 

The structure in the following chapters will also follow this pattern. The next chapters 

in this thesis will continuously cover these four topics with this model as a reference. 

 

 

 

Figure 2: Study framework of relevant topics 
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2.2 Research Approach 

According to Patel & Davidson (1994), it has become more popular to define research 

by quantitative and qualitative research. The different views explain how we approach 

and process information. Quantitative research means that analysis and results come 

from mathematical and statistical evidence while qualitative research aims to 

investigate a problem and come up with descriptive analysis that explains the nature 

of the problems and how they can be taken care of. Research today is not classified as 

either qualitative or quantitative as most studies contain a mix of the two approaches. 

Statistical and numerical analysis are today common features used in qualitative 

research, as well as explanatory research is used in quantitative research. 

 

Bryman (2004) argues that scientists often overestimate the difference between the 

two forms of research. Although the foundation of qualitative and quantitative 

research differs, Bryman claims that the two are more or less integrated with each 

other in research today. 

 

The characteristics of the three research questions presented in the introduction 

suggest that descriptive analysis on the current topic is needed, something that is more 

suitable for qualitative research. A problem with an absence of quantitative data is 

investigated and solutions will be presented on a theoretical basis. In this report a JV 

called ÅkersTISCO Rolls (ATR) will be studied to apply theory and practice. As the 

aim of the thesis is to achieve a comprehensive picture of purchasing operations in 

China today, the research will look into the specific company and asses relevant issues 

that may arise to any company conducting purchasing in China. Findings on various 

solutions as well as ways of preventing these explored issues will be presented. It is 

thus wise to say that qualitative research is the dominant form of research that will be 

used here. However, like Bryman claimed it will be unavoidable to include the 

quantitative aspect as well. In this study some of the literature used quantitative data 

such as regression analysis to validate their statements. 

 

2.3 Case Studies 

There are many ways of conducting social science research. According to Yin (2009), 

executing case studies has advantages when the research questions are designed to 

come up with “how” or “why” answers. The method is also desired when the 

researcher has very little control of the events in the research, and also when issues 

relevant to the world we live in today are being examined. One essential aspect of 

case study research is to use multiple sources to strengthen one’s arguments. Prior 

skills and knowledge of the relevant topics are necessary for the author to fully be 

able to conduct the study. The disadvantage of case studies is the absence of 
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established procedures in research today. Therefore, it is important to plan the study 

early on and determine the desired method. Other required features for the researcher 

are the ability to ask appropriate questions, observe situations well, flexibility, 

knowledge, and awareness of potential biases. 

 

In order to increase the quality of a study, consistent use of multiple sources as well as 

a properly constructed chain of evidence to make the study more reliable. It is vital to 

incorporate all collected data critically and consistently consider alternative 

interpretations. (Yin, 2009) 

 

The study at ATR has many of the traits Yin (2009) mention as suitable for case study 

research. The research questions and the nature of the study certainly encourage the 

use of case study as a relevant method. This specific study was carried out with 

approach based on literature review to grasp the current topic. The field of purchasing 

in China is a current issue which needs further investigation and more research. This 

case study is thus an attempt to provide an insight into the purchasing environment in 

China. 

 

2.4 Research Method 

Patel & Davidson (1994) claim there are two types of reasoning methods that builds 

theory in research. Deductive reasoning means that the researcher uses existing theory 

and models that are applied to the current study. Knowledge is first achieved and then 

applied according to the needs of the theoretical framework. The opposite of this 

technique is called inductive reasoning which means that a study is being conducted 

without any prior theoretical studies on the topic. In this case the researcher starts 

investigating a field without any information of what he or she might encounter. 

Theoretical knowledge is consequently acquired during or after the actual study has 

been carried out. The principle here is that the researcher bases the theoretical 

framework on the information gathered in the study rather than a previously 

determined field of research. 

 

A third method of research reasoning also exists. It is called abductive research and is 

considered a mix of the two previous research forms. Patel & Davidson (1994) 

mention that abductive reasoning consists of an inductive stage followed by deduction. 

This way of reasoning is optimal for hypothetical research where a set of theory is 

suggested from the beginning of the research.  

 

This study mostly used deductive research methods. The author already 

comprehended many theoretical and analytical skills required to conduct the study. 

The field of purchasing and supply chain management was not new to the author, a 
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statement which confirms the statement that the study uses a deductive approach.  

 

It is also not fair to entirely exclude inductive reasoning as a form of research in this 

study. Some theoretical areas such as cultural backgrounds had to be explored from 

the beginning to fully comprehend the relevant factors that affect the outcome of the 

study. 

2.5 Data Collection 

Hair, et al. (2003) define data as “information recorded with the intent of representing 

facts”. Data can also be categorized into different groups such as quantitative and 

qualitative, subjective and objective data. One classification which does not 

categorize the nature of the data but rather the origin is primary and secondary data. 

Primary data is information gathered, processed, analyzed, and interpreted personally 

by the researcher in order to expand his knowledge. Primary data is tailor-made 

information with a direct purpose of answering the research questions. Secondary data 

is data that already has been collected, but for other purposes. Nevertheless, this does 

not prevent the information from being used in other research than it was originally 

intended to. Secondary data should always be reviewed before primary data to gather 

a solid foundation of information relevant to the matter. In recent year technology has 

increased accessibility to secondary data through new means of communication. 

 

To find relevant issues in the purchasing department, primary data was gathered 

through observation, and interviews regarding work routines, organization culture, 

purchasing operations, etc. Questionnaires and tests were also handed out with the 

purpose of estimating the employees’ current knowledge on the Åkers work 

instructions. Literature study will then allow these issues to be placed in general 

context by assessing their representativity to other firms. The literature review will 

then remain at a very comprehensive level as further research later will expose 

additional necessary explorations in different directions. Secondary data will in other 

words be processed before and during the actual study. During this time the structure 

of the required primary data will also be presented as the nature of the problems 

emerge. Literature review is also the main source of information when investigating 

causes and measures of coping with the determined issues. 

 

The three main forms of data collection used in this report are observation, interviews, 

and literature review. 

 

2.5.1 Literature Review 

Prior to the study conducted in China, literature was reviewed on topics of supply 

chain management, purchasing and JV management in China. Initially these studies 

were very general as a concrete topic for the study was missing. Databases such as 
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Emerald, ScienceDirect, and Google Scholar were frequently used to provide 

necessary articles. Searches were made using key words such as “supply chain 

management in china”, and “joint ventures in china”. Articles were also found through 

citations in these articles. This early literature study was done in order to get a broad 

understanding of logistical and managerial concepts as they translate into the Chinese 

business culture. After a foundation covering these areas was obtained, the literature 

review was directed at the specific company. Previous studies made by purchasing 

managers on site in China were revised to understand the company-specific issues at 

stake. Also the company’s global policy and concepts were reviewed in order to 

compare the situation in China to the group’s objectives. 

 

Literature was also reviewed during as well as after the study. This was done 

primarily to find underlying causes and solutions to some of the issues at hand. 

 

2.5.2 Observation 

Based on the literature review, observations, and interviews at ATR, a focus for this 

study was chosen. Previous analysis and documentation made by Åkers Rolls 

identified some weaknesses within the company where measures had to be taken. 

Once on site in China, observation of current work conduct was observed and 

analyzed both deductively through previously studied material as well as inductively 

once new problems and causes were identified. 

 

Many issues at the JV were earlier only pointed out without any deeper insight. One 

of the tasks was to get a deeper understanding of these problems and come up with 

solutions on how they could be avoided. Observation is thus a key element of data 

collection in this report. By participating in meetings, frequently communicating with 

the employees and assisting them in various purchasing tasks, and observing their 

work and attitudes, a deeper understanding of their work conduct could be attained. 

 

The literature review works as a base for understanding the difficulties at the JV. 

Observation takes the study a step forward in each direction to widen the 

investigation.  

 

2.5.3 Interviews 

Conducting interviews is a way of collecting information based on questions. It is 

suitable for gathering information of a more complex nature. In contrast to 

questionnaires, it allows elaboration and further questioning of relevant topics. (Hair, 

Babin, Money, & Samouel, 2003) 

 

Interviews were a key source of information for this thesis as documentation only was 

not a sufficient to answer the research questions. After all relevant documentation was 
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studied, observation followed and interviews were carried out to get an even more 

profound insight of the perceived issues at the JV. 

 

During the first stages of the project, interviews with the corporate vice president of 

purchasing in Sweden were combined with a review of available documentation. In 

the interviews he explained his perception of the purchasing work at the JV, the issues 

and what needs to be done. Daily discussions took place for a couple of weeks while 

the author visited Åkers Rolls in Sweden. Once in China, the preparations paved the 

way for further information gathering, mostly through observation and interviews 

with the purchasing team and local managers. The interviews in China were carried 

out almost entirely in Chinese as the English skills of the local employees were 

basically non-existent. Questions were primarily asked concerning their own role 

within the purchasing department and their duties. The respondents were also asked to 

describe their own work and the process they regularly followed in their respective 

work. They were also asked to give their views on the company as well as cooperation 

with foreigners and integration with a foreign company. These interviews were 

frequently carried with all employees in the purchasing department. 

 

The interviews can possess many different characteristics depending on the nature of 

the information acquired (Patel & Davidson, 1994). As all interviews were done 

face-to-face, anonymity was not an option in this case. However, as some shared 

information might be sensitive to the purchasing team in China, the names of the 

people sharing certain information will not be disclosed. The questions were mostly 

standardized so that all respondents will have to answer similar questions regarding 

their work. 

 

2.6 Methodology Discussion 

The author of this thesis has previously worked at the JV in China during one summer 

and was thus familiar with the organization beforehand. It is however not likely that 

previous encounters with the organization might have affected the outcome of this 

report. Very limited contact was made between the author and the purchasing 

department then, which may have prevented the author from presenting a biased 

study.  

 

This study was carried out two years after the first encounter with the organization, 

which meant that during the time in between the world had experienced a financial 

crisis. Savings was this time a primary focus for the organization, something they 

were trying to fulfill through cost reductions in the purchasing department. The study 

started with a crash-course in the company’s global purchasing policy and processes. 

The problems experienced from a Swedish point of view were first identified. This 
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also highlights the different views the Chinese part and Swedish part have in terms of 

purchasing operations. 

 

Because of the vague research purpose before the study took place, it was difficult to 

identify which kind of literature that would be necessary for the thesis. General 

theories regarding purchasing could be applied, but since the underlying causes for 

the identified problems had to be inspected gradually it was difficult to create a strong 

base of knowledge beforehand. 

 

One problem is that nearly all the communication in China was carried out in Chinese. 

As daily communication is no problem for the author, the limited language skills in 

the current settings caused some confusion at times. The overall results should not 

have been affected by the limited communication skills as the author was there for 

four months observing and doing interviews consistently throughout the project. Time 

was not critical factor in this case, which allowed for methodical and carefully 

conducted interviews with the local staff. 

 

One problem with a case study like this is its applicability to reality. The company 

might not represent JVs in general with their operational difficulties. As the purpose 

was to explore JVs and their purchasing function, a company was chosen without any 

consideration regarding how representative it might be for the study. 

 

2.7 Report Structure 

The chapters that follow will include the literature used in this study, a company 

presentation, and the analysis and results of the study. First a theoretical foundation 

and literature will be introduced to provide the reader with fundamental knowledge 

regarding important topics for this study. After these theories are presented a company 

introduction will follow where the background of the JV will be explained by 

presenting the two companies involved. Emphasis is put on their respective history 

and the company structure in order to get a grasp of the diverse environments they 

have gone through to reach the business venture they have now formed.  

 

The company introduction is followed by a description of the current situation at the 

purchasing department that describes the situation at the JV at the beginning of the 

project. The work and the organization will be described based on observation and 

brief interviews with the employees. Some basic problems will here be identified. 

They also constitute a base for the subsequent work of identifying inadequacies within 

the organization.  

 

Once these shortcomings become exposed literature is reviewed to describe the nature 
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of the problems and ways coping with these situations. This part will be presented in 

the analysis. Potential causes are also identified and considered. Explanations on how 

both external and internal factors can affect companies in similar situations will be 

presented later in the study. 

 

The topics covered in the theoretical framework, current status analysis, and analysis 

all follow the model presented in the project outline. National culture will however 

not be mentioned in the current status analysis since it focuses on the specific 

company that was investigate in this study. 
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3 Theoretical Foundation 

This chapter will introduce the theories and literature necessary for the reader to 

absorb the information given throughout the rest of the study. Theories regarding 

purchasing, supply chain management, organizational management, culture 

differences and business conduct in developing countries will here be presented. 

 

3.1 Supply Chain Management 

Supply chain management (SCM) has since the early 90s experienced an increase in 

importance to firms worldwide. The phenomenon started gaining interest in the 

middle of the 80s when JB Houlihan (1985) differentiated between what was called 

material and manufacturing management and what we today call SCM. Carr & 

Smeltzer (1999) help us define SCM by referring to Houlihan’s four points of 

differentiating between SCM and traditional material and manufacturing 

management: 

 The supply chain is a single entity rather than separate units 

 It is dependent on strategic decision making 

 New perspectives on inventory 

 Integration instead of interface is required 

 

As SCM developed over the years and gained significance in the business context, 

new theories were constructed. The top priority for a firm to succeed in SCM is 

cooperation and coordination on all levels. To achieve integration among the value 

chains, three new key phases were developed. Customer focus, determining cost 

options, and organizing supply chain options are now seen as crucial elements in the 

integration phase of the firm’s supply chain. Integration is obtained by emphasizing 

partnerships between companies, a trend which has been evolving since the 

emergence of SCM. (Carr & Smeltzer, 1999) 

 

Together with logistics, purchasing has become a more vital part of successful SCM. 

Carr & Smeltzer (1999) claim that purchasing plays a primary role in the supply chain 

by acting as an intermediate between the different units. Fung (1999) explain the role 

of purchasing in a supply chain by stressing strategic purchasing, supplier-base 

management, and implementing a lean supply organization. He further draws parallels 

between the crucial aspects of SCM and the role of a purchasing organization. 

Successful purchasing operations must follow the same principles as SCM by 

highlighting the supply chain as one unit rather than several, maintaining a customer 

focus, and focus on improving the processes and activities involved.  
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3.2 Purchasing 

Purchasing is according to Monczka, et al (2002) defined as the activity of supplying 

an organization with desired products in form of goods and services. The activity is a 

service provided to the internal customers, often the users, and includes tasks such as 

supplier identification and selection, market research, negotiation, contracting, 

evaluation, implementing systems and processes, and supplier coordination. In short, 

the objectives of any purchasing department are to supply products with the right 

quality and quantity, at the right time, with the right price, and from the right supplier. 

 

3.2.1 The history of purchasing 

The global business environment has in the last few years gone through big changes. 

Companies are forced to re-think their business models to maintain profits. There are 

three main reasons for this change. (van Weele, 2005) 

 Increased globalization of trade. There is no escape – the world is 

experiencing a steady globalization trend and there are no signs pointing 

towards a step in the opposite direction. A political trend encouraging 

privatization that increases competition, diminishing trade barriers across 

borders, improved logistical facilities, and a more accepting intercultural 

communication are all some of the reasons for this new globalization era. 

 Improved information technology. It is now easier than ever to communicate 

between people or businesses. This leads to increased marketing ability as well 

as information gathering regarding customer behavior. The information spread 

has increased awareness both for companies and for customers. 

 New consumer patterns. Service is becoming more important to the consumer 

and value is now associated with so much more than the product itself. 

Increased customization and competition allows the users more power over the 

product then before. 

 

As purchasing has obtained a larger part of the companies’ turnover numbers, it is 

now seen as an important way of reducing cost and thus increasing the company’s 

profit. The largest expenditure used to be personnel costs, but due to the reasons 

mentioned above the total cost of purchased goods and services has now surpassed the 

cost of human capital. 

 

3.2.2 Strategic Purchasing 

As SCM has gained importance in the global business environment, it is no secret that 

purchasing has received more attention in the last few decades. One of the changes 

that has come about is a new view on strategic purchasing. It allows companies to 

look at their purchases in a long-term perspective and together with other departments 

work together in reaching their strategic goals. There are three strategic roles for of 
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the purchasing organization that will improve their operations, the rationalization role, 

the development role, and a structural role. (Gadde & Håkansson, 1993) 

 

By rationalization it is meant that the firm critically analyses their own work and try 

to find room for improvements. The company should look at what purchases are 

necessary and if there are any possible changes in the product that could lead to lower 

purchasing costs. This requires collaboration with other departments in the company, 

something that has become more important in the purchasing role. Logistical 

rationalization is another key. Savings can be attained through shorter lead times and 

reduced inventory costs. A review of the supplier base may result in new possible 

suppliers which can through competition reduce purchasing costs. 

 

The development role covers a purchasing organization’s involvement in helping 

developing desired products for the firm. It requires the firm to have a good 

relationship with the suppliers when together developing new solutions for the market. 

This way of parallel product development has increased over time and is today an 

important part of strategic purchasing. 

 

The structural role of strategic purchasing means overlooking the supplier base and 

the firm’s systematic approach to supplier selection. The choice between one supplier 

and several suppliers have both advantages and disadvantages. What the company 

needs to do is looking at their long-term goals and choose the best suited situation. 

The strategic value of one product might need different supplier structures. More of 

this theory is presented later in chapter 3.2.5.  

 

Chen (2004) created a model where it is explained how strategic purchasing plays its 

role in SCM and therefore affects company performance at the end. Once a complete 

SCM theory is established, the purchasing department can form their own strategy 

consistent with the company’s ideas. Like mentioned earlier, communication 

throughout the entire supply chain is important for success, both for the suppliers as 

well as for the purchasers. Limiting the number of suppliers and focus on the 

development of the relationship with those few also improves the overall performance 

of the supply chain. Naturally, a long-term perspective is also crucial for all parts to 

reach the company goals. Research shows that companies that value these factors in 

their purchasing operations achieve higher customer responsiveness which eventually 

improves the financial performance. 
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Figure 3: Strategic purchasing and its effect on company performance (Chen, Antony, & Augustine, 2004) 

 

3.2.3 The Purchasing Process 

Although the actual process of purchasing goods and services naturally vary between 

different organizations, there is according to van Weele (2005) a general model of the 

purchasing process which is more or less followed by most firms.  

 

It includes six steps which explains the purchasing process from when need arises to a 

review of the completed purchase.  

 The initial step of the purchasing process is to determine the order 

specification. Both technical and functional specifications are drawn up to 

understand what purpose the product will fill as well as its characteristics.  

 After a complete specification, the purchaser turns to the market and chooses 

an available supplier. This step establishes degree of subcontracting (entirely 

or partially) followed by an assessment of the available suppliers. Quotations 

are distributed and gather for an analysis where a supplier is finally chosen.  

 The third step is the forming of a contract with the supplier. Price, delivery and 

payment terms, as well as conditions on guarantees are negotiated and then 

agreed upon.  

 The fourth step is the actual product order. It includes all the relevant 

documents, specifications, and agreements that are settled in the negotiation 

process.  

 After the order follows an expediting of the purchase, which basically means 

that the buyer monitors the orders he has placed through routines such as 

status-checking and deviation measures. Critical products may also be 

observed closer than others in order to avoid bottleneck situations.  

 The last step in the process is the follow-up and evaluation of the purchase. 

This is the step where the purchase is completed and reviewed for future 

references. 
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Figure 4: The purchasing process according to van Weele (2005) 

van Weele points out that the purchasing function is a service provided by the 

purchasing department. Their task is to serve its internal customer which is the user of 

the product. There are also requirements on the purchasers to have sufficient 

knowledge of the business environment surrounding his tasks. Market awareness, 

good economic and logistical understandings are necessary to handle the purchasing 

function efficiently. Technical knowledge is also important as complete ignorance 

regarding ones purchased products can be a disadvantage. 

 

For manufacturing companies the objectives of the purchaser should be to focus on 

development of the supplier base and cost rationalization. Once the production 

process has been established the necessary purchases tend to relate more to the actual 

production. In the supplier selection process it is important to sign agreements with 

suppliers in order to reduce the time spent on operative purchasing tasks. There is a 

tendency among purchasing organizations today to waste both time and resources this 

way. Cost rationalization comprehends the idea that that the construction of one’s 

product can facilitate savings through involvement of the purchasing department early 

on. A production constructed for purchasing efficiency can reduce the purchasing 

costs up to 50 percent. During the actual purchasing process it is important to 

maintain the idea that cost reduction is not only achieved through the price of the 

good but also factors such as capital tie-up and standardizing the different steps in the 

process. (Skoog & Widlund, 2001) 

 

3.2.4 Classifications of Purchases 

There are a number of ways of classifying one’s purchases. Type of purchased product, 

purpose of the purchased product, or the characteristics of one’s own end product are 

just some of these classifications. Gadde & Håkansson (1993) have divided purchases 

into several different subgroups depending on their function in the production chain. 

These categories include equipment; components; raw materials and processed 

materials; maintenance, repair, and operating supplies; and services.  

 

It is important to look at the type manufacturing company to understand what kind of 
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purchases that is of importance to the firm. Gadde & Håkansson (1993) divide 

companies into three different groups depending on their manufacturing technology. 

 

 

Figure 5: Manufacturing technology and its effect on purchasing (Gadde & Håkansson, 1993) 

Purchasing behavior can vary significantly between different types of organization. 

Even for manufacturing firms there are a number of various forms of purchasing 

behavior. The purchase is carried out very different if the desired product is material 

in a stable production with low variation or if the purchase is an investment for 

development of the production process. In Gadde & Håkansson’s attempt to specify 

purchasing characteristics based on manufacturing technology, they defined them as 

unit manufacturers, mass producers, or process producers. The purchasing behavior 

varies depending on which technology is used. Equipment purchasing and 

components require very different purchasing strategies. The company must identify 

which kind of product the manufacture and based on that form their purchasing 

strategy. 

 

3.2.5 Kraljic’s Portfolio Matrix 

Peter Kraljic wrote in 1983 an article that helps us differentiate between different 

products and their desired purchasing strategy. As the importance of products can vary 

greatly for a firm’s production, different strategies need to be set up when dealing 
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Leverage products Strategic products

Routine products Bottleneck products

with them. The first step is to map out the different products by categories. A normal 

finding here is that the 80/20 rule applies to most companies. In other words, 80 

percent of the turnover comes from 20 percent of the products. Through this analysis 

the most important products will be exposed, and their importance to the production 

must be determined. Once it is established what impact all the different categories 

have on the production, their respective supplier risk must be assessed. This means 

estimating their long- and short-term availability, supplier options, market structure, 

cost of changing suppliers etc. (van Weele, 2005) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

After these assessments have been made, an estimate of the product’s strategic nature 

emerges. Kraljic chose to define these products in terms of four different categories 

depending on their relevance in production and their supply risk. 

 Leverage products – these are the products that represent a large share of the 

end product’s costs. The product is however relatively basic and the suppliers 

are abundant. The best purchasing strategy here is to exploit the competition 

and reduce the costs for this kind of products. As they represent a large share 

of the company’s expenses, rational supplier selection can contribute to 

substantial savings. 

 Strategic products – the impact these products have on the firm’s performance 

is the same as with leverage products. The big difference is that the number of 

suppliers is very low. Letting them compete with each other is not an effective 

strategy here. The best option is rather to work closely with the few suppliers 

and make sure a close partnership is maintained. 

 Bottleneck products – just like strategic products, there are few available 

suppliers of the product. They have much power in the relationship and as 

always with monopolistic markets, the prices tend to be higher and service 

sometimes inadequate. The strategy here is to avoid bottleneck situations by 

ensuring supply of the product. Meanwhile it is necessary to investigate the 
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Figure 6: Strategic portfolio matrix according to Kraljic (van Weele, 2005) 
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market for alternative suppliers. 

 Routine products – these products have a low impact on the firm’s result and 

where the supply risk is also very low. A considerable share of firms’ 

purchasing operations is spent on these purchases. The goal here is to spend as 

little time as possible on these items since there is very little savings potential.  

 

One task for the purchasing department in the strategic context is to reduce the 

purchasing costs by locating more suppliers. In the Kraljic matrix this translates to 

products moving to the left. The goal should be to transform strategic products to 

leverage where competition could be used as a tool to reduce costs. Bottleneck items 

should be changed to routine products so the time spent ensuring supply could be 

reduced drastically. (van Weele, 2005) 

 

3.3 Organization 

3.3.1 The Purchasing Organization 

The purchasing tasks in organizations can be managed in many different ways. Some 

organizations allow the users themselves to handle the purchases without any 

influence from managers. Other organizations centralize the purchasing into one 

department that handles all the purchases without any influence from others. (Skoog 

& Widlund, 2001) 

 

These are however two extreme ways of looking at the organization of purchasing. 

Most organizations use a mix of the two systems for their purchasing operations. 

According to a 1991 study of Scandinavian companies, 8.9 percent of the companies 

had entirely centralized their purchasing while only 4.4 percent used a completely 

decentralized system (Gadde & Håkansson, 1993). van Weele (2005) also notes that 

there has been a trend towards hybrid purchasing (mix of centralized and 

decentralized organizations) in companies today. In a comparison between 1988 and 

1995 there was a clear trend supporting conversions to hybrid purchasing 

organizations. This trend was even more significant for larger companies in terms of 

turnover numbers. 

 

It is safe to assume that there is a purchasing organization among most manufacturing 

industries today. The main tasks of this purchasing department are to organize the 

purchasing operations and handle the administrative work. They are also in charge of 

setting up procedures and standardizing the processes to create conformity within the 

organization (Skoog & Widlund, 2001). The hybrid organization often allows 

company management as well as the end users to conduct some purchases. 

Decentralization also has advantages which the firms take advantage of bus using a 

mix of centralization and decentralization. 
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van Weele claims that there are three 

levels of accountability in a 

purchasing organization, meaning 

levels to which the employees are 

held responsible of their actions. 

Strategic level involves all 

management groups from company 

management to purchasing 

management. It covers all strategic 

purchases and purchases with 

long-run economic impact. The tactical level engages the top of the purchasing 

department, usually the purchasing manager as well as the buyers with the most 

authority. The tasks here surround product and supplier selections, in which 

agreements play an important role. The decision-making here often involves 

corporation with other departments. At the operational level regular administrative 

work similar consistent with the latter part of the purchasing process can be found. 

The tasks are carried out by the bottom part of the purchasing organization. 

 

Regarding the organizational structure of a purchasing department, there are a number 

of options available for the single-unit firm. van Weele (2005) points out four 

variables that are of importance to the organizational structure. First, the 

management’s view of purchasing affects the whole outline of the organization. The 

strategic approach of the purchasing operations is another important factor. Long-term 

cost reduction or lowest possible procurement costs is an example of a focal point of 

company must choose before institutionalizing the purchasing into the organization. 

The personal relationships and human interaction ability must also be considered. The 

attitude towards the company’s purchasing actions across different levels must be 

regarded. At last the communication technology plays a role. The reporting and 

interaction ability affects the information flow and thus can influence the choice of 

organizational structure. 

 

There are various ways of placing the purchasing unit in an organization. van Weele 

(2005) places purchasing under either logistics or production in single-unit 

organizations. Larger organizations can place their purchasing operations directly 

under the management. Gadde & Håkansson (1993) claim that it is important for the 

purchasing department not to be placed too far down in the hierarchy in order to 

maintain its status. Purchasers placed under production departments may complain 

about the lack of response from upper management. 

 

3.3.2 Organizations in China 

The changes that has placed China among the world’s most powerful economies has 

Strategic level

Tactical level

Operational level

Figure 7: Accountability levels in purchasing organizations 
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also brought changes upon the organizational structure of Chinese firms. In the 

middle of the 20
th
 century firms were, just like the country’s political system, based 

on strict hierarchical and bureaucratic systems with poor intra-level interaction. 

Factories were inspired by their allies Soviet and modern mass-production systems 

were absent even until the beginning of the 80s. However, along with China’s 

introduction to capitalism, new ways of organizing work were introduced. Although 

new competition has forced change in many Chinese firms, the structural 

development of these firms can vary greatly depending. Strong state-owned 

enterprises tend to get stuck in traditional communist ways that work against capitalist 

ideals. As government also differentiate foreign investments regulation among 

different sectors, it is likely that an industry with influential state-owned enterprises 

will face significantly less foreign competition domestically. (Lin & Germain, 2003) 

 

The author looks at formalization as an important part of the Chinese organization. If 

formality is regarded as documented instructions, quantified measurements, and 

standardized communication systems, then Chinese organizations are relatively 

informal. Documentation is not as heavily relied upon as in the West, which means 

that the personal relationship and social interaction weighs more than in other cultures. 

The actual organization structure in China outlines the allocation of power rather than 

showing job descriptions and information channels. 

 

3.3.3 Culture Clashes in China 

Geert Hofstede (1991) defines culture the following way: 

 

“it is the collective programming of the mind which distinguishes the members of one 

group or category of people from another.” 

 

 

Figure 8: Individual uniqueness in human behavior (Hofstede, Cultures and Organizations, 1991) 

 

Personality and human nature are other qualities which characterizes us humans as 

different people. Human nature is the biological characteristics that form the basic 

physical and mental functions. It is inherited in the sense that we cannot as individuals 

affect the human qualities we are given. Culture is, as opposed to human nature, 
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learned by a number of people that form a group or a category. Personality is the 

uniqueness of each individual. The characteristics can be both learned and inherited 

and they are the characteristics that define us as individuals. One difficulty is to draw 

the line between these three layers of human individuality. There are no definite 

answers here and scientists still debate the issue. (Hofstede, 1991) 

 

To explain national culture, Hofstede (1991) also talks about four problem areas in 

which different cultures diverge: 

 Social inequality and power distance 

 Individualism versus collectivism 

 Masculinity and femininity, how we humans deal with gender issues 

 Means of handling uncertainty, reactions and showing of emotions 

After some research, a fifth dimension was invented, long-term versus short-term 

thinking. All these dimensions help us identifying cultures, but they also provide 

guidelines on how to embrace new cultures we are acquainted with.  

 

With this theory applied to Chinese culture, Hofstede found that there is a strong 

correlation between power distance and personal life. Authority and status at work 

thus translates to the personal life. The gender difference also showed significant 

distinction between western and Chinese culture. Masculinity in China possessed 

many of the feminine qualities perceived in western culture. This was explained by 

old Chinese spiritual and philosophical ideals that still shapes the society today. 

Kindness, compassion, and human-heartedness were all considered feminine traits, 

but fell under masculinity in Chinese culture.  

 

The fourth dimension was referred to Confucian dynamism, a philosophy that has 

characterized the Chinese culture for the last 2500 years and still does to this very day. 

It was hard to find particular differences between the two cultures so the author 

simply decided to switch focus to an entire philosophy. The Confucian teachings 

emphasize the following points: 

 Stable society through inequality of relationships. This means that 

relationships with other people are regarded as different depending on social 

status, age, and gender. 

 Family is the foundation for social organizations. Respect for the family and 

family members are essential. Family structure is seen as solid foundation that 

forms East Asian societies today. 

 Not treating people as you would not want to be treated yourself. This is 

identical as in most other religions and philosophies, with the exception that in 

Confucianism it is formed with negatives. 

 Importance of education, hard work, and savings. Life-long learning and 

moderation in consumption are strong cornerstones in society. Greed is frown 

upon and hard work is thoroughly encouraged. 
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3.3.4 Culture Clashes in International Cooperation 

International expansions often create culture clashes. Greenfield start (setting up an 

international branch from scratch), foreign takeovers, international mergers, JVs, and 

partial cooperation are all ways of expanding one’s businesses internationally. The 

foreign JV can either be a Greenfield start or an already established business unit 

transferred to the international cooperation. When this occurs, the culture is 

transferred as well, which might create implications for the JV. The management is 

here a key issue. An entire management transferred from one company tends to have 

more success than those where management is shared between the two companies. 

Management of people is very important to avoid negative culture clashes in the 

international JV. There are two roles which must be established for a JV to be 

successful. First of all the local manager, he must be familiar with both cultures in 

order to impregnate tolerance and understanding throughout the organization. 

Corporate diplomats are people who are familiar with both cultures and often 

multilingual. They are experienced with intercultural work and should be familiar 

with company values. One of their functions is to act as a role model for other 

employees in understanding cultural differences and communication. (Hofstede, 

1991) 

 

3.4 Reward Systems and Compensation 

3.4.1 Reward Systems 

Rewarding employees for their work is a must in any business. Salaries, bonuses, and 

pension are all examples of monetary rewards while promotion, new work 

assignments, and acknowledgement are all examples of non-monetary rewards. The 

most common rewards to firms today are fixed and flexible salaries. Flexible salaries 

usually depend on the individual performance, something that has become more 

popular among companies today. A bonus is another reward which is given to 

employees which manage to exceed targets set for their work performance. It is seen 

as an incentive shared to encourage productiveness with employees, something which 

may have mixed results in the long run. There are tendencies that show that a more 

comprehensive bonus system leads to reduced company loyalty. Collective bonuses 

are given to a group of people rather than the individual. It can increase group 

productivity and encourage team harmonization, although there is a chance that equal 

bonus for a group does not reflect the respective performance of the individuals. 

(Arvidsson, 2005) 

 

It can be tempting for companies to have salary levels directly correlated to the firm’s 

profit. In that case when a firm’s revenues are reduced, the expenses in form of 

salaries will also decrease. It will after all reflect the overall company performance 

and thus the employees’ individual performance. This is a dangerous method that 
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creates uncertainty throughout the organization. Studies have shown that at least 80 

percent of the salary should be fixed in order to keep the staff satisfied and productive. 

The remaining share can be variable salary in form of bonuses or salary relative to 

firm, department, or group performance. One important condition for 

performance-based salary is a rational method of measuring performance. (Arvidsson, 

2005) 

 

3.4.2 Reward Systems in Chinese Organizations 

As China has opened up to the outside world pay systems have gained importance. 

The country used to stay away from materialistic ideals and instead follow communist 

beliefs. Once capitalism became more prominent in the business context, the view on 

rewards of individuals changed. This change did not go through smoothly as wage 

difference and monetary advancements stand in contrast to communist ideology. The 

country experienced a reform in 1985 which allowed salaries to be set consistent with 

company performance rather than physical output. In the beginning difference 

between workers and managers remained low, even as low as three-to-one or 

four-to-one in some cases. For developing countries this number is usually 

hundred-to-one or more. But the capitalist trend continued and state-owned 

companies found it more and more difficult to keep workers when competing private 

firms were allowed to offer higher salaries. As capitalism came along, both private 

and state-owned firms moved towards a performance-based pay system. The 

development went very fast and within a decade there was a significant increase in 

pay-for-performance systems. Fixed salaries were being used by less than 60 percent 

of all companies by 1990. The trend exploded so fast that bonuses increased faster 

than productivity. This new payment system has not been appreciated by all parts. 

Workers are often unhappy about compensation which creates conflicts in the 

workplace. Dissatisfaction regarding compensation levels and evaluation processes 

often receives much criticism.  

 

3.5 Business Conduct in Developing Countries 

The categorization of developed and developing countries is widely used in literature 

and media today. Although no strict definition exists, developed countries are 

commonly referred to as North America, West Europe, Japan, Australia, and New 

Zeeland. The rest of the World is considered being developing countries, including 

some countries belonging to a group called “least developed countries”. (United 

Nations, 2010) 

 

As developing countries experience a faster economic growth and pushed by 

globalization, it has in the last decades become an attractive market for western 

companies who want to expand their businesses. Globalization and a more stable 
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political environment have encouraged companies to cross borders and start investing 

in the third world. However, doing business with developing countries rather than 

developed countries requires a somewhat different approach as the objectives of the 

two countries usually differ. (Cavusgil & Ghauri, 1990) 

 

The causes for expansion to developing countries are lower costs, quality 

improvements, access to new markets, and gaining a comparative advantage. 

Although cheaper workforce is one of the main reasons for this expansion, doing it 

only because of the low labor costs is a dangerous practice. (Oke, et al 2009) 

 

3.5.1 Logistics in China 

As China’s economy grows and the business atmosphere improves through the 

country’s introduction to the World Trade Organization, the logistics sector also 

makes progress. However, these improvements do not keep the same pace as the rest 

of the business environment. Logistics costs relative to production costs is 20-30 

percent in China, compared to ten percent in developed countries. The WTO has 

eased some of the political restraints on transportation and logistics development and 

new infrastructure is being constructed. Despite new development in the sector, the 

country still suffers from problems typical for developing countries. Poor 

communication, low reliability of suppliers, complicated customs procedures, and 

absence of logistics consulting services are just some of these prevailing issues. There 

are however two areas where drastic measurements need to be taken for the Chinese 

logistics sector to keep up with the country’s economic development; the lack of 

modern technology at the customs and warehouses. Political encouragement through 

regulations and laws is the best way to support new ideas regarding flow of 

information and goods, something China has been lacking. (Goh & Ling, 2003) 

 

3.5.2 Guanxi 

When looking at developing countries in general, there is one phenomenon specific to 

Chinese culture which does not exist in other countries. Guanxi can be translated as 

relationship or personal relationship and emphasizes the relationship between two 

people. The systems means that people do favors for each other as gestures of 

thankfulness. It exists in the business context as well as in social interactions. The 

term derives from Confucian philosophy (see chapter 3.3.3) which highlights personal 

relationships as cornerstone in society. It has created stability in Chinese societies for 

centuries and is today an important element in Chinese business conduct. To some 

foreign firms it can be seen as a form of corruption as gifts, cash, or other treats are 

often exchanged between parties to strengthen the relationship. The fact that business 

is made with people rather than companies might also render problems if that person 

changes job. It is a vital part of Chinese business culture to understand for the foreign 

businessman. (Leung & Wong, 2001) 
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The theories presented in this chapter together constitute a base of knowledge 

necessary for the author to reach the purpose of the study. It also provides the reader 

with relevant background information on the various topics involved. All these 

different aspects considered in this chapter will systematically be studied further in 

the analysis (chapter 6). The arrow model presented earlier will shows in what order 

the four topics relevant for the study are presented. Each one of these areas will be 

based on the theories presented in this chapter. 
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4 Company Introduction 

This chapter presents the background of the two companies that founded the JV which 

was investigated in this study. Information is gathered from interviews with TISCO 

managers, information material, and company websites (www.tisco.com.cn and 

www.akersrolls.com). The JV itself and its history is also briefly introduced. 

4.1 Åkers Rolls 

Åkers Rolls is today the largest roll manufacturer in the world. The company has a 

long history which dates back to 1580 when it was founded by a royal decree. During 

the early years cannons used by Swedish army was the only thing produced by Åkers. 

The first steel roll was later produced in 1806. The head office remains at the location 

where the company at one point started its production: at Åkers Styckebruk, a little 

town of 3500 inhabitants 70 kilometers west of Stockholm. 

 

The owner of the Åkers Group is since 2008 Altor, an equity firm focusing on 

Scandinavian medium-sized companies. Åkers today has production sites in Belgium, 

Slovenia, United States, France, China and Sweden. They employ 1,600 people 

worldwide and in 2008 had a turnover of 374 million Euro. 

 

 

 

 

 

 

 

 

 

4.2 TISCO 

Taiyuan Iron and Steel Company Ltd. is a state-owned stainless steel producer located 

in Taiyuan, the capital of Shanxi province, China. The city is located 500 kilometers 

southwest of Beijing in a mountainous region (Shanxi means “West of the mountains”) 

Mission: 

Åkers shall be, and be perceived as, the leading and superior manufacturer 

and solutions provider of high quality rolls and associated services to the 

steel and metal industry, world-wide. Profitability shall be assured through 

focused and unified marketing and sales efforts in combination with 

operational excellence in the areas of R&D, manufacturing and support 

functions. Åkers shall at all times be the easiest partner to do business with. 

 

Vision: 

Åkers shall provide such value that we are the preferred choice of our 

customers, employees and shareholders. 
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known for its heavy industries and coal mines. According to the Asian Development 

bank in 1999, Taiyuan had the worst air quality in the world and was the world’s third 

most polluted city in China. The population of the city is today 3.5 million people. 

 

TISCO is one of the city’s largest industries. Its premises in northwest Taiyuan today 

cover an area of roughly 2 x 6 kilometers and the number of employees exceeds 

30,000. In 1990 the company employed over 70,000 people, a number that slowly 

started declining in the mid-90s with technological advancements. A large drop in 

employees took place in 2002 when the company lowered the retirement age to 50 

years for men and 40 years for women. 

 

The company was founded in 1934 and has along with many other companies in 

China experienced a rapid growth since China opened up to the rest of the world. In 

30 years the company’s assets have grown from two billion RMB to over 90 billion 

RMB. Their sales figures also improved from 540 million RMB in 1978 to over 100 

billion in 2008. 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

TISCO today has several offices around China as well as in other parts of the world 

such as Hong Kong, Germany, and the United States. Their products are today being 

exported to 30 countries around the world. It is China’s largest and oldest producer of 

various kinds of steel, including stainless steel and silicon steel. 

 

 

4.3 The Joint Venture: ÅkersTISCO Rolls 

In 2006 Åkers sold 11 percent of its produced rolls to China. In an attempt to increase 

this share and penetrate the Chinese market, Åkers Rolls joined forces with TISCO in 

2007 and formed a JV called ÅkersTISCO Rolls (ATR) where 60 percent is owned by 

Figure 9: Shanxi province marked out on a 

map of China 

Mission: 

Supply the most delicate stainless steel 

products for the world. 

 

Vision: 

Build TISCO into the most competitive 

stainless steel enterprise in the world. 

 



Purchasing in China Luleå University of Technology Erik Hedborg 

31 
 

Åkers and the rest by TISCO. The office and the manufacturing sites are located in 

Taiyuan, in the middle of the TISCO plant. The JV took over the roll manufacturing 

business from TISCO, thus production was already in place when the new company 

was formed. Properties, equipment and staff were already provided by TISCO. 

 

In 2007 the total number of employees acquired from TISCO was 344. Additional 

translators and experts from Åkers in Europe were also employed. In 2010 the number 

of TISCO-employees is down to 250. Cultural differences is one the problems at the 

firm today, there are currently two foreigners employed at ATR, the rest of the staff is 

entirely Chinese. Poor implementation of work instructions by Åkers Rolls has led to 

poor execution of many operational activities, such as purchasing. 

 

Expectations were also very high on both sides before the JV started, something it has 

not been able to live up to. Management changes and slower than expected 

technological development are just some of the complaints by the employees. Other 

problems are staff competence, communication skills, and cultural differences. The 

geographical location keeps the company’s ties to TISCO very strong, both among 

management and employees. 
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5 ATR Purchasing Description 

This section analyses the purchasing department at the JV at the beginning of the 

study. The organization, employees, and the local purchasing conduct are all 

presented together with their shortcomings. The issues found here will constitute the 

subsequent analysis in the chapters that follow. 

 

During the summer of 2010 the purchasing department at ATR in China was 

investigated by the author. The purpose was to achieve an understanding on how far 

the local plant had come in its attempt to follow corporate purchasing guidelines and 

to obtain an overall understanding of the organization as a whole. It was known 

beforehand that the local plant was had difficulties within the organization, the staff, 

and the department’s work conduct. During the initial stages of the time spent in 

China, observation and interviews were carried out to understand the circumstances at 

the JV. Very limited documentation was present which made interaction with the 

employees even more necessary. All the communication with employees at different 

levels was carried out in Mandarin Chinese which occasionally slowed down the 

process. There were however no time constraints which allowed for methodical 

interviews and communication.  

 

5.1 The Organization 

The purchasing organization at ATR was lying directly underneath the management of 

the JV. Directly under the general manager was a sales and purchasing manager, a 

role he also combined with deputy general manager. The department then consisted 

of two divisions, one handling raw material purchases and the other everything else. 

The reason for this is that raw material represents an extensive part of the company’s 

purchasing costs. Also the characteristics of the raw material market require another 

form of purchasing behavior. The buyer in the raw material division (RMD) was in 

charge of expediting and administrating the purchases while the manager handles the 

communication with the suppliers. Overall the RMD functioned rather well compared 

to the rest of the purchasing organization.  

 

5.1.1 The Management 

The sales and purchasing manager had very little influence on the decisions of the 

purchasing department. He rarely participated in meeting or discussions regarding 

neither regular purchases nor raw material purchases. His role in purchasing was 

mostly ensuring a good relationship with suppliers as he often represented the 

company in negotiations and meetings. His role was also heavily criticized by Åkers 
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Rolls as they suspected that he had a hidden agenda with his involvement in the 

purchasing department. From here on the sales and purchasing manager will be 

excluded from the analysis as his responsibility in the purchasing activities was 

almost nonexistent. Shortly after the author's arrival in China he was also relieved of 

his duties in the purchasing department. 

 

The following organization chart was not formally presented by the company. It was 

documented by the author after interviews with the respective managers throughout 

the organization. 

 

 

 
Figure 10: Organization chart of the purchasing department at ATR 

  

The purchasing manager was relatively new at the firm. Although he had worked for 

TISCO in the past, he had recently been employed six years at another company. Staff 

hired from outside of TISCO is highly exceptional, and even though he possesses 

previous work experience at TISCO, his colleagues still view him as an “outsider” to 

the other employees. He was unpopular with almost all employees in the department. 

The staff under him often refused to obey orders and preferably did work their own 

way. He was obviously uncomfortable managing other people evidenced by his poor 

communication ability and lack of leadership skills. From Åkers' perspective it was 

not clear whether the dispute lay within the employees or if the manager had created 

the conflict. The only thing clear from the beginning was that he was not appreciated 

within the department. The two buyers underneath the purchasing manager were in 

charge of different kinds of material which required different strategic approaches. 

The store keeper was in charge of maintaining storage levels and in many cases 

communicating between users and the purchasing department. 

GM

Sales and 
purchasing 
manager

Purchasing 
manager

Buyer Buyer Store keeper

Raw material 
purchasing 
manager

Buyer

Raw material 
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The top management of the company had a very limited relationship with purchasing. 

Communication within the purchasing department was already poor, and information 

flow upwards in the organization was not much better. The general manager of the JV 

was a foreigner who was not able to correspond in Chinese. Translators were 

necessary during interactions with other parts of the firm which created a distance 

between the Chinese staff and the management.    

 

5.1.2 Reward Systems 

The people further down in the hierarchy were the most dissatisfied about their work 

situation. They were complaining about the management, heavy workloads, tasks, 

benefits, lack of motivation etc. The newly hired purchasing manager had failed 

considerably in his role as a leader of the purchasing team. The working environment 

was poor and the atmosphere among the employees hostile at times. 

 

The salaries within the department were subject to large differences. 

Management-to-purchaser ratio could be as high as five to one even though it was just 

a matter of a one-level difference between the two. The compensation at the lower 

level was divided into two groups. One part of the salary was fixed and the other part 

varied depending on their performance as a team and the company performance, with 

the latter one being as large as 50 percent or higher in some cases. The problem here 

was that the purchasing department had very little short-term impact on the 

company’s financial results. Additionally the evaluation of the purchasing department 

was conducted by an administrator with no insight whatsoever to the purchasing work. 

When the variable salary level was determined through the evaluation process, it was 

up to the purchasing manager to distribute the money to the people below him 

according to his perception of their work performance. In other words, the end 

recipients of the variable pay (the buyers and store keeper) were in the end competing 

with each other for the performance-based part of the salary. To avoid conflict, the 

purchasing manager often distributed the variable part relatively equal among the 

employees. The entire salary system creates uncertainty, endorses conflicts, and 

discourages coordination and mutual support among the employees. 

 

5.2 The People 

The six employees in the purchasing department had very different backgrounds and 

profiles. There were four men and two women and they were all in the age span of 

35-45 years of age. Most of them had spent their entire life at TISCO before joining 

the JV in 2007 or later. There were significant differences in the path each one of 

them had taken to reach the purchasing department.  
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5.2.1 Education 

The two managers both had bachelor degrees from a university or college. Neither of 

them possessed academic skills related to SCM, purchasing, or logistics. Of the other 

four members of the purchasing department only one had a higher education degree, 

which was however not related to the desired fields. Despite previous experience in 

learning foreign languages, none of the six were able to communicate in other 

languages than Mandarin Chinese. There was also a significant lack of computer 

literacy for all the people involved. Basic Microsoft Office skills regarding Word and 

Excel were completely absent. Spreadsheets were frequently used, but more because 

of aesthetical reasons rather than functional. 

 

5.2.2 Experience 

One of the managers was relatively new in his current position with less than one year 

working experience in the purchasing field. His previous positions were mostly 

management positions in various production units. The other manager had many years 

of purchasing experience both from TISCO and other companies. Like previously 

mentioned, he was hired externally to the role as a manager for the purchasing team 

and provided an outside perspective to the purchasing operations. Out of the 

remaining four people one had about 20 years of experience in purchasing. Of the last 

three one had been involved with purchasing for one year while the other two had 

only been employed there for a few months. Five out of six people had spent their 

entire careers at TISCO before joining the JV. 

 

5.2.3 Their views 

It was clear already at arrival that there was conflict between the employees in the 

purchasing department. The raw material department functioned relatively well as 

they had only two people involved and they were getting along rather well. The rest of 

the purchasing team was subject to serious internal conflicts between managers and 

employees. The reasons for these conflicts and poor work environment were many. 

Benefits were too low, tasks not motivating as some of them would rather not work 

with purchasing, poor management, retirement age (ATR does not follow TISCO’s 

retirement plan), and heavy workloads were just some of the explanations. The 

manager also showed no interest in educating or managing the other employees. His 

work instructions were rarely copied by the buyers and no managerial measures were 

taken to cope with this issue. Very limited communication was noticed between the 

manager and the buyers or the store keeper. 

 

5.3 The Purchasing Operations 

The Åkers Group had given clear work instructions to the JV concerning the 
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corporate purchasing process. They were outlined by the VP of Purchasing in Sweden 

and were at a previous occasion presented to managers at the JV. At first sight it was 

noted that the purchasing operations clearly did not follow corporate instructions. 

When confronted with the corporate purchasing process, none of the purchasers had 

either seen or heard about such a thing. The two managers claimed to have seen the 

instructions at one point in time, but never made any real effort to implement it. The 

buyers’ difficulty to follow new work instructions and the inability of the process to 

translate to the local organization were by the local management considered the main 

reasons for this nonconformity. 

 

A questionnaire was carried out with the purpose of getting an estimate of the 

department’s knowledge regarding the work instructions. Ten simple questions with 

answers clearly stated in the instructions were asked to everybody in the department. 

The raw material manager was able to get eight out of ten questions correct while 

everybody else had between three and five correct answers. This illustrates how 

poorly the process has been implemented at the JV. Fundamental corporate policies 

were ignored by managers and there was a complete lack of uniform purchasing 

behavior throughout the department. When confronted with the correct answers many 

of the employees objected and claimed that “this is not how purchasing is done here”.  

 

Once asked to describe their respective purchasing process, noteworthy differences 

existed and a strategic approach was absent. Contracts with suppliers were extremely 

rare, and new terms were negotiated with suppliers each time. To no surprise, personal 

relationship played an important role in supplier decisions. Communication with the 

product users was also lacking. Feedback was rarely communicated between users 

and purchasers. Besides the initial stage of the purchasing process, an unnecessarily 

large part of the time was spent on the reception of goods. The two buyers claimed to 

spend as much as 30 percent of their time on the receiving goods at the gates and then 

transporting them to their plant. Drivers for goods transportation did exist, but they 

are often unavailable which forces the purchasers to use their own private vehicles 

(cars or bicycles) for transportation. 

 

Another issue was the lack of documentation of the purchases. When an order was 

completed the documentation were neither saved nor logged into a computer. 

Purchasing history was thus impossible to attain. The purchasing manager tried to 

make people register their purchases, a task which clearly failed. The buyers only had 

a vague idea of what suppliers they previously had used and had no numbers showing 

purchasing value. The financial department was able to find these values by looking at 

old payments, but the process was very time consuming and the data was generally 

not very detailed. The only information available was total purchasing value and 

supplier. Products, specific orders, order dates were left to the unknown. 
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5.4 Overall Impressions 

After the first evaluation it was clear that the previously mentioned problems at the JV 

were still an issue. Very little had been done to improve the purchasing processes and 

the organization still suffered from the internal disputes mentioned beforehand. The 

skills and the competence of the people was another issue that limits the work of the 

purchasing organization. It was also obvious how dependent the JV was on TISCO as 

a business partner and a supplier of products. The geographic location of the JV also 

complicates deliveries and limits the firm’s independence from the Chinese business 

partner. As almost the entire staff previously worked at TISCO, the ties between the 

two remain very strong. Several managers and workers still see the company as a 

branch of TISCO rather than an independent firm it actually is. It was also obvious 

that some of the workers in were unhappy working with purchasing. Many of them 

claimed to be happier in previous positions were their work could be appreciated 

more. They said their work was not valued in purchasing. The only feedback they get 

would come from complaints from managers or users when products were delayed or 

prices too high. 

 

The organization suffered from many issues such as management involvement, 

communication ways, rewards systems, and organizational structure. ATR’s decision 

to invest more money and employ new people in purchasing had not given the 

positive response the management had hoped for. The new purchasing manager was 

disliked by the staff and his leadership created more problems than it solved. 

 

The profiles of the staff in the purchasing department were another problem. Relevant 

education, experience, and skills relating to their work were missing. Computer and 

language skills limited the department’s communication with local management and 

global purchasing. The staff also showed poor motivation pertaining to their work 

assignments. The desire to work within purchasing was overall low. 

 

The purchasing process also needed significant improvement. The purchasers at ATR 

had their own idea of purchasing conduct which was drastically different from 

corporate ideals. The process varied among the different buyers and there was no 

logging of orders present. The time spent on certain activities was often 

disproportioned to their value in the purchasing process. 

 

5.5 Organizational Developments  

The author stayed at the JV in China for four months. During this time important 

changes took place in the purchasing department. The sales and purchasing manager 

was temporarily replaced by a new manager employed at Åkers in Sweden. The new 
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manager was Chinese but had obtained his Master’s Degree in Sweden and also had 

several years of working experience within purchasing. The new manager facilitated 

communication between Sweden and China as there was a lack of bilingual people at 

ATR. The role of new manager was to create stability in the organization and manage 

purchasing according to Åkers’ requirements. 

 

The general manager at ATR was also soon to be replaced. Åkers had long searched 

for a Chinese manager to be in charge of the JV. However, the lack of relevant 

candidates had postponed this replacement for a long time. The French manager was 

eventually replaced by a Chinese manager who was recruited externally. He was able 

to communicate in both languages which improved external as well as internal 

communication between different units. 

 

Together with the managerial changes, the purchasing organization also adopted a 

new structure (Figure 11). The two teams in the purchasing department were removed 

and ATR adopted a flat organization structure. The purpose was that all people should 

be on an equal level and encourage teamwork and give more insight into the 

colleagues’ tasks. The former raw material purchasing manager became senior buyer, 

something he objected to at first because it would be seen as a demotion. His new role 

would be supervising the others as well as simultaneously dealing with purchases of 

higher strategic values. The previous purchasing manager became a regular buyer 

together with the rest of the team. 

 

Figure 11: The updated organization chart of the purchasing department at ATR 

Shortly after adopting the new structure, the purchasing manager in the earlier 

structure was let go by the management. His lack of leadership abilities, poor 

engagement, and suspicious purchases were causes for this termination. Instead of 

looking for a replacement, his duties were taken over by the other employees. Their 

workload thus increased further. As the purchasing manager was hired temporarily, 

the company was continuously looking for a new manager externally. Their wish was 

to find a Chinese manager with relevant background who was able to communicate in 

English. As of today they have yet to fill that position. 
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The next step in this study was to assess the generality of the issues at the ATR 

purchasing department. Each of the four problem areas shown below were 

investigated by comparing the situation at ATR to other foreign companies operating 

in China. The information presented in this chapter will be linked to the four different 

problem areas by comparing the observations at ATR to an extensive literature study. 

The cultural impact is here of importance, which is why the next chapter will start by 

explaining the cultural environment in China, focusing both on national and regional 

levels. 

  



Purchasing in China Luleå University of Technology Erik Hedborg 

40 
 

6 Analysis and Implementations 

The following chapter will analyze each of the four problem areas in this study, the 

culture, organization, personnel, and purchasing environment. With help of the 

theories presented in chapter three, the issues at the joint venture will be analyzed 

further by studying relevant literature on the different topics. The purpose is to asses 

these issues to a general level representing common purchasing problems in China. 

 

6.1 The National Culture Aspect  

Hofstede (2005) claims that if we want to understand people’s behavior in different 

cultural context we must first recognize the characteristics of their society. All people 

are part of national and societal cultures, which affects everything from family 

relationship to national laws and regulations. When acting in a multicultural 

environment it is thus essential to understand the culture that influences the people 

and the environment around us. With an increasing globalization comes an increase in 

the availability of research on cultural impacts. Cultural research aims to increase 

international cooperation an understanding across borders. It is an important but often 

forgotten tool for firms that try to expand their business globally. 

 

6.1.1 Regional Differences in China 

While a number of international firms in China successfully enter the Chinese market 

and enjoy positive financial results, others fail considerably and are eventually forced 

to withdraw from the Chinese market. According to a study by Cui & Liu (2000), one 

of the reasons for this phenomenon is that firms automatically assume that emerging 

markets are homogenous and that no regional differences within the country exist. 

While emerging markets often have areas well accustomed to foreign investments and 

other cultures, there are other regions experiencing vast economical, social, and 

geographic differences. Accepting these regional differences and sub-markets are 

necessary for companies in order to set up their business strategies in the new market. 

 

It is easy to assume that China with its 60 years of communist rule is a homogenous 

country with little regional differentiation. However, according to Chen (1996) the 

country’s uneven development since 1980 has created a large gap between 

geographical and economical segments. International businesses were originally 

located in the Special Economic Zones (SEZ) on the coast near Hong Kong. A new 

constitution in 1982 opened up for investments in other parts of the country. 
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China’s Special Economic Zones (SEZs) 

An SEZ is a geographical area where economic regulation 

diverges from the rest of the country. The idea is to 

facilitate and encourage business establishments, for 

example through tax reliefs. China today has over one 

hundred SEZ on local, regional, and national level. The 

higher the level of the SEZ is, the more beneficial the 

regulation will be. Chinese law requires work regulations in 

SEZs to be consistent with the rest of the country, which is 

far from realty today. Governments often overlook laws 

concerning working conditions in order to attract foreign 

investments through low labor costs. (Metall, 2005) 

As expansions have now reached 

beyond the SEZs in south China, 

the entire country is now subject to 

foreign investments. To understand 

the different regions and their 

characteristics authors have divided 

the different provinces into 

subgroups. Chen (1996) as well as 

Na & Lightfoot (2006) distinguish 

between three different regions 

according to their geographical 

location. The developed eastern 

regions consisting of all coastal 

provinces from north to south, the middle region which includes nine adjacent inland 

provinces, and finally the western regions which cover large masses of land and have 

lower population. The eastern region is the most developed with a long history of 

FDIs dating back to the earliest SEZs. Government policies aimed to first develop the 

eastern region, making it the pioneer of development and FDIs. The purpose of the 

Chinese government is to gradually develop the country from east to west and let the 

central and western region be influenced by the East. 

 

Cui & Liu (2000) made an even more detailed distinction of China’s regions. The 

country was now split into seven subgroups (see Figure 12) with different 

characteristics concerning openness to foreign investments. 

 South and East China are referred to as China’s growth markets with high 

population density and tradition of acceptance towards foreign influences. The 

regions are close to Hong Kong and Taiwan and are considered trend setters of 

China. 

 North China is the country’s political center where Confucian philosophies 

remain a strong part of their culture. The region is often subject to FDIs thanks 

to easy access to government agencies. 

 Central China has traditionally been considered one of the more 

impoverished parts of China, however, due to the proximity to developed 

eastern and southern provinces their economies have recently started to 

develop. 

 Southwest China is rich in tourism and cultural diversity, but poor 

infrastructure hampers further development for the region. This part of China 

is rich on natural resources but topography remains an obstacle for continuous 

utilization of the region’s assets. 

 Northeast China is a region with a strong cultural heritage. Cold climate and 

low agricultural production made the area suitable for heavy industries and 

large factories. The provinces have a long political history as the former rulers 

of China, the Manchurians, come from this area. “The rust belt of China” has 
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had a hard time adapting to capitalist attitudes and remains ideologically 

conservative. 

 Northwest China is the most underdeveloped region. Poverty is spread 

throughout the entire area and foreign investments are rare. Inadequate 

infrastructure, poor education, and low population numbers are some issues 

that prevent development in this area. The Chinese government has been 

forced to find ways to promote international business establishments in this 

region. 

  
Figure 12: China’s seven regional markets (Cui & Liu, 2000) 

Na & Lightfoot (2006) chose to look at five important factors when determining 

geographical locations of foreign investments. The authors refer to previous studies 

and mention local market size, infrastructure, labor quality, labor cost, and market 

openness as important aspects to consider for the investor. By looking at registered 

investments and regions’ different characteristics the authors used regression analysis 

to determine the relevance of the five variables. The conclusion was that local market 

size was the overwhelmingly dominant factor consider by foreign investors. The 

degree of openness in the region also had significant importance for the investor, a 

closed region hostile to foreign influences and with a complex bureaucracy was 

regard as a threat to the region’s development. The third important variable was labor 

quality which is measured by education accessible to the population. Having unskilled 

workers is an obstacle not only to firms’ establishments but also to their success rate.  

Noticeable is the fact that infrastructure and labor costs were not significant to have 

an impact on the positioning of FDIs. One conclusion was that the measurements of 

infrastructure were inadequate, the only thing measured was the concentration of 

roads and railways which is high even in crowded and poor provinces. Labor costs 

were also disregarded. This means that the dominating motive for investments in 

China only reaches the national border, once entering the country wages play a lesser 

role. 



Purchasing in China Luleå University of Technology Erik Hedborg 

43 
 

Shanxi Province (山西省) 

Shanxi means “west of the 

mountains” and refers to the 

province’s location west of 

Taihang mountain range. The 

province is home to 34 million 

people and has a total area of 

157,000 square kilometers, about 

a third the size of Sweden. 

(HKTDC) 

Shanxi is heavily dependent 

on its industries. Coal mining and 

heavy industries are together 

dominating the economy. 

Minerals and metals represent 

about 80% of Shanxi’s total 

exports. The largest trade partner 

today is Hong Kong. Although still 

scarce, FDIs have increased 

rapidly in the last few years. Hong 

Kong represents 60% of the FDIs 

today. (HKTDC) 

In 2009 the province ranked 

21
st

 out of 31 provinces in terms 

of total GDP. The GDP growth 

that same year was 5.5%, worst 

of all provinces in China. The 

entire country at the same time 

experienced a growth of 8.7%. 

(People's Daily, 2010) 

 

 

When faced with a decision on location for the investment it is essential to look at the 

company needs. Nearness to customers or suppliers might be necessary depending on 

the product or the market structure. Companies operating in less developed regions 

may benefit from proximity to suppliers as it reduces the risk of local sourcing. 

Multinational corporations often need easy access to transportation hubs which tends 

to draw the location decision to metropolitan areas. Such strategic positioning is also 

an advantage for exporting firms where international shipping is facilitated. 

Companies in distant locations will also find a hard time recruiting managers that are 

not from that region, even if the language is the same. When the FDI takes place in 

form of JV the position of the host company often determines the physical location. 

The choice is very limited as relocation of the JV is rarely an option. (Lasserre & 

Schütte, 1995) 

 

6.1.2 Characteristics of Shanxi Province 

When looking at this specific study where Åkers Rolls 

penetrated the Chinese market by establishing a JV in 

Taiyuan, some interesting findings could be obtained. 

Taiyuan is located in Shanxi province about 500 

kilometers southwest of Beijing. According to the 

classification made by Chen (1996) and Na & Lightfoot 

(2006), Shanxi belongs in the middle region group, right 

between the eastern and the western region. Cui & Liu 

(2000) however place the province in the Northwest 

China region together with the western and northern 

parts of China. The region is described as poor with 

plenty of cultural diversity. Tibetans in the South, 

Muslims in the West, and Mongolians in the North all 

constitute this large mix of ethnic minorities that 

characterize the region. Although the regions have 

plenty of areal land and natural resources, the Chinese 

government has failed to utilize in a good way. The 

eight provinces are all found at the bottom of the 

national GDP ranking, with the three easternmost 

provinces (Shanxi, Shaanxi, and Inner Mongolia) 

slightly better than the western provinces (People's 

Daily, 2010). 

 

By comparing the seven regions it becomes obvious that 

the people in Northwest China live a life significantly 

different from the more prosperous regions. Cui & Liu 

(2000) compared demographic data and lifestyles 

among all seven regions and found that Northwest 
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China stood out the most. While the percentage of people with a high school diploma 

was 65-70 percent in most regions, the same number for Northwest China was only 

46 percent. The share of the population with university or college degrees was less 

than three percent, compared to 12-27 percent in all other regions. The average 

household income was only 30 percent of the wealthier regions’ average income. 

Another interesting feature of the study is the data that showed preferred lifestyle 

activities. The people in Northwest China showed a strong dislike towards traveling. 

All other regions emphasized traveling as an important part of their lifestyle, which 

was not the case in northwest China. The region was also the worst among the seven 

in terms of how honesty was valued. On the contrary the people in this region 

mentioned “work hard and get rich” as important goals in life. 

 

It is recommended that expansions in China start out in the more developed eastern 

and southern provinces. Just like Na & Lightfoot (2006) mentioned, these regions are 

more open to FDIs and better social environment both to the international firm as well 

as the people working there. Careful analysis and comprehensive strategies are vital 

when this expansion moves from the coastal regions into the inland. Firms are likely 

to run into various cultural obstacles when moving westwards into the country. 

Assessments of risks and opportunities must be evaluated individually for each 

market in order to succeed. The most successful companies are those who respect the 

local culture and approach the investment with a long-term perspective conducted 

through careful preparations and assessments (Cui & Liu, 2000). 

 

Lasserre & Schütte (1995) mention that one major risk with JVs is that there are really 

no options regarding the location of the firm. The partner in the host country already 

has an establishment and provides all the facilities and most of the human capital. The 

international partner is left with very little choice of influence other than the 

managerial part. This tends to give the JVs a slow start and can be a disadvantage if 

other competing firms get to analyze the market and carefully choose their location 

based on their demand. 

 

6.1.3 Chinese-Western Culture Clashes 

The human being is today traveling more than ever before, and with increased 

mobility comes an increase in intercultural encounters. Understanding each other’s 

cultures becomes essential to survive these clashes, especially in a cooperative 

business context. (Hofstede, 2005) 

 

As businesses expand to China there is an increasing demand for intercultural 

research about western and Chinese culture clashes. The cultural barrier has proved to 

be a significant obstacle for foreign corporations who aim to enter the Chinese market. 

Cultural ignorance often leads to failure in the attempt to establish one’s firm in the 

Far East. Zhang (2004) uses Hofstede’s four cultural dimentions when distingusishing 
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between the basics of Chinese and western cultures. The four dimentions as well as 

the fifth were analyzed in order to understand how the cultural differences would 

translate into the organizational aspect. 

 

Dimension Western culture Chinese Culture 

Power distance Short Large 

Collectivism vs. individualism Very individualistic  Collective thinking 

Masculinity vs. femininity Masculine Feminine 

Uncertainty handling Risk-taking Risk-avoidance 

Long-term vs. short-term  Short-term Long-term 

Table 1: Hofstede’s five cultural dimensions and how they are perceived in the China and the West 

Zhang (2004) writes that these dimensions all have an impact on various aspects of a 

firm’s business conduct. The decision-making process is one feature which differs 

considerably between western and Chinese firms. Western organizations tend to stress 

collective equality and decentralization where individuals are allowed and trusted to 

make their own choices and reach conclusions individually. The Chinese 

decision-making process varies depending on the decision at stake and the company 

structure. Traditional Chinese business culture leaves very little responsibility to the 

individuals further down in the organization. Managers and other people higher up in 

the hierarchy are traditionally viewed as decision-makers, and involvement of 

subordinates are rare in this case. This situation is common especially in state-owned 

enterprises. 

 

Correlation could also be found between masculinity and individualism in relation to 

contractual agreements. To secure performance from their business partner contracts 

are commonly used in masculine societies that value the individual. In collective and 

feminine societies the personal relationship between people weighs more than a 

written agreement. This behavior also translates to individuals’ ability to follow 

corporate strategies where feminine and collective cultures stress corporate ideals to a 

larger extent. Another effect the relationship focus has on the business culture is the 

absence of task-orientation. The relationship becomes main focal point of any 

business interaction which reduces the importance of the actual assignment. As 

acceptance into a group becomes a requirement for business, the personal relationship 

is critical for both parts. This helps us explain why Chinese culture is much more 

long-term oriented than western culture. Once this personal connection has been 

established, a mutual strive for long-term cooperation is instituted. One problem with 

this type of intercultural encounters is western managers’ ignorance towards personal 

relationship. The importance has to be acknowledged by western managers in order to 

succeed in China. (Zhang Z. , 2004) 

 

In an article written by Ralston, et al (1999), it was argued that there is an ongoing 

change in China concerning management behavior. Studies display a trend of Chinese 
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managers slowly moving away from Confucian thinking and instead leaning towards 

increased risk-taking and a higher degree of individualism. The findings suggest that 

new Chinese businessmen emerging in the capitalistic markets often deviate from 

traditional Chinese ideologies such as Confucianism and Maoism. During their 

upbringing they did not suffer through the Cultural Revolution or the extreme poverty 

experienced during and shortly after the Mao era. Increased openness and an exposure 

to foreign influences has shaped this new generation of Chinese managers which are 

currently climbing the ranks throughout all Chinese organizations. The authors also 

argue that collectivism and individualism are not the end points of a single measuring 

stick, but rather separate dimensions that can be either correlated or completely lack 

association. This new generation showed less coherence with Confucian beliefs and 

signs of shifting away from collective views. However, the most obvious development 

was the rising significance of individualism in the business culture. Individualism 

leads to more risk-taking and profit-oriented reasoning among the individuals 

involved, something that has facilitated the rise of capitalism in China today. It is also 

important to understand that these shifts are only relative to older Chinese 

management styles. When compared to western managers, although constantly 

shrinking, the large cultural gap still prevails. 

 

In international business organizations, culture clashes are becoming increasingly 

frequent. As companies expand beyond their own national borders, careful 

preparations are vital to handle these intercultural encounters. Business competence 

and cultural expertise are necessary when establishing operations on an international 

stage. A common tradeoff is the choice of organizational structure in an international 

firm. Both geographical and functional structures are common where each unit is a 

geographical location or a business activity. The matrix structure was common in the 

past. Here each unit had two managers, the manager of the country unit as well as the 

global function manager. As always with matrix structures, it is costly for the firm as 

more managerial activates are involved and communication ways more complex. For 

the company to succeed it is crucial for the establishment to allocate the right people 

to the positions of country manager as well as corporate diplomats. These two roles 

have a major impact on a company’s ability to thrive in an international environment. 

(Hofstede, 1991) 

 

Hofstede (1991) further claims that the survival of the culture clashes is heavily 

dependent on one factor, the ability to communicate. The three stages presented in 

Figure 13 explain how our ability to interact across cultures is achieved. In the first 

stage, awareness, we understand that environments have shaped individuals in 

different ways. We understand that people are different because of cultural influences 

that affect our way of thinking, interacting, showing of emotions, values, etc. After 

this basic understanding is achieved, a deeper perceptive of this new culture is 

attained. We study our differences and try to find explanations for behavior that is 

foreign to us. After learning about this new culture we apply the information we have 
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obtained into practice. Communication is now adapted to fit the new cultural spectra 

we have observed. Interaction methods now become gradually more advanced as we 

learn to adapt to the new environment, for instance through speaking the local 

language. 

 

 

Figure 13: The three stages of intercultural communication (Hofstede, 1991) 

 

6.1.4 Cultural Implications at ATR 

Hofstede’s five cultural dimensions can be applied to the culture observed at ATR. 

According to the analysis in the previous chapter, the geographical location of Shanxi 

province is an obstacle for the region’s economic development. Although increasing, 

FDIs have historically been scarce in this area. The main industries are coal mining 

and state-owned heavy industries, which limit the attraction of foreign investors due 

to a lack of market openness. The people are rarely exposed to foreign influences or 

foreign cultures, a factor which further complicates intercultural interaction and 

communication. Ralston, et al. (1996) states that underdeveloped and isolated regions 

of China have a tendency to value Confucianism and collectivism higher than the 

more developed coastal regions. The research demonstrates how inland and remote 

western parts of China have a tougher time adapting to capitalist ideologies. Their 

culture is more conservative regarding both individualism and openness to the 

unknown. Collectivism, aversion to changes, and communist principles were overall 

valued higher in these regions than other parts of China. 

 

While some cultural aspects locally in northwest China well represent national 

Chinese culture, there are noticeable differences that distinguish this region of China. 

Like mentioned, the inland culture stresses Confucianism and collectivism more than 

coastal regions. Especially since ATR is partly owned by a state-owned enterprise, it 

is important to analyze traditional Chinese business culture with limited foreign 

influences to better understand the situation away from the coastal regions. 

 

Parallels can be drawn between ATR and the theories presented by Zhang (2004) and 

Ralston, et al. (1996), on this subject. In the purchasing department contracts were 

non-existent as the employees rather relied on the relationship with the suppliers than 

any written agreement. TISCO was the main supplier to the JV, and the ties between 

ATR and TISCO were extremely close. Much of the working time was spent on 

Skills

Knowledge

Awareness
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maintaining a good relationship between managers of the two firms. The managers 

throughout the organization were also in charge of the decision-making rather than 

leaving it to the subordinates. The word of an individual of authority was not to be 

questioned by other people, especially by those further down in the organization. 

These are all examples of how firm believes in collectivism have influenced an 

organization. The people at ATR often associate themselves as part of a larger group 

that extends to include TISCO as well as the JV. This arrangement has both benefits 

disadvantages. It facilitates the close relationship and eases the corporation between 

the two partners which is an advantage to the JV. However, the firm often has a 

tendency to rely too much on TISCO as a supplier. Goods purchased from TISCO are 

rarely inspected and the outside market has in many cases never even been explored 

to find alternative suppliers. If TISCO on one occasion has the lowest price on a 

certain product, ATR is unlikely to ever even explore other options in the future. 

 

The Chinese managers at ATR were often from Shanxi province and had worked at 

TISCO their entire lives. A university degree often leads to higher positions in the 

organization, at least for men. At ATR as well as in TISCO, men dominated the 

organization at all levels. At management positions the inequality became even more 

obvious as exceptionally few women occupied higher positions.  

 

One issue for ATR was demotion of people. In more traditional cultures like the 

Shanxi province, the large power distance adds value on the job title itself. Becoming 

a manager and entitling people to privileges is valued high in such societies. On the 

other hand, removing a management title from somebody is far more difficult. The 

organizational reconstruction at ATR was at first difficult due to the managers’ 

reluctance to new job titles, even if their pay would remain unchanged. This is an 

example of the effect power-distance has on an organization. Structure changes need 

to be carefully approached in order to be accepted throughout the organization. 

 

One major cultural problem for ATR was the absence of intercultural communication 

tools. Of all the Chinese people at the JV, less than a handful of people were able to 

hold a conversation in English. The ones who did master a second language had never 

been employed outside the province, travelled abroad, or had much contact in general 

with foreigners before the start of the JV. At the beginning of the project there were 

only two foreigners employed at ATR, the GM and one project leader. Only the latter 

one was able to communicate in Chinese. What the JV is missing here is the two vital 

roles necessary in a multicultural organization. The GM, as pointed out by Hofstede 

(1991), did possess corporate knowledge essential to spread the company culture. 

However, he was not able to function in both cultures as he had no experiences from 

China prior to the JV and was not able to communicate in Chinese. The other part that 

was missing was the corporate diplomats. Their role is to use their cultural expertise 

and assisting others in acclimatizing to the multicultural environment. They should be 

bilingual, have experience from both cultures and have good knowledge of the 
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corporate culture. The other foreigner at ATR possessed some of these qualities, while 

the Chinese diplomats were very limited in other ways than their ability to just speak 

a second language. The absence of two such essential part of a multicultural 

organization is a major disadvantage to the JV. 

 

It should be added that ATR eventually was able to find a suitable person to the role as 

GM. The position is now held by a bilingual Chinese with plenty of experience from 

other multinational firms. 

 

6.1.5 Joint Ventures in China 

When entering the Chinese market there are a number of entry modes available. In the 

case of the China, the options are usually wholly-owned subsidiaries and JVs. Both 

equity JVs and contractual JVs exist, but the earlier one is the most common today. 

The foreign part must own at least 25 percent of the share in these equity JVs (Quer & 

Claver, 2008).  

 

According to Sun (1999), there are three main factors to consider when choosing an 

entry mode; the cultural difference between the host and home country, the nature of 

the investment, and the host country’s business environment. In situations with large 

cultural distances between the two countries, the less involvement from the home 

country is beneficial. Large cultural gaps are costly due to necessary information 

gathering and the uncertainty of the business. JVs are here the most advantageous 

entry mode. The more technically advanced the product is, the more control the home 

firm demands of the investments. Firms engaging in research and development (R&D) 

also tend to require a higher control of the establishment. In this case a wholly-owned 

enterprise is a good idea as it gives the most control of the investment. Third, the 

country’s market regulation may force firms into choosing a certain entry mode. 

Examples are when the establishment is aimed at the local market or when the 

country’s natural resources are necessary for the production. In these cases the 

government can sometimes force companies to form JVs with local establishments. 

The purpose is to protect the country’s market and to make sure that the resources are 

used in a way that benefits the country’s economy. In summary, JVs are the best 

choices for the Chinese market as it provides the home country with local market and 

cultural knowledge. The Chinese firm also benefits as they acquire management and 

technological skills supplied by the foreign part. Wholly-owned subsidiaries are 

beneficial only in high-tech industries where R&D is the main activity of the firms 

involved. 

 

It has also been argued that representative offices are another entry mode which 

deserves recognition. It is usually the initial step taken by the foreign firm in its 

attempt to enter the new market, and therefore should not be ignored. (Quer & Claver, 

2008) 
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The establishment of the JV in China poses many threats to the organizations involved. 

About 60 percent of all manufacturing JVs in China eventually succeed in starting to 

manufacture products. Zhang & Goffin (1999) mention four areas where international 

joint ventures in China currently have the most difficulties. 

 Finding qualified personnel – international JVs often get staff from the 

Chinese partner. The education levels and the qualifications are often 

inadequate, especially in underdeveloped regions in China. Chinese law also 

holds back mobility of workers as registration in one’s home province is often 

necessary to receive social benefits such as schooling and healthcare. 

 Supplier management – JVs find it difficult to work with local suppliers in 

China. The suppliers need much attention as they often fail to deliver what is 

promised. Both quality and delivery performances are often insufficient. The 

suppliers are frequently the ones used by the Chinese part, and the foreign part 

often has issues in understanding the local supplier relationships. 

 Quality output – manufacturing high-quality products is difficult in China. 

Quality management programs are often missing and foreign firms often fail 

in producing their product with the same quality as back home. 

 Implementing a business culture – cultural differences often creates issues 

between the foreign and the local staff. Foreign management is often 

unappreciated and communication difficulties create further organizational 

problems. International JVs often involve state-owned enterprises, which 

makes it more difficult to implement capitalist ideologies to the firm. 

 

Yang & Lee (2002) provide some key aspects to consider for JV success. Before 

starting up a joint venture in China, a careful assessment of factors for success must 

be made. There are five factors which are relevant to consider before the expansion. 

These are political, economic, cultural, societal and managerial factors. The political 

and economic environment changes constantly and it is vital to monitor the progress 

in order to find a suitable way of entering the market. An awareness of the Chinese 

culture and the different cultures within the country is essential to recognize the 

characteristics of the personnel at the proposed JV. Moving the focus from the 

individual to the society that these individuals have created is important as the JV now 

becomes a part of the society one engages in. At last the quality of the partner firm is 

necessary to asses in order to be successful. As a joint venture is a form of 

cooperation between two companies, it is vital that management style, organization 

structure, and company culture are adaptable to each other. If these factors are unable 

to mutually coexist in a business context, the JV is likely to fail. 

 

6.1.5 ATR as a Business Venture 

ATR is an equity JV between Åkers Rolls and TISCO where the ownership is 60/40. 

As the company was previously a roll manufacturing unit within the TISCO 

organization, the JV acquired the workforce, equipment, and properties from the 



Purchasing in China Luleå University of Technology Erik Hedborg 

51 
 

Chinese partner. A few foreigners were initially added to the organization to improve 

certain operations and make them more consistent with the corporate demands from 

Åkers Rolls. The JV today is experiencing severe issues in all four problem areas 

mentioned by Zhang & Goffin (1999). The location and regional characteristics of the 

area have created several problems in finding qualified workers and managers. Low 

educational levels, low mobility of people, lack of intercultural experience are just 

some of the causes for this allocation-of-labor issue. The JV, as expected, is also 

identifying supplier relationship as one of their most crucial problems in the supply 

chain context. The firm is heavily dependent on TISCO and external suppliers are 

seldom evaluated properly. The total purchasing expenditures for ATR are higher than 

necessary, which is a common problem in China. Another issue common for 

manufacturing firms in China is the quality issue. Product quality is significantly 

lower than in the home country, something that renders dissatisfied customers. The 

obvious communication problems at ATR also lead to poor coherence of the company 

culture. Foreigners and local employees are unable to communicate directly and the 

gap between the two cultures is extremely wide. Shanxi is one of more traditional 

provinces where communist ideology remains strong. The province is also subject to a 

very low exposure to international goods and foreign cultures. A state-owned 

enterprise such as TISCO has traditionally had very strong ties to the local 

government which places the company much closer to the heart of communist 

thinking. 

 

 

6.2 The Organizational Aspect 

 

6.2.1 Organizational Features at ATR 

As parts of the JV come from a Chinese state-owned enterprise, the organization is 

likely to include features typical in these types of organizations. This section will 

provide an insight to Chinese organizations and how they usually differ from what we 

are used to in the West. 

 

The organization at ATR consisted of the top management and seven different units 

such as finance, administration, and so forth. A project group was responsible for 

installation of large investment that facilitates the production. The employees in China 

had climbed the ranks within the organization to reach their respective positions as 

external recruitment was very rare. The organization certainly applies Hofstede’s 

theory on collectivism, which remain even stronger in traditional Chinese enterprises, 

especially those isolated from the coastal regions (Ralston, Yu, Xun, Terpstra, & He, 

1996). Two words that come to mind during observation of the culture at ATR are 

centralization and control. The managers are in charge of making decisions while 
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subordinates merely follow orders without criticizing or questioning their decisions. 

The structure of the organization is heavily centralized as managers possess much 

authority and influence of their subordinates. Despite this large power distance and 

centralization, the authority is rarely used to manage people. The people with power 

showed very little interest in managing other people and there was a complete absence 

of interest in the work conducted by subordinates. The organization had significant 

potential to influence workers and their operations, but a lack of control (or the 

interest thereof) often allowed subordinates excessive freedom in their work. There 

was no coherence of processes or collective reasoning on how problems were to be 

solved. The employees’ work was in many cases not monitored by managers, often 

leaving them feeling redundant or irrelevant to the firm as a whole. 

 

6.2.2 An Organizational Model 

Lin & Germain (2003) conducted a study where they examined the relationship 

between degree of decentralization and formalization and how these factors are 

influenced by the business environment. Figure 14 illustrates how decentralization 

and formalization combine to determine the outline of an organization. Low degree of 

decentralization means a very centralized structure. Formalization is here defined as 

involvement of measurement tools used for control and to evaluate performance. 

Presence of information systems, profit or cost targets, and comprehensive control are 

some examples of methods used to evaluate formalization. There is thus a strong link 

between formalization and control where high formalization is correlated with high 

degree of control. 
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Figure 14: Relationship between formalization and decentralization. (Lin & Germain, 2003) 

The classic Chinese organization, and especially the one present in state-owned 

enterprises, is here classified as a fief organization. Before the economic reform in 

China, this was the dominating organization in use. The firms at that time did not 

operate with the purpose of maximizing profits, but rather party loyalty and ideology 

compliance. There was no presence of quantified measures of any kind, which made 
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the structure economically irrational. Tasks were solved based on human interaction 

and personal relationships rather than facts.  

 

The Chinese government and the communist party have always lived by strong 

centralization principles. As the state dropped its control of many companies, local 

managers took over the leadership role. Organizations remained very centralized as 

management found it inefficient to delegate power further down in the ranks. This 

idea of top management having extreme authority still prevails in society today. 

Chinese society has through the communist party created a culture where subordinates 

are to obey order and not make decisions individually. When government allowed 

independence to its businesses in the 80s, many feared structures would move from 

fief to anarchy, an organization model where management efficiency is poor. In this 

case guanxi is unable to compensate the lack of formal policies during 

decentralization (more of this in chapter 6.4.1). In recent years Chinese firms have a 

tendency to move towards higher degree of formalization. Profitability has become 

more important which has led to more implementation of management systems and 

control methods. Rises in both company policies and work procedure have also 

contributed to this trend towards a higher degree of formalization. (Lin & Germain, 

2003) 

 

Applying this theory to ATR shows that the organization still lives by pre-reform 

values that influence the management and the people at the company. A low degree of 

formalization together with high centralization places the firm in the fief category. The 

managers have very little control of their employees in terms of measuring tools. 

There is very little documentation throughout the entire organization. Information 

systems are poor and there are very few policies and principles that define the 

company’s work conduct. The fact that ATR is partly a state-owned enterprise 

suggests that the firm lives close to the organization models influenced by communist 

rule. The geographical location also implies that the culture is more conservative than 

in the coastal regions where companies are already moving towards increased 

formalization in the firms.  

 

Although China is in the process of distancing itself from a centrally planned 

economy, government still has an extensive influence on organizations. This paradox 

is evidenced by the criteria for internal promotion within a firm, documented by Tsui, 

et al. (2004). Besides obvious factor such as education or work-performance, 

communist party membership turned out to be of importance for promotion. 

Contradictory to this claim, the people who have the toughest time advancing their 

positions are those who have remained the most loyal to the party during the Cultural 

Revolution. The explanation is that these ideas are seen as contrary to the new 

economic policies implemented 30 years ago. 

 

At ATR there was a strong relationship between government and the employees. 
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Official visits by the local or national government were taken very seriously at both 

ATR and TISCO. Almost all Chinese employees at the firm were members of the 

communist party to obtain certain work benefits from TISCO (a state-owned 

enterprise). 

 

6.2.3 Reward Systems at ATR 

As mentioned in previous chapters, the reward system at ATR created more conflict 

than inspiration and motivation. This chapter will explain the salary structure at ATR 

and how the employees in the purchasing department were evaluated based on their 

work performance. 

 

Each department at ATR was scrutinized by an office manager who distributed money 

to unit managers according to his perception of their respective performances. There 

were a total of over ten departments; all of them were evaluated based on different 

criteria. Of the money distributed to each department, 75 percent depended on the 

company performance, and the rest was regarded each department’s ability to meet 

targets. After this initial step, the manager allocated the money as a form of bonus or 

variable part of their salary. This share could sometimes reach as high as representing 

half of the employees’ income. The money from the office manager had to be 

allocated to the buyers (or those who had this variable part of the salary) based on 

their individual purchasing conduct. Figure 15 demonstrates how the variable salary 

can be distributed (the numbers here are fictional). The total share given by the office 

manager was here 3600. In this example Buyer 2 outperformed the others and 

receives 1500 extra for this month, while Buyer 3 only received 900 for various 

work-related reasons.  

 

 

 

 

 

 

  

 

 

 

 

 

 

There are a number of problems with the current reward system. First of all, company 

performance is a poor reflection of each department’s individual work. Purchasing 

operations is an activity where progress is rarely seen in the short run. Strategic 

purchasing is a long-term oriented method for maintaining a competitive advantage, 

Figure 15: Illustration of ATR’s salary structure for those with variable salaries 
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which is not particularly encouraged under the current reward scheme. The monthly 

achievement of a firm is also dependent on so many factors other than purchasing. As 

75 percent of the bonus derives from company performance, it should be seen as a 

share of the company result rather than an indication of individual performance.  

 

The remaining 25 percent are supposed to reflect the work done by the entire 

department. This share is determined by an inappropriate evaluation method 

conducted by a person who is not involved in any of the departments’ processes. His 

evaluation is based on informal measurements and personal relationships, as expected 

by a centralized organization with low formality. Another issue is the conflicts that 

arise from the salary differentiation at ATR. As the bonuses are shared among a 

certain number of people, they employees are thus competing with each other for 

better benefits. An outstanding performance by one buyer lowers the others’ salary, as 

well as poor performance conversely benefits the other employees. By using this 

scheme, teamwork, conformity, and interaction is discouraged throughout the 

departments. The workers are often unhappy about their compensation and seldom 

understand the rationale behind the system. One month when, according to them, they 

have done outstanding work, their compensation can still be lower than previous 

months due to poor company performance, poor evaluation, or an even better 

performance by a colleague. 

 

6.2.4 General Reward Systems in China 

Prior to the economic reforms in China, pay and reward systems were centralized and 

compensation was evenly distributed to reflect the political ideology of societal 

equality. The purpose was for all Chinese people to afford basic needs such as food 

and housing. Performance-based pay systems were never introduced during this time. 

As times changed and organizations were given more freedom, the need for 

productivity induced incentive system grew stronger. In the early 80s rewards were 

differentiated among employees, usually related to company output. This method 

proved difficult and was later changed to represent profits instead of output, which 

was easier to apply from a financial point of view. Today performance-based reward 

systems are present at all sectors in the entire country. The salaries can today vary 

greatly between individuals. Important factors that establish a person’s salary level are 

age, education, party membership, and gender (data has showed that the gender gap is 

actually increasing in China today). Wage inequality is now a major issue in China. A 

demand higher than supply of highly-educated people increases their salaries, while a 

never-ending supply of low-skilled workers keep their compensation at low levels. 

These enormous wage differences are slightly lower in state-owned enterprises than in 

private firms. (Wang, et al. 2009) 

 

Wang, et al. (2009) also claim that although China’s introduction of 

performance-related compensation has increased productivity, the current system 
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employed in most Chinese firms is still subject to criticism. Since the beginning of the 

economic reform, the variable share of employees’ wages has increased drastically.  

 

According to research, the problems with extensive bonus rewards are mainly, just 

like the study at ATR suggests, poor evaluation systems and the low correlation 

between performance and pay. Evaluation methods are usually difficult to apply in 

traditional Chinese culture where values such as collectivism and low degree of 

formalization are present. Another problem is the role personal relationships play in 

the evaluation method. The link between performance and wage has also been weak 

in many cases. Individual bonuses were more common in private firms than in those 

controlled by the state which preferred group bonuses. In both cases the correlation 

between work and pay was very weak. As the bonus does not reflect performance, it 

fails in its most important task which is to encourage and motivate people. Wang, et al. 

(2009) mean that consideration of cultural characteristics such as guanxi is essential 

when setting up an effective reward system. The failure of organizing proper salary 

systems has led to an observation claiming the trend in increased performance-based 

wage has not increased productivity as expected. 

 

6.3 The Personnel Aspect 

6.3.1 Regional Labor Structures 

Zhang & Goffin (1999) mention “the difficulty with recruiting and training suitable 

employees” as one of the main concerns for international firms operating in China. 

The situation at ATR is no different. With the exception of a few foreigners and a 

small number of employees recruited externally, the entire workforce belonged to 

TISCO before the JV opened. Chapter 5.2 provided an insight to the problems related 

to the employees at ATR. Poor education, limited language skills, inadequate 

experience from respective fields were just some of these issues. As most of them also 

had been employed at TISCO or ATR their entire lives, they were geographically very 

isolated in and had little experience from other organizations. This chapter will 

present an outline of Chinese work values and what characterizes a Chinese staff. 

 

Just as Cui & Liu (2000) explained, there are regional differences in China that must 

be considered instead of just looking at the whole country as culturally homogenous. 

Unfortunately for Åkers Rolls, their business partner is located in one of the most 

extreme regions in China. Consistent with the characteristics of the workforce at ATR, 

the whole region suffers from a poorly educated population with limited access to 

foreign influences. The people have limited traveling experience due to a lack of 

interest and poor infrastructure. They do not value honesty and purity as much as in 

other regions, while hard work and wealth are valued higher than in other places. A 

comparison of various demographic features differing between northwest, east, and 



Purchasing in China Luleå University of Technology Erik Hedborg 

57 
 

south China can be seen in Table 1 here below. 

 

Feature Northwest China East China South China 

Living standards    

Annual household income 7,770 ¥ 24,660 ¥ 27,480 ¥ 

High-school degree 46% 69% 67% 

College/university degree 3% 23% 17% 

Life priorities    

Value work hard and get rich  67% 32% 33% 

Value purity and honesty 4% 10% 8% 

Value independency in life 20% 42% 42% 

Value traveling 17% 48% 46% 

Media usage    

Newspapers 17% 82% 75% 

Radio 20% 5% 8% 

Table 2: Demographic differences between three Chinese regions. (Cui & Liu, 2000) 

 

6.3.2 Chinese Work Values 

Regardless of the regional differences in China, the overall perception is that China 

suffers from poor labor discipline and morale. Collective and egalitarian influences 

that impregnated Chinese organizations in the past are seen as the explanation for this 

phenomenon. Firms often overstaffed workplaces which often left workers idle during 

working hours. In addition, workers enjoyed a secure working environment as layoffs 

were rare. Before the economic reform in China, productivity was suffering badly 

from this work culture. To cope with the situation, the Chinese government 

implemented a number of measures to increase efficiency. One example is, as 

mentioned in chapter 6.2.4, the reward systems that were reorganized in order to 

motivate employees and increase output. (Tsang, 1994) 

 

Jaw, et al. (2007) also shows that individuals’ work values are vastly influenced by 

cultural values. One surprising conclusion is that Confucianism has an unexpectedly 

large impact on work values in the Chinese society. Strives for long-term goals and 

importance of family and societal structures are some elements of Confucianism that 

have had an effect on Chinese work values. As a consequence, self-enhancement, 

contribution to society, stability, and openness to change were all components of 

Chinese work values which can be traced back to Confucianism. Chinese who had 

been exposed to western work values proved to value masculinity and individualism 

higher than those who had not taken part in cultural exchanges. Besides an increased 

coherence with these two factors, the Chinese employees with intercultural experience 

also showed an unexpected increase in values pertaining to Confucianism. In other 
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words, Chinese employees having worked in an international setting tend to grow 

closer to Confucian ideals rather than moving away from them. 

 

The regional inequalities in economic progress have created a flood of Chinese 

migrant workers moving towards the more prosperous coastal regions. This 

phenomenon generates high turnover rates in the Chinese labor market. Work 

experience levels, productivity and limited capacities are examples of factors that 

suffer when turnover numbers increase, a significant problem in China today. The 

Chinese labor market is however unlikely to maintain its current overall structure in 

the near future. Rapid economic growth causes this structure to move closer to labor 

markets in developed countries. This fast development in China has created a fear of 

both labor expectations and market stability. (Baker, Frazier, & Jiang, 2007) 

 

6.3.3 Conflict at ATR 

During this research the author stayed at the JV for four months. Reports studied prior 

to the arrival indicated that conflicts among the employees were a major concern for 

the JV. Upon arrival these reports could be confirmed relatively quickly by observing 

behavior and the organizational culture at ATR. Conflicts were present both 

interculturally between foreigners and Chinese workers as well as between local 

workers. This section will look into conflict management and typical conflict 

resolution methods used in China today. 

 

The actual production was subject to conflicts caused by culture clashes. Foreigners, 

both the expats as well as technicians on temporary stay, were more involved in the 

production than in any other activities at the JV. The purchasing department at ATR 

thus had very limited interaction with individuals from other national cultures. The 

issues in the purchasing department are caused by management and organization 

rather than cultural differences. Compensation, work load, and assignments were 

some of these causes of dissatisfaction in the department. The purchasing manager 

also showed very little interest in dealing with conflicts, evidenced by his allocation 

of bonuses with the purpose of avoiding complaints rather than reflecting work. 

 

6.3.4 Conflict Management in China 

Conflict resolution is fundamentally different in Chinese and western societies. 

Hofstede’s five dimensions mentioned in chapter 6.1.3 again come to use when 

analyzing the different methods used by the two cultures. Social harmony and 

personal relationships are highly valued in Chinese society, characteristics which can 

be derived to the culture’s emphasis on Confucianism, collectivism, 

uncertainty-avoidance, and feminism. Conflicts are preferably dealt with in private 

without public confrontation, and in some cases simply suppressed by managerial 

authority. Solving disagreements in the open is frowned upon; they are instead settled 

by compromises and negotiations behind closed doors. If the issue is more 
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controversial, indirect influences by the Chinese manager is preferred to avoid 

personal embarrassment such as loss of mianzi. (Zhang Z. , 2004) 

 

In another paper examining Chinese conflict resolution, Chen & Starosta (1998) 

mention three aspects of culture that affect methods of conflict resolution in a country. 

 Cultural context – Asian cultures tend to enter conflicts when cultural norms 

are broken while western cultures commonly react to individual and personal 

violations. This difference allows for different resolution methods where 

western style is more confrontational and eastern style is discreet. 

 Language differences – communication style among individuals vary 

depending on factors such as personality and culture. When different 

interaction methods clash, conflict may arise. People who strongly express 

their opinions and firmly believe in confrontational dialogues are more likely 

to end up in conflicts than those who are more careful in their ways of 

expression. 

 Thinking patterns – conflicts often arise due to our inability to understand 

other cultures’ approach to problem solving. Western reasoning uses more 

logic and rationale, as opposed to Asian methods which is based on emotions 

and non-linear thinking patterns. This difference is also illustrated by the 

different writing systems used in the two cultures. Western writing uses roman 

letters which are logically composed to form words. Japan and China on the 

other hand use emotional writing systems full of symbolism and sentiment. 

 

By studying literature, the authors also concluded four features that are important to 

comprehend in order to understand Chinese conflict management. First of all, 

harmony is one of the most important values in Chinese culture. Once again 

Confucianism here demonstrates its influence on Chinese cultural values. Harmony is 

stressed all throughout society and in human interaction. Conflict is traditionally not 

seen as communication issues, but rather as deviation from reigning harmony. 

Communication is only a tool used by people to properly locate their role in the 

harmonious societal state. This helps explain why a conflict-free environment is so 

highly valued in Chinese culture. Second, power is an element that in Chinese culture 

can explained in two dimensions: authority and seniority. Authority is in China valued 

as an important factor in the decision-making process. Knowledge and awareness are 

sometimes not valued as highly as authority, which can explain some irrational 

decisions made by managers and organizational leaders. Authority is also not 

supposed to be questioned by the observers. Seniority, once again stressed in 

Confucianism, is also a cornerstone in Chinese society. Elderly play an important role 

as advisers in both politics and business. Seniority is often associated with credibility 

and trust, thus creating an influential component in the decision-making process 

widely used in Chinese societies today. The last two features are guanxi and mianzi. 

Guanxi will be explained in the next chapter (6.4.1) while mianzi (face) means how 

one’s performance is perceived by others in society. Receiving public criticism in 
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China is often equal to devaluation of performance and will cause the individual “to 

lose face” (Hwang, 1998). In other words, public conflict is highly undesirable in 

Chinese culture.  

 

In an article Lin & Germain (1998) bring up conflict management in international JVs. 

Conflicts are inevitable in international cooperation where cultures meet and try to 

solve problems together. Conflict management is vital to a JV’s success. High exit 

barriers incur high costs on the firms after a possible break-up, and companies with 

poor conflict management have a higher failure rate. On the other hand, JVs that 

successfully handle conflict management are more likely are likely to thrive in the 

global environment. Not surprisingly, one conclusion was that JVs between culturally 

similar countries had a similar approach to conflict resolution, thus generating a 

higher success rate. Ownership structure also affects the way a firm tries to resolve 

conflicts. Firms often try to incorporate the systems used by majority owner, a theory 

inconsistent with the situation at ATR.  

 

The start of JVs is often subject to problems regarding conflict resolution. Lin & 

Germain (1998) say that two company cultures that are unfamiliar with the other’s 

problem solving techniques often encounter different views on this topic. As time 

progresses and the individuals get more comfortable in the new cultural context, the 

JV is likely to successfully adopt an efficient way of solving disagreements. 

 

 

 

6.4 The Purchasing Aspect 

 

The three previous sections have explained the different features of cultures and how 

they affect every aspect of the business environment in China. The national culture 

and society influence how organizations operate. Culture and organizations 

consequentially have an impact on the people and the individuals who participate in 

the business practice. After so far having investigated these three topics in the analysis, 

the focus now turns to the purchasing activities. The purchasing department at the JV 

showed many flaws and shortcomings regarding everything from supplier relationship 

and evaluation to documentation and policy conformity. To understand the 

background to these issues, it is important to be aware of the local culture and how it 

influences the business processes. The previous three chapters thus work as a base in 

helping us understand the characteristics of purchasing in China. Like with previous 

chapters, the findings at ATR will here be placed in a general context trying to explain 

the purchasing setting in China. 
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6.4.1 Guanxi  

This topic could very well have been placed under the first chapter in the analysis 

where national culture is explained. However, due to its significance in the supply 

chain context and impact on supplier relations, the author has chosen to place it at its 

current location. 

 

The phenomenon of guanxi is an essential part of Chinese culture. Guanxi means 

personal relationship and pertains to the informal relationship between people with 

the purpose of attaining mutual benefits. (Hwang, 1998) 

 

Leung & Wong (2001) mean that once again it is Confucianism that helps us 

understand yet another important element in Chinese culture. The strict social 

hierarchy combined with a societal devotion to harmony are reasons for the 

emergence of guanxi in China. The social relationship between people is highly 

valued and is being considered one of the keys to stability in society. Relationships 

with family and friends are naturally central in Confucianism. As Chinese society 

developed, guanxi became an increasingly large part of political and business-related 

interactions. Gift exchanges and treats are today a common feature in guanxi practices. 

However, it is not to be confused with bribery. A personal relationship is not built on 

gift exchanges, but it is however an activity that should not be ignored when 

extending a relation.  

 

Guanxi is today an essential part in Chinese business culture. The use of contracts (or 

the lack thereof) is one example that illustrates the importance of guanxi in China. 

Hofstede claims that contracts are not as widely used in Chinese culture as it is in the 

West. In collective and feminine societies like in China, the personal relationship is 

valued higher than written agreements which can always be altered gradually (Zhang 

Z. , 2004). In many cases contracts are completely absent and the only guarantee that 

business deals go through is the presence of guanxi. Other factors advocating the use 

of guanxi in China are unsatisfactory credit controls and the fact that contracts can 

even harm the relationship as it condemns the developed trust in the relationship. 

(Tsui, et al. 2004) 

 

There are however dangers in only engaging in guanxi to secure long-term partnership. 

One’s guanxi with another firm can easily be eliminated if the other firm changes 

people on managerial positions. Guanxi established with one person will be 

completely lost if that person changes job or takes a new position within the company. 

(Leung & Wong, 2001) 

 

Guanxi can also be correlated to dimensions such as collectivism and feminism. Lin 

& Germain (2003) also correlates prevalence of guanxi with degree of formalization. 

Low formality often means an increased importance of guanxi within the organization. 

Guanxi is here used as a measurement tool to evaluate performance instead of 
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quantitative control measures. A move towards decentralization in a firm increases 

importance of formal control measures as guanxi alone is not efficient in a 

decentralized organization. 

 

As foreign influences slightly move international Chinese firms towards a higher 

degree of formalization, guanxi is not as powerful today as it was a prior to the 

economic reform. Chen, et al. (2004) provide evidence that Chinese employees had 

less respect for managerial decisions purely based on guanxi. However, when rational 

reasoning occurred in combination with guanxi practices, the decisions were more 

widely accepted by the staff.  

 

International firms operating in China overall gain a competitive advantage when 

understanding and accepting the role guanxi has on business conduct. It is especially 

important in negotiations where western firms often skip this part and focus directly 

on the task. Understanding guanxi has become an important part in cultural training 

for firms that are doing business with China. A higher success rate will be enjoyed by 

those who manage to understand the concepts of guanxi in negotiations. 

 

6.4.2 The Purchasing Process at ATR 

The absence of a comprehensive purchasing process at ATR was a key concern for 

Åkers Sweden. They had earlier tried to implement the corporate process at ATR, but 

with disappointing results. Once in China, the author used observation and interviews 

to understand the process followed locally by the purchasers at the JV. There was 

already documentation describing a process aimed to be used by the employees, but it 

was not particularly detailed and few of the purchasers had actually seen it.  

 

Once the investigation started it was clear that several different approaches were 

being used at the firm. The buyers were in charge of different types of products, 

something which required different purchasing behavior. The approaches also varied 

depending on the person conducting the purchases. It was difficult establishing a set 

purchasing process at ATR, but the interviews gave some indications on a broad 

process which more or less reflects the purchasing work at the JV.  
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Figure 16: Purchasing processes according to literature, 
Åkers Sweden, and observation at ATR. Blue color indicates 
strategic activities while green color represents operational 
activities 
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A comparison was made between the processes documented by van Weele (2005), 

Åkers Rolls, and the one observed at ATR. It was clear that Åkers’ model has a more 

strategic approach than what is suggested in the literature. More time is spent on 

market research, strategy, and negotiations than in van Weele’s general model. It 

should however be stressed 

that van Weele’s process is 

universal and different 

companies alter this model to 

suit their respective purchasing 

needs. The model also shows 

that the purchasing activity at 

ATR involves significantly 

more operative work than what 

is recommended by both van 

Weele and Åkers Rolls. As 

previously stated, the 

purchasers at ATR experienced 

very little interest from 

managers and supervisors in 

their work. They had a great 

deal of independence, and 

performance was usually 

measured by either informal 

methods or failure to ensure 

supply to internal customers. 

 

Figure 16 highlights the 

differences between the three processes. The theoretical model balances the 

operational and the strategic activities while Åkers and ATR show conflicting results 

on how their time should be managed in the purchasing context.  

 

The purchasers also spent a great deal of their time on the final stages in the process. 

Goods were delivered to the TISCO gate, a few kilometers away from the plant. At 

ATR the rules were that the purchasers themselves had to pick up the goods. Vehicles 

were often missing which forced them to use their private modes of transportation. 

Sometimes deliveries were even, when possible, picked up by bicycle. Up to a third of 

their time could be spent on this step in the purchasing process. After deliver to the 

user, quality and quantity check together with the users were performed. If the goods 

were accepted, the purchasers then filled out paperwork for payment which would 

later be send to finance. All together the workers spent more than the majority of their 

time on the last four steps in the process. 

 

Another problem in the purchasing process was the supplier selection. Due to the time 
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consuming operational activities, purchasers rarely had time to visit suppliers. They 

often opted to stay with the same supplier as they used in previous purchases. Market 

knowledge and poor infrastructure also limited the supplier choices as buyers often 

chose suppliers in geographical proximity. A problem was also the close relationship 

ATR had with TISCO. Products that could be supplied from TISCO were often 

purchased there without consideration of potential market competitors. The overall 

impression was that purchasers too often relied on the effortlessness of using already 

existing suppliers approved by local management. New suppliers were rarely 

investigated and evaluation of options consisted merely of a single price comparison. 

Another influence which affected choice was the guanxi each buyer had with the 

respective suppliers. This was a confession openly admitted by the local purchasers. 

 

6.4.3 Purchasing Criteria in China 

Mummalaneni, et al. (1996) suggests that important criteria for purchasing managers 

in China are not that different from western firms. The two most important factors for 

supplier decisions were quality and delivery performance, two areas where Chinese 

suppliers currently are unable to perform at a satisfactory level. Surprisingly, price is 

not as vital as the other two factors. Another finding was the expectation managers 

had on suppliers. Overall, purchasing managers had relatively low expectations on 

their suppliers. High demands are often met with disappointment and frustration, 

which is a reason for managers to have a moderate approach to their expectations. 

There is also a generally low level of product knowledge among purchasing managers. 

When knowledge is lacking, price tend to gain importance to the purchaser’s decision. 

For international firms managing purchasing activities in China, the author also 

stresses the importance of bilingual purchasers. Conducting purchases in a foreign 

language in China is a dangerous practice which should be avoided as much as 

possible. 

 

Although personal relationships were not stressed by Mummalaneni, et al. (1996), it is 

by Davison & Ou (2008) mentioned as an essential part of the supplier selection 

process in China. As information concerning a supplier is crucial for the supplier 

selection, countries with a low degree of formalization such as China often suffer 

from poor information systems. Guanxi and other informal communication ways 

often determine the performance by suppliers. 

 

Salmi (2006) also mentions quality and quality control of suppliers as the most critical 

factor to consider when purchasing in or from China. For the western firm, 

understanding the impact a personal relationship may have on supplier relationship is 

crucial. Regular visits to the country and the suppliers create mutual trust which 

strengthen the relations and make the purchasing firm more competitive. When 

purchasing volumes are low, personal relationship can often compensate the lack of 

financial interests experienced by the supplier. Baker, Frazier, & Jiang (2007) argue 
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that personal relationships can be used to increase integration with suppliers and 

together work towards improved production quality.  

 

The use of guanxi in China is after all decreasing today. Improved information 

systems and more formalized organizations are contributing to a rational supplier 

approach based on facts rather than personal relationships. Guanxi, however remains 

a critical factor in the supplier search process. Both personal as well as individual 

guanxi are commonly used through networks to assess new suppliers and evaluate 

their potential. (Millington, Eberhardt, & Wilkinson, 2006) 

 

6.4.4 Coping with the Purchasing Process at ATR 

When the purchasing operations at ATR were related to the literature, it indicates that 

many of the issues at the JV were local rather than typical for purchasing in China. 

The purchasing process at ATR included a disproportionally large amount of time 

spent on operational activities. The literature in this chapter shows no indications of 

this being a universal problem in China. It is possible that the company’s own view of 

purchasing or the unavailability of skilled employees are reasons for the purchasers 

only being allowed operational rather than strategic activities. The features of a 

typical Chinese organization, centralized and informal, observed at the purchasing 

organization point out the failure of incorporating the western organization model 

locally. 

 

Many characteristics and values such as priorities and supplier integration are equally 

shared by Chinese as well as western organizations. However, some aspects cannot be 

ignored when trying to understand typical purchasing behavior in this part of the 

world. Quality and delivery are two areas where China is experiencing more issues 

than other parts of the world. The implication of guanxi in Chinese purchasing cannot 

be ignored either. As it is an important piece in Chinese business culture, a foreign 

firm must accept and also respect the practice in order to achieve positive results with 

the China venture. 

 

To cope with deviating purchasing activities at ATR, corrective measures had to be 

taken. In a survey conducted right from the beginning, the results revealed that the 

Åkers purchasing process never had been shown to the employees. The two managers 

had seen it but never spent any time trying to integrate it into the organization. The 

employees had very poor knowledge regarding the Åkers policy and were not able to 

answer many of the questions correctly. 

 

Implementation of the Åkers work instructions at ATR became an important task for 

the author. The new process and policy were in cooperation with the new purchasing 

manager presented to the group. Weekly meetings were organized to monitor the 

purchases and the conformity to the targets set by Åkers. Each purchaser had to 
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present his or her activities during the week, and each case was discussed openly at 

the weekly meetings. The employees were also acquainted with the new purchasing 

policy. Each one had to study the policy individually, followed by an exam similar to 

the survey conducted in the beginning of the study. The score this time showed much 

improvement among all people involved in the department. Out of 20 questions, 

everybody was able to get at least 15 of the questions right. However, the vast 

theoretical improvement does not reflect the changes in purchasing behavior among 

the employees. Implementing the changes, as expected, was a complex process. The 

overall poorly educated staff had difficulties in dealing with an increased use of 

documentation and English translations of products (purchases could now be observed 

by Åkers Rolls in Sweden). A higher degree of formalization also proved difficult as 

the workers were not used to their operations being so closely monitored by 

managers. 

 

6.4.5 Documentation 

One of the most surprising observations at ATR was the complete absence of a 

documentation system. Each purchaser filled out an order, sent it to the supplier and 

then stored it in a stack of documents somewhere in their offices. The orders were not 

logged in a computer or stored in any other ways than each purchaser’s individual 

method of preservation. The only system even resembling a form of documentation 

was the payments performed by finance. As the computer system was rigid and old, 

and few details of the purchases were available, this system provided very little help 

in understanding the employees’ purchasing behavior. 

 

This shortcoming was previously stressed by Åkers Sweden. Endeavors had also been 

made to implement new documentation systems, but the inability of the previous 

purchasing manager to incorporate changes spoiled these attempts. As enjoyed by the 

purchasing department at ATR, a work environment free from restrictions and 

supervision is consistent with the organizational theories presented by Lin & Germain 

(2003). This centralized and informalized structure was typical in traditional Chinese 

organizations which did not emphasize profitability and financial progress. The 

hierarchy is characterized by a lack of supervision and excessive decision-making by 

managers. Subordinates with more knowledge than managers must still follow their 

advice as the power of authority should not be questioned. As evidenced by Figure 14, 

the purchasing organization is strictly fief, implying that the structure might not be 

economically rational under the current circumstances. As the aim of any organization 

is to move towards the ideal organization, both formal procedures and a decentralized 

structure must be introduced. 

 

In the current setting, decentralizing an organization is not optimal. Low-skilled 

workers raised in an environment of strict authority and with limited decision-making 

experience narrows the potential the organization has to incorporate decentralization. 
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Introducing formality is thus a more suitable approach for ATR in this case. 

(Meyer, et al 2002) 

 

The new work routines at ATR consisted mostly of a closer supervision by the 

purchasing manager. Weekly meetings were arranged and a new system of logging 

orders was introduced. This allowed the purchasing manager to closely monitor the 

actions by the employees and guide them when they experienced difficulties. The 

order book was made public among the purchasers and they were responsible for 

filing their own orders. This accomplishment proved much more problematic than 

expected. Poor computer literacy and languages skills (the purchasers all had to fill 

out their orders in both English and Chinese) together with an aversion of introducing 

new tasks that initially proved time-consuming were causes for the difficulties in 

establishing some of these changes. These new measures taken to improve processes 

also brought more transparency onto the department. Managers could now observe all 

purchases made by the employees, an important factor in avoiding suspicious 

purchasing behavior. Previously nobody besides the purchaser himself knew much 

about each case. Finance knew about the total price while the user was aware of the 

quality, but the details of each purchase were not disclosed in the open. 

 

We already know that a purchaser’s guanxi, both organizational and personal, with 

other firms may very well affect supplier selection as well as supplier search. First of 

all, understanding guanxi and its acceptance in Chinese society is essential when 

managing purchasing in China. There are some cases which cross the line and are 

considered illegal while others are perfectly legit. In some cases they might even be 

necessary when establishing long-term supplier relationship and improve a firm’s 

competitiveness (Bierstaker, 2009). By monitoring purchases, managers can easily 

address each purchase and confront purchasers when excessive guanxi is suspected to 

have played a role in the decision of supplier. 

 

To managers, and especially those in foreign enterprises, asserting the extent of 

guanxi and detecting the practice in a firm is difficult. Collectivism and long-term 

orientation in society explain why whistleblowing and disclosure of people belonging 

to one’s social group is generally not accepted. Betrayal of a social group harms the 

harmony in a society, which is why individual are more likely to accept suspect 

guanxi practices rather than reporting them to managers. The probability of Chinese 

employees turning in their respective managers is even more unlikely than when the 

practice of doing so among those of equal organizational status. (Bierstaker, 2009) 

 

6.4.6 Strategic Purchasing 

Documentation of purchases is also central in the case of strategic purchasing. The 

purchasing organization at ATR was informal and centralized, which left many of the 

more important decisions to the managers. But at ATR the lack of relevant 
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documentation and supervision gave the managers very few clues on the general 

purchasing conduct at the JV. The employees were neither allowed to make strategic 

decisions individually as their activities were merely operational. In summary, the 

purchasing department at ATR was completely lacking a strategic approach to its 

operations.  

 

Gadde & Håkansson (1993) stress the rationalization role of purchasing. It involves 

improving efficiency by analyzing one’s own work and find potential for 

improvements. Both products and suppliers can be altered in order to facilitate either 

the purchasing activities as well as the production. Purchasing at ATR did not in any 

way review their own work as no universal process existed. Collaboration with other 

departments was rare, and as previously stated the search for new suppliers and the 

selection process was not regarded as critical as the operational activities. The 

development role involves the participation of suppliers in developing new solutions. 

Poor technical knowledge often limits the role in purchasing departments, and ATR is 

no exception. Very limited resources were spent on this kind of assignments. However, 

the role structural role of purchasing was the one suffering the most at ATR. 

Unconformity to a uniform perception of the supplier structure among the employees 

created many different approaches depending on the purchaser and the product. 

 

The poor structure at ATR affected the department’s role in differentiating purchasing 

behavior depending on the nature of the product. van Weele (2005) highlights the 

importance of a company to use different strategic approaches to different supply 

markets. ATR, just like many other purchasing organizations, purchased a variety of 

different products all requiring different strategic processes. It is however difficult to 

apply rational reasoning when documentation regarding company needs and 

purchases are missing. When confronted with questions regarding historical purchases 

and most commonly used suppliers, the purchasers at ATR were forced to base their 

answers on memory and emotions rather than facts. Classifications of products or 

suppliers were missing throughout the organization. The assignment of products to 

each purchaser was simply based on type of product and assumed product value. 
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7 Conclusions and Recommendations 

The analysis provided an insight to how culture influences and their effect on all 

aspects of purchasing operations and business conduct in general. In this chapter the 

analysis will be used to conclude the study by presenting recommendations both to 

ATR and to foreign firms in general that wish to manage purchasing in China. 

 

 
 

In this chapter, the model used above will once again serve as a frame of reference. 

The solutions and recommendations presented here will be related to each of the four 

topics mentioned throughout the study. The only difference here is that suggestions to 

ATR will be covered from top to bottom in the pyramid rather than upwards. 

 

The purpose of the study along with the 

three research question will be answered by 

dividing the conclusions into two parts. The 

first part aims to help ATR in their 

development of the purchasing organization 

and suggestions here are adapted to suit the 

needs at the local organization. The second 

part includes aspects that are important to 

consider for any foreign company opting to 

establish their business in China. The 

recommendations will be based on the issues 

experienced at ATR and how their relevance suggested by the literature review. The 

research questions will for each topic in the pyramid above be answered one by one in 

the next two sections. At the end of each section a summary of suggestions to the 

reader of this thesis will be given. In other words, to find the answers to the three 

research questions, one has to look into a specific topic first in order to obtain the 

answers. 

The three research question 

1. What are the common problems a foreign-Chinese 

joint venture may run into regarding their 

purchasing operations? 

2. What are the main causes of these problems 

encountered by the international firm? 

3. How can the described problems be prevented or 

corrected? 
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7.1 Suggestions to ATR 

7.1.1 Purchasing  

 

The Problems 

From a western point of view, there were many shortcomings in the purchasing 

department at ATR. Time constraints did not allow a deeper insight into all these 

issues, but two relevant topics could be covered by the author and examined closely:  

 The inability to conform to corporate policy 

 Absence of a strategic approach to purchasing 

 

The underlying reasons behind these problems lie in both causes specific to the 

current company as well as those explained by cultural differences. 

 

The Causes 

The outline of the purchasing processes at ATR shows that an inappropriately large 

amount of time was spent on operational activities. Contradictory, the process 

modeled by Åkers emphasized the importance of the strategic activities. This large 

difference can be explained by local management's lack of both interest and trust in 

the purchasers and their activities. The traditional Chinese organizational structure 

which includes decentralization and low formalization was commonly used in many 

Chinese firms before the economic reformation. Companies in less developed regions 

away from the coast usually manage organizations similar to pre-reform communist 

ideals. The decision-making process was left to those with authority, which help us 

explain the absence of strategic activities in the ATR purchasing process. The failure 

of implementing the Åkers policy is explained by local managers' inability to lead and 

carry out changes in an organization. 

 

Low degree of formalization is one environmental cause for ATR's nonexistent 

documentation system. Formalization is here defined as control and measurement 

systems used by an organization. Traditional Chinese structures tend to have a very 

low degree of formalization, which is consistent with the findings at ATR. Strategic 

purchasing is dependent on an awareness of one's purchasing situation. Poor 

knowledge regarding the purchasing activates is a major weakness for firms trying to 

execute strategic purchasing. 

 

The Solutions 

There are some things ATR can do about these nonconformities regarding their 

purchases. First of all, it is important to explain how critical it is to understand the 

Åkers purchasing process and policy. Accepting these instructions is key for further 

progress in the purchasing operations. Second, ATR needs to find ways of involving 

other people in the long-lasting final stages of the purchasing process. The purchasers 
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are unable focus on the more important tasks if they continually have to spend time 

and energy dealing with product arrivals. Third, to embrace the new purchasing 

behavior even further, the purchasers are going to need supervision and guidance, 

something they have lacked in the past. It is also important for the staff that they 

accept a role which includes more responsibility and decision-making. 

 

To implement strategic purchasing, proper documentation is essential. Once the 

purchasing activities and needs have been mapped out, Kraljic's model can be adopted 

to clarify the different strategies necessary for each product. Overall information 

systems and formal control measures must be improved for the organization to 

successfully manage strategic purchasing. 

 

7.1.2 Personnel  

 

The Problems 

Not surprisingly, finding suitable staff to their organization was a problem for ATR. 

The JV was unable to find a suitable general manager, purchasing manager, as well as 

people at the lower levels throughout the organization. Education, communication 

skills, personalities caused by regional location, and cultural differences were only 

some of the issues encountered by Åkers after the start of the JV. Another issue was 

the presence of conflicts both interculturally as well as within the Chinese workforce. 

 

The Causes 

The Chinese labor market is today characterized by the same structure which can be 

found in many developing countries today. An uneven economic development and 

social inequalities create enormous regional differences within China. According to 

Cui & Liu (2000), Taiyuan and Shanxi province lie in the northwestern part of China. 

This region is characterized by poverty, low education and poor infrastructure. The 

people live closer to communist ideology and have in the past had very little exposure 

to western influences. 

 

Cultural difference is the main cause for conflicts between Chinese and foreigners. 

The two sides often failed in understanding the respective culture and views on 

problem solving. At instances absent from cultural differences such as the purchasing 

department, the conflicts usually occurred because of poor management and a 

disputable reward system. As Chinese people traditionally suppress conflicts or deal 

with them behind closed doors, disagreements among the local employees are more 

difficult to detect.  

 

The Solutions 

Conflict management is an essential part of a firm's success (Lin & Germain, 1998). 

Intercultural encounters often lead to disagreements which must be handled 
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appropriately. In cases like ATR where the workforce usually has very traditional 

values, cultural awareness is vital. As the foreign firm here is the dominant part, time 

should be spent to introduce western cultural values and problem solving methods. All 

Chinese people should be aware of the cultural values that are brought upon them by 

their new majority owner. The foreigner must also respect the local culture. Time 

should be spent on understanding the country history, including influential episodes 

such as the communist rule and Confucianism. These two have proved to play an 

unexpectedly large role in the way Chinese people manage conflicts. 

 

7.1.3 Organization 

 

The Problems 

The two different overall approaches to a uniform organizational culture was an 

apparent issue at ATR. Collaboration of two companies with such different 

backgrounds did as expected lead to many clashes of organizational philosophies. The 

reward system at ATR also created many conflicts. It failed in motivate people by 

using poor evaluation that did not reflect the work performance. The purchasers were 

also competing against each other for bonuses, an arrangement which discouraged 

teamwork and assistance between the employees. 

 

The Causes 

Western and Chinese organizational culture often have opposing views on 

formalization and decentralization. As the majority owner usually brings their 

organizational structure upon the firm, the case at ATR would be to try changing the 

organization from fief to ideal, as seen in Figure 17. The reward system at the JV is 

not unique for this company. Chinese firms have since the economic reform adopted 

performance based reward systems, and they are considered to be one of the reasons 

for China's thrive in its effort to adapt to capitalism. Chinese firms today tend to be 

over-enthusiastic in their use of performance-based incentives.  

 

The Solutions 

It is important for ATR to assess 

the desired organization structure. 

As a majority owner it is likely 

that the firm wishes to adopt the 

"Swedish" model. A detailed plan 

outlining the firm's journey from 

fief to ideal must be set up in order 

to successfully incorporate a new 

organizational structure.  To 

maintain satisfaction among the 

employees, a new reward system must be organized. ATR needs a system which 
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Figure 17: Simple model of relationship between formality 

and centralization (Lin & Germain, 2003)  
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creates stability and security for the employee rather than uncertainty and irritation. 

First of all, the variable share of the salary must be decreased. Allowing around 20 

percent of a salary to reflect performance is suitable (Arvidsson, 2005). The 

evaluation system must also be reviewed. Correlation between bonus and 

performance is desired, and the variable part should not be judged in comparison with 

other employees. 

 

7.1.4 Culture 

 

The Problems 

Cultural differences, as in many international JVs, certainly affect the firm's ability or 

inability to thrive. The region where the JV was set up has some local qualities which, 

just like the national culture, must be regarded for the foreign firm. Infrastructure and 

demographics are very different in Shanxi province compared to the coastal regions. 

Understanding how cultural values affect every aspect of business conduct and 

personal interaction is important for foreigners visiting as expatriates or technical 

experts. 

 

The Causes 

It is no question that Åkers Rolls chose a difficult region for their expansion. The 

province is dominated by state-owned enterprises, experiences the slowest economic 

growth in China, has a tradition of being cut-off from international exposure, suffers 

from poor infrastructure, and is home to a relatively isolated and uneducated 

population. The culture clashes at ATR only reflect the little contact the locals have 

had with foreign culture. The decision by Åkers to send foreigners with limited 

familiarity of Chinese culture to Taiyuan also highlights this underestimation of 

influences culture has on an organization. ATR has also not involved any cultural 

diplomats in their organization, creating an even larger breach between the two 

business cultures. 

 

The Solutions 

Today there is little ATR can do about the location of the JV. One simply has to 

embrace the regional culture and exploit its advantages rather than focusing on the 

problems caused by culture clashes. This method puts plenty of pressure on the 

foreigners stationed at the JV to understand and have patience with the local culture. 

Hofstede's model of cultural dimensions can easily be applied to assess advantages 

and disadvantages with the local culture. 

 

7.1.5 Advice to ATR 

Based on the answers to the research questions, a short summary containing 

guidelines for ATR was completed. It pinpoints some factors and aspects important 

for the firm to consider in order to improve its purchasing activities. 
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7.2 General Recommendations for the Chinese Venture 

7.2.1 Culture 

 

The Issues 

When expanding into the Chinese market, there are some characteristics that are 

essential to understand for the foreign company. Cultural differences also exist within 

a country as well as between countries, and it is necessary to understand these 

regional differences before deciding on a geographical location for the expansion. The 

objective of the market penetration should decide the location. Proximity to customers, 

low labor costs, openness to international influences are all example of criteria which 

might affect the geographical choice. 

 

The Recommendations 

When two cultures run into each other, it is inevitable that problematic situations 

caused by a lack of cultural awareness will arise. Therefore, it is crucial to understand 

the local culture in order to be successful in that market. Confucianism and 

communism are two phenomena which have shaped Chinese culture to the one we 

observe today. Hofstede's five dimensions of culture explain the generic differences 

between western and Chinese cultural values. Understanding these five dimensions 

12 steps towards better purchasing at ATR 

1.  Continue to push the corporate policy and process 

2.  Assist the purchasers with their operational activities 

3.  Support the purchasers through supervision and guidance 

4.  Teach purchasers to act independently 

5.  Implement formal information systems and control measures 

6.  Start introducing strategic purchasing approaches 

7.  Make sure different views on conflict management is mutually understood 

8.  Make a plan for organizational structure targets 

9.  Move step-by-step towards increased formalization and decentralization 

10.  Come up with a rational reward system that encourages people  

11.  See cultural differences as an advantage rather than a disadvantage 

12.  Be prepared to tackle culture clashes 
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and their respective effect on society is a good start in the global environment. 

 

A company must also consider the various entry modes available and assess them to 

company needs. Local laws can also restrict the choice of entry mode as well as the 

choice of business partner as a form of protectionism by local governments. 

 

7.2.2 Organization 

 

The Issues 

The choice of organization structure is often decided by the majority owner in the 

firm. If a western model is adopted, the firm is likely to move from fief to ideal. In 

other words, the organization moves towards increased formalization and away from 

centralization. Chinese firms are historically very informal with managers having 

authority over the other employees. Strict hierarchy is practiced and subordinates are 

never to question the managers. Of importance to the firm is its flexibility, the 

capability to move from one system to another. In some cases the organization might 

wish to maintain the Chinese model, something that requires adaptability on the part 

of the foreign part. 

 

The Recommendations 

Changing reward systems is another challenge for new organizations in China. Local 

companies tend to irrationally use performance-based incentives when rewarding 

employees. The practice is common all throughout the world, but Chinese firms have 

a tendency to be overconfident in its effect to motivate people. As the Chinese market 

opened up, new incentive schemes were acclaimed as one major reason for the sudden 

economic success. Studies have showed that performance-based rewards only have a 

moderate effect on the employees, which is why fixed salaries are generally a better 

idea. A mix of the two systems can also be efficient as long as the fixed share is 

dominant. 

 

7.2.3 Personnel 

 

The Issues 

A company cannot operate successfully without proper employees. It is important to 

understand that in China it is impossible to avoid unskilled labor. Education has in the 

past been a luxury product afforded by only a few in China. Things are changing now 

and even people in remote western and central provinces are beginning to afford 

higher education. If skilled personnel is demanded, the company is better off at the 

coastal regions where today one out of four adults have a college degree. Work values 

also differ between western and Chinese firms. Once again, by studying 

Confucianism, one might grasp the principles of Chinese work values and how they 

differ from western standards. 
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The Recommendations 

Conflict in the work place is often a factor of poor intercultural understanding. It is 

necessary for the new firm to establish an efficient conflict resolution method which 

is applicable in both cultures. 

 

7.2.4 Purchasing 

 

The Issues 

One dynamic feature of Chinese SCM and purchasing is the prevalence of guanxi. It 

has historically been an important attribute in Chinese society due to the low degree 

of formalization. Although currently diminishing, it still affects many aspects of 

supplier search and supplier selection in the supply chain context. 

 

The Recommendations 

A hierarchical purchasing organization, the employees are likely to be unaccustomed 

to individual decision-making. Operational activates are commonly carried out 

individually while more important decisions are usually pushed upwards in the 

organization. Informalization often leads to absence of strict work instructions in any 

organization. Thus a more formalized organization in China is likely to include formal 

procedures in their work. 

 

7.2.5 Advice to the Chinese Venture 

Just like in the previous section, the conclusions will here be summarized in a list 

format. The recommendations are summed up to give advice to the firms that wish to 

establish their business in the Far East. 

10 things to consider when establishing a purchasing 

organization in the Far East 

1.  Carefully assess the need of the company before choosing a location 

2.  Be aware of future culture clashes by studying the culture 

3.  Make sure the entry mode is optimal for your company 

4.  Create a plan for implementation of desired organizational structure 

5.  Review the reward system , avoid excessive performance-related incentives 

6.  Make sure Chinese work values are and labor structures are understood 

7.  Invent efficient conflict resolution systems 

8.  Study the Chinese guanxi system 

9.  Implement formal control and measurement systems 

10.  Support purchasers and encourage them to make their own decisions  
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