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Abstract 
 
China has the past decade become the leading destination for companies looking to cut costs, due 
to the low cost labor and high-tech manufacturing, which have made China the “workshop of the 
world.” Thus, the importance of China as a key strategic market for sourcing is increasing rapidly. 
Despite the huge possibilities in China in cutting costs, many companies are still afraid of the 
physical and cultural distance enclosed with sourcing from China. Other western companies have 
tried to source in China without great success, due to lack of understanding of the counterpart’s 
values and socio-cultural characteristics. 
 
Academic research has paid much on negotiations with Chinese on the marketing side, however, 
there is a lack of research on negotiations with Chinese when it comes to purchasing. By means of 
case study research carried out in eight Swedish companies, in different industries and with 
different size and complexity of the product, this thesis is investigating the sourcing negotiation 
process and brings out factors to consider when doing business with Chinese. The purpose of this 
thesis is to develop new knowledge about how to conduct successful sourcing negotiation in 
China. 

 
Through the development of an own framwork influenced by existing theories from the marketing 
perspective we have found the interrelated varibles Sourcing Strategy, Negotiation Process and 
Chinese Business Culture and Negotiation Style as affecting the outcome of the negotiation with 
Chinese suppliers. Our framework suggests that successful sourcing negotiations can be achieved 
by managing three dimensions; business relationship adaptations, communication and control and 
buyer-seller interaction. 
 
Other major findings in this thesis include the greater difficulties and need for involvement a 
complex product and complex sourcing situation brings. Furthermore, the attitude towards culture 
on the purchasing side has more the character of seeing similarities which upon you can build a 
business relationship compared to the marketing side. What is important is a mutual 
understanding of objectives. Another finding is the importance of a long-term approach.
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1. INTRODUCTION 
This chapter serves as a background to establish the overall context and setting for our thesis. 
The background gives a brief overview of the area of research, which is narrowed down in the 
problem discussion. In addition, the purpose and research questions of the thesis will be 
discussed, as well as delimitations and definitions. 

1.1 Background 

Some twenty years ago, sourcing was about acquiring material at the desired price with little 
interaction with the suppliers. Today, sourcing has become a decision incorporated in the 
companies’ operational strategies to stay competitive and grow through long term relations with 
their suppliers (Zeng, 2000). The suppliers have become an integrated part of the buying firm for 
a particular component or part they are to supply, as the firms move away from a transaction 
oriented marketing strategies and towards relationship oriented marketing (Sheth & Sharma, 
1997). During the same time period production costs have raised to constitute approximately 
50%-70% of the total cost of goods sold, making effective supplier management even more 
important (Zeng, 2000). It is obvious that firms restricting their perspective to a regional or 
national level will suffer by this change. 

Low cost labor and high-tech manufacturing have made China the “workshop of the world” and 
the leading destination for companies looking to cut costs (The Economist, 2002). Thus, the 
importance of China as a key strategic market for sourcing is increasing rapidly. 

The past decades China has gone from being an underdeveloped country to be one of the largest 
economies in the world, with a high and steady growth in GPD hovering around 10 percent 
yearly. In Figure 1 below, we have compiled statistics by Maddison (2001) showing China’s 
relative growth in GDP billion Geary-Khamis dollar compared to growth rate in the United 
Kingdom and the United States. Geary-Khanmis dollar is a method reflecting the relative category 
values and country purchasing power.  

 

 

 

 

 

 

 

 

       
Figure 1. Comparative level of China’s, the United Kingdom’s and the United States’ economic growth in GDP 
in dollars between the years 1700-2000 compiled from Maddison (2001, pp 43). 
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The past few years China has passed both Italy and France in GPD, and in 2005 China passed the 
United Kingdom making China the world’s fourth largest economy (Chisholm, 2006). 
Furthermore, experts predict China to take over the US position as the largest economy of the 
world in 2025 (Judson, 2006). China’s development is very much connected to the political 
development China underwent in opening its doors to the world in 1978 by Deng Xiopeng starting 
to transform the Chinese society (Maddison, 2001). In 2001 China joined the WTO –World Trade 
Organization, stating that China is moving more and more towards free trade and an open 
economy, if slowly (China business review, 2006).  

Unlike other low-wage countries, China has a huge and growing internal market of 1.3 billion 
people, constituting 20% of the world’s population. Companies from all over the world want a 
slice of this lucrative market (Brown, 2005). 

Many Swedish companies, big and small, have seen the advantages of locating production and 
source in China. Today there are between 300-400 Swedish companies in China, a number which 
is steadily growing. Since spring 2003 China i Sweden’s largest trading partner in Asia and their 
twelfth largest globally, with 2.5 percent of the total Swedish foreign trade. The Swedish import 
from China was in 2004 22.8 billion SEK totally, which is an increase by 16% from 2003. It is 
also possible to see a clear trend in that the imported merchandise is moving from low-complex 
products to more high-technological products (www.Swedishtrade.se/kina). 

1.2 Problem Discussion 

Despite the huge possibilities in China in cutting costs, many companies are still afraid of the 
physical and cultural distance enclosed with sourcing from China. Other western companies have 
tried to source in China without great success, due to a lack of understanding of the counterpart’s 
values and socio-cultural characteristics. The Chinese are known for their ploys and tricks in 
marketing negotiations and the influence of culture on marketing negotiation has been subject of 
previous studies (Gullbro and Herbig 1999, Fang 2001). There is a lack, however, of research on 
negotiations with Chinese when it comes to purchasing.  

This thesis is investigating the sourcing negotiation process and brings out factors to consider 
when doing business with Chinese. We intend through this study to increase the knowledge in 
negotiating with Chinese when it comes to sourcing. As a large volume of existing theories on 
negotiation focus on the seller or the export perspective, we will borrow theories developed in the 
marketing literature and apply the buyer and the import perspective to further develop existing 
theories. 

We will put emphasis on the environmental analysis of the sourcing negotiations and the cultural 
sensitivity in negotiating sourcing contracts; we find the cross-cultural and marketing approach 
useful in investigating the research area. 

1.3 Purpose 

The purpose of this thesis is to develop new knowledge about how to conduct successful sourcing 
negotiation in China.  

We will address ways for Western buyers to become successful in sourcing negotiations given 
different sourcing alternatives for products with different complexity in China. We will also 
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outline a framework for successful negotiations in the field of sourcing. It identifies and mitigates 
the limitation of available theories in negotiation process, sourcing strategy and Chinese business 
culture and style, and provides experience drawn from sourcing initiatives in China. 

1.4 Research Questions 

 How does the sourcing negotiation process differ from the marketing negotiation process? 

 What are the major issues and how does the socio-cultural aspect impact on the negotiating 
process when sourcing from China? 

 How does the product complexity and complexity of the sourcing situation impact the 
outcome of sourcing negotiations between Western buyers and Chinese suppliers? 

1.5 Delimitation 

We have chosen to delimit our investigation to “Western buyers”, in this study represented by 
Swedish companies involved in business-to-business markets sourcing negotiations in China. It 
has not been feasible to put any delimitation on the negotiating counter part in China. Hence, the 
Chinese suppliers in this study are private or co-financed with governmental support headed by 
Chinese or Taiwanese management.  

1.6 Definitions 

In this study, the research questions concern different aspects of sourcing negotiations. We use the 
term sourcing to explain the process of managing external suppliers in order to commercialize, 
produce and deliver final products to customers.  

The purpose of the third research question is to address the impact of complexity of the industrial 
buying-selling process. According to Fang (1999), Hiller (1975) uses three elements for defining 
the complexity; (1) technical complexity of the product (2) commercial complexity of the 
negotiations and (3) behavioral complexity of human interactions. One of the contributions of this 
study is that we enhance the conceptualization of complexity for industrial business-to-business 
markets, as explained in the conceptual framework used as frame of theoretical reference in 
analyzing the empirical data in this study, see chapter 3.6. 

We have chosen to investigate the sourcing negotiation in a Chinese/Western socio-environmental 
context. Hence, the behavioral complexity is defined by the buyer-seller interaction in this socio-
environmental context. We have chosen to extend the technical complexity of the product and the 
commercial complexity of the negotiation and we use product complexity to define the former 
and the complexity of the sourcing situation to define the latter. 

Product complexity: is defined by number of functions designed into the product, degree of 
product adaptation, coordination and control of production process and integration of production 
technology used. 

Complexity of the sourcing situation: is defined by commercial complexity of the sourcing 
negotiation and as stated by McQuiston (1989) the amount of information the organization must 
gather to make an accurate evaluation of the product.  
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There is also certainly interplay between the product complexity and the complexity of the 
sourcing situation as the product complexity can potentially make the buying decision more 
challenging as it is characterized by four dimensions (Lau, Goh and Phua 1999). First, it refers to 
the number of alternatives available (Campbell 1988). Second, it measures the degree of 
differences among the alternatives (Kutschker 1985). Third, it concerns the degree of difficulty in 
understanding the various alternatives (Ghingold and Wilson 1985; Gronhaug and Bonoma 1980). 
Finally, it relates to the degree of difficulty in comparing the alternatives (Ghingold and Wilson 
1985; Kutschker 1985). 
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2. METHODOLOGY 
In this chapter the established methods for scientific studies which this study is based on will be 
presented. Our choice of methods as well as how the study was conducted is described along with 
the reliability and validity of the study. 

2.1 Scientific approach 

Halvorsen (2002) states that methodology is a systematic way of examining reality as we strive 
towards making discoveries in the world that has been created by humans. Through using 
different methods we can improve our ability to discoveries so that we can see the causes behind 
the events, the views behind the actions and the collective and social structures influence on 
individual’s and group’s views and actions. With the help of methods we can use our senses in a 
more disciplined and thought through way than what is common in other life situations. 

2.2 Scientific perspective 

There are two main scientific perspectives; positivism and hermeneutics. Positivism is related to 
natural science and advocators consider that science can only be generated through such events 
that one can observe with his senses or reckon logically. Furthermore, positivism is about creating 
objective knowledge, which gives information about relations and causality. According to 
positivists, a theory has to be testable or it will lose its value, an idea and theory that cannot be 
investigated or measured serves no value. The positivistic school wants to protect science from 
the impact of the scientist’s own values and experiences, giving no room for interpretation (Gilje 
& Grimen 2004). The problem is that there are so many phenomena which are not possible to 
catch with this projection. We can not understand people’s inner life and the meaning someone 
puts on his or her life or existence (Gustavsson et al 2004). 

Hermeneutics consists both of attempts to create a methodology for interpretation of meaningful 
phenomena and to describe the terms making it possible to understand meanings. The perspective 
can be seen as a process of interpretation. Hermeneutics is related to social science, in which a lot 
of data consists of meaningful phenomena such as actions, oral uttering and texts. Also what is 
tried to be explained within social science through hermeneutics are also meaningful phenomena 
such as patterns of behavior, norms, rules, values and social roll patterns. A basic thought in 
hermeneutics is that we always understand something in the light of certain presumptions. The 
presumptions we have defines what is understandable and what is not. These presumptions are 
called pre-understanding, which is a condition for making understanding even possible. The 
researcher’s personal experience and values are parts of his or her pre-understanding, meaning 
that a researcher never can be entirely objective (Gilje & Grimen 2004). 

In this research we try to find the impact of culture on sourcing negotiation in China, which need 
interpretation and understanding for people’s values and ways of life. Thus, we have chosen to 
use the hermeneutic perspective to answer our research questions and purpose. 
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2.3 Qualitative or Quantitative  

There are two types of research methods; quantitative and qualitative. Quantitative research gets 
the major part of its intellectual inspiration from a natural science perspective, especially from 
some positivistic thesis (Bryman, 1997). Quantitative measurements are about putting numbers on 
objects and events according to certain fixed rules. Measurement is a process which links 
theoretical concepts to empirical indicators. From a theoretical point of view, the interest lies in 
increasing the understanding of abstract theoretical concepts. Thus, measuring is about the 
relation between observable empirical indicators and the underlying non-observable concepts 
(Sverke, 2003). A quantitative approach is preferred when investigating a part of a bigger 
problem, rather than the whole picture. A reason for this is that there can only be a few variables 
and that the research questions cannot reach feelings, values or thoughts of people without having 
to quantify them (Bryman 1997) Qualitative research, as opposed to quantitative research, as an 
approach is mostly used to investigate problems and events related to social science. The most 
fundamental characteristic in qualitative research is the unspoken want to see or express events, 
norms and values from the studied persons own perspective (Bryman 1997).  

Studying the social reality has as main purpose of describing and analyzing the culture and 
behavior of people and groups from the studied objects point of view. Halvorsen (1997) states that 
an advantage with qualitative research is that it is possible to study more complex problems than 
using quantitative research as method. Using a qualitative research makes it possible to dig deeper 
into how values, social structure and culture affect people’s and group’s actions and behavior. A 
qualitative approach always contains an amount of pre-understanding, which is the researcher’s 
underlying values and history, which makes it difficult to stay completely objective to the 
investigated problem (Gilje & Grimen 2004). 

Since we need to go deep into peoples values and cultural influence, which are something that is 
close to impossible to put numbers on, we have chosen to do a qualitative study. As one of the 
writers has practical experience from negotiating in China from a sales perspective, this pre-
understanding have been important in drawing conclusions on the similarities and the differences 
between sourcing and marketing negotiations. 

2.4 Deductive or Inductive  

When conducting research there are two ways to get about it; the inductive and the deductive 
approach. Using an inductive method means beginning with research, through observations and 
then developing a theory, while a deductive method starts from already existing theories. There is 
nothing hindering theories which have been created through an inductive method to lie as ground 
for deductive systems (Svenning, 1999). Our approach is of deductive character as we have based 
our study on existing theories in the marketing field, but inductive in the sense that we try to 
develop new theories drawn from our observations. 

2.5 Research Strategy and Design 

According to Yin (2003) there are some alternatives in selecting research method, where surveys, 
histories, case studies and associated data collection methods could be used for investigating the 
research questions. 
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2.5.1 Case Study methodology 

According to Yin (2003) case studies are the preferred method when trying to answer “why” and 
“how” questions, when the relevant behaviors cannot be manipulated and when the focus is on 
contemporary events with some real-life context. Case study methodology is mostly used to be 
able to understand phenomena which are fully or partly unknown and include large amounts of 
variables and relations and therefore become complex. Due to the nature of our purpose and 
research questions, as a method for gathering the information we need we have chosen case study 
methodology (Gustavsson et al, 2003).  

The decision within case study methodology can be made between the methodologies that 
typically uses single or multiple cases. Single cases are generally used to picture an extreme case 
or to challenge existing theories, whereas multiple cases mostly are used to build or reveal new 
theories rather than confirming existing theories. We have chosen to use multiple cases due to our 
intentions to reveal new theories about how to conduct successful sourcing in China and to ensure 
a high reliability of the study. 

We believe that the approach to case studies described by Yin (2003) is better suited for the study 
than case studies that usually combine data collection methods as questionnaires with 
observations, due to the complexity and nature of the research questions and purpose.  

Case study protocol should be followed in conducting the case studies to increase the reliability of 
the case study research (Yin, 1994). When feasible, complementary interviews have been made 
with people from the buying company that has been involved in a specific sourcing project to 
increase the validity of each case story. 

The case study research design consists of five components (Yin, 2003): (1) research questions, 
(2) propositions, (3) unit(s) of analysis (4) the logic linking of the data to the propositions, and (5) 
the criteria for interpreting the findings. 

We have decided to approach the research by applying the following case study method: 

1. Develop Research Questions 

2. Develop Initial Propositions  

3. Develop Theory based on Theoretical Background 

4. a) Design Data Collection Questionnaire 

b) Select Cases 

5. Conduct Case Studies 

6. Write Individual Case Stories 

7. Draw Cross Case Conclusions 

8. Compare the Conclusions with the existing Theory 

9. Ideas for Future Research 
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2.6 Research process  

In the process of the research a literature review was first conducted, followed by selection of the 
cases. Thereafter the contacts with the companies were taken followed by the collection of the 
data. 

2.6.1 Literature review 

The theories for the literature review were selected based on some initial constructs as the start-off 
ideas how to address the research questions based on the relevant literature and our own 
experience. These initial constructs were: Business Negotiation Process, Sourcing Strategies and 
Chinese Business Culture and Negotiating Style. The literature search was mainly made out of 
books, scientific magazines, industry conferences and web pages together with previous research, 
i.e. thesis on related topics on the research area. 

2.6.2 Case Selection 

As the overall target of this research is to increase the understanding of the impact of product 
complexity and sourcing strategy on negotiations and contracts between Western buyers and 
Chinese suppliers, we decided to select eight companies in different industries, with different 
product complexity, customers and size, and which are sourcing from China. The purpose was to 
identify differences in sourcing strategies and experiences in negotiating with Chinese depending 
on the stated variables. Other reasons for selecting these companies were availability and 
possibility to reach relevant people at the companies. 

2.6.3 Data Collection and Processing 

We collected the necessary data by interviewing people involved in the sourcing negotiation 
process at the chosen companies. The individuals participating in this study were chosen on basis 
of their availability (as many of the sourcing professionals are frequently traveling or are based in 
China), their expertise in dealing with sourcing from China and their willingness to participate in 
the study. The case studies in our thesis are based on story-telling methodology, therefore we 
asked the interviewees to focus on a specific sourcing negotiation situation in China and describe 
the negotiation process (i.e., when it took place and what was negotiated and who was involved). 
To structure the interviews we had a Case Study Protocol (see Appendix A) as base, consisting of 
open ended questions, to encourage a more free discussion. The interviews were not tape-
recorded, but extensive notes were taken, from which the cases were built. After the cases were 
written they were sent to the interviewees who then had a chance to ask for revisions of their case 
before they gave their approval. The case studies are presented in chapter 4. In chapter 3 the key 
findings from the literature review and the case studies were synthesized into a conceptual model 
to answer the research questions.  

2.7 Validity, Reliability and critics of the selected method 

There are four widely used tests recommended for case studies in judging the quality of the 
research design: Construct validity, internal validity, external validity and reliability. 

Construct validity regards the relevancy of the operational measures for the concepts being 
studied, meaning if the researcher is really investigating what he or she intended. A way of 
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increasing the construct validity of a study is to have multiple sources of evidence, which would 
make invalid definitions obvious. Additionally, letting key informants check the draft of case 
study report before it is finalized is yet another way of ensuring high construct validity. Internal 
Validity only concerns explanatory case studies, where the researcher tries to find whether x leads 
to y. It deals with whether the theoretical concepts in the thesis and empirical data collected are in 
correspondence. Ways of increasing the internal validity are using logic models, address rival 
explanations and to do explanation building.  

The third test is external validity and is dealing with whether it is possible to generalize the 
findings of the study beyond the immediate study. The external validity has been a major barrier 
in doing case studies, and critics typically states that single cases offer a poor basis for 
generalization. Such critics, however, are implicitly contrasting the situation to survey research, in 
which a sample readily generalizes to a larger universe.  When dealing with case studies, 
according to Yin (2003) this analogy to samples and universes is incorrect since survey research 
relies on statistical generalization, while case studies rely on analytical generalization. In an 
analytical generalization the researcher tries to generalize a particular set of results to some wider 
theory. However, a theory must be tested through replications of the findings, in the same way a 
scientist use experiments, which allows them to generalize between experiments. Reliability 
designates that the results should be reliable, which means that if nothing is changed in a 
population two studies with the same purpose and use of methods should give the same result. A 
qualitative study is more exemplifying than generalizing. The demands are therefore greater on a 
quantitative study, aspiring on being generalizing. Ways of increasing the reliability of a 
qualitative study are using clear definitions used during interviews, and using several indicators to 
measure phenomena (Svenning, 1999).  

We have accomplished to create as many as eight case stories to build our empirical data, 
increasing the construct validity as well as the reliability. Our ambition was to get several 
indicators, interviewees, however it was difficult to get more than one person at each company, 
with two exceptions, involved in the sourcing negotiation process from China interested in 
participating in the study. The data was collected through interviews, but no tape-recording was 
done. The notes and remembrance of the researchers were therefore what the case stories were 
built on. The influence of the pre-understanding of the researchers as well as the fact that 
manipulation and misunderstanding of notes and memories are imminent affects the reliability. 
However, all transcripts of the interviews have been sent to the respondents for approval to 
increase the reliability of the study.  

Criticism towards case story as a methodology includes the affect of the researchers pre-
understanding through own values and experiences affecting the direction of the findings and 
conclusions. Also case study as a research method has been viewed as less desirable than other 
inquiries such as experiments or surveys due to the lack of vigor. The greatest concern is that the 
lack of vigour has contributed to researchers having passed biased conclusions and findings. 
Therefore it is even more important to report all evidence thoroughly and fairly when using case 
story as method in a study. Another aspect is that case studies seldom provide a good base for 
generalization (Yin, 2003). 
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3. THEORETICAL BACKGROUND 
In the theoretical background we attempt to find answers to the research questions from the 
existing theories. The theory consists of three main constructs, based on the initial proposition of 
the research: (1) Business Negotiation Process, (2) Sourcing Strategies and (3) Chinese Business 
Culture and Style 

In the end of this chapter we present our framework which is a conceptualization of the presented 
theories. We will use the framework as a frame of reference when analyzing the research 
questions. 

3.1 Choice of Literature 

3.1.1 Business Negotiation Process: 

The business negotiation literature covers a range of topics (Reynolds et al, 2003):  

- Conditions of the negotiations: (1) External/environmental influences, (2) Internal/ 
organization factors and organizational decision making 

- Culture 

- Negotiator´s characteristics 

- Negotiation related factors: (1) task-related activities i.e., persuasion/bargaining strategies, 
concession making and agreement, (2) non-task related activities i.e., status distinction, 
negotiation protocol including dress code, handshakes, seating arrangements etc. 

- Negotiation outcome 

We have found that the relevant theories pertaining to the research questions are theories on the 
negotiation process itself. We have found the three-stage negotiation process (Ghuari & Usunier, 
1996; Ghauri & Fang, 2001) valuable for structuring our research. Roxenhall & Ghauri (2004) 
provide a useful conceptual model used to investigate factors influencing the use of contracts (i.e., 
production technology, product type and branch, the contract negotiation, the closeness between 
the parties and the contract), which we find relevant for answering the third research question.   

3.1.2 Sourcing Strategies: 

The literature on sourcing strategies is very much associated with research on organizational 
buying behavior that is scattered across several disciplines such as organizational psychology and 
several sub-areas of business including marketing, purchase and supply management.  

According to R. Kauffman (1996) organizational buying behavior is a function of: 

- Individual characteristics (individual decision-making, risk handling tactics) 

- Group factors (concepts of buying centers, membership, influence, members and 
communication) 

- Organizational factors (organizational structure and size, and role of individual and functions) 

- Environmental factors (context, environmental uncertainty, buyer-seller relationship) 
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- Choice process (type of process, steps involved, organizational and consumer choice process) 

- Product and market factors (product attributes, types, use and effects of products, and market 
segmentation). 

Our focus is very much influenced by the latest decade’s research and industry practice within the 
area. Sheth (1996) calls the relevance of existing literature on organizational buying behavior in 
question in the article “Organizational buyer behaviors: past performance and future 
expectations”. According to Sheth organizational buying behavior has dramatically changed. The 
reasons for the paradigm shift are: (1) global competitiveness, (2) outside-in perspective on 
supply-chain, (3) industry restructuring and (4) technology. 

The consequence of changing paradigms of organizational buyer behavior results in a shift (Sheth, 
1996) of the procurement practice from an administrative and transaction focused domestic 
sourcing function to a strategic and relational outsourcing focused function. 

 
Figure 2. Two-dimensional shift in organizational buying behavior (Sheth Sharma, 1997, pp 93.) 

  

Similar shifts of knowledge have already taken place within marketing. For example, transaction 
related marketing was superseded by relationship marketing. According to Seth (1996) the 
paradigm shift will create a need for research on the process of developing relationships with 
customers. Our literature review started out with studying purchasing portfolio models, which we 
soon found to be too limited to capture the vital aspects of buyer – supplier relationships and to in 
its own right identifying the issues pertaining to answer our first and third research question. 
Instead, our focus shifted to review research within industrial network theory, which is heavily 
influenced by recent relationship marketing research. 

In summary the primary construct for literature selection pertaining to the research questions 
were: global sourcing or more specifically sourcing in China and supplier relationship. Later, we 
added a third construct - supplier selection - as we during the interviews understood that the 
selection process was considerably related to the sourcing negotiation process.  
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3.1.3 Chinese Business Culture and Style 

Cultural differences can influence business negotiations in the sense that the socio-cultural 
context can produce divergent negotiating styles. In the book Chinese Business Negotiating Style 
Fang (1999) provides a state-of the art review of the topic giving explanations to the following 
questions;  

1. What are the primary patterns of Chinese business negotiating behaviors? 

2. What are the fundamental Chinese socio-cultural traits underlying Chinese business 
negotiating style? 

3. Why do the Chinese negotiate in different ways or how can Chinese negotiating style be 
understood in a Chinese socio-cultural context? 

To answer our second research question our aim has been to get a deeper understanding of the 
culture and to understand the major issues that hinder successful sourcing negotiations with 
Chinese. In the literature review we have found that the research focuses on the cultural 
differences rather than explaining how and why the socio-cultural context impacts on the 
negotiation. We have also found some useful cookbook recipes such as the ones published by Pye 
(1986) in his article “The China Trade: Making the Deal” in Harvard Business Review. 

3.2 Business Negotiation Process Theory 

3.2.1 Negotiation Orientation  

In the research field of negotiation in business-to-business relationships it is important to note that 
every business organization must, to some extent, rely on the ability of its representatives. 
Research has demonstrated the importance of the organizational representative’s approach to 
negotiating to both negotiation process and outcomes (Brooks & Rose, 2003). According to 
Brooks & Rose (2003) the negotiation orientation captures a negotiator’s approach to negotiation 
from a contextual perspective. The negotiation orientation is being defined as a situational 
determined set of attitudes, perceptions, and expectations regarding the negotiation process and 
outcomes which affects negotiators’ objectives, behavior and level of satisfaction. Brooks & Rose 
(2003) also suggest that the negotiation orientation may vary across different times and settings, 
even when negotiating with the same negotiating party. 

Western negotiation theory based on game theory and social exchange theory provides two 
generic negotiation orientations: collaborative and competitive. Brooks & Rose use two major 
dimensions for classifying types of negotiation interaction; distributive bargaining/aggressive 
bargaining and integrative bargaining/problem-solving behavior. In this regard the negotiator may 
view the former negotiation as a win-win process, whereas the latter may be considered as a win-
lose process.  

The collaborative negotiation has been strongly promoted in the relationship marketing literature. 
Ghauri & Usunier (1996) define the negotiation process as being of a problem-solving nature. 
Lewick & Litterer (1985) identify four activities that each negotiating party must be willing to 
deploy in order to achieve a problem-solving process: (1) understand the other negotiator’s real 
goals and objectives, (2) establish an open exchange of information, (3) emphasize the parties’ 
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communalities and minimize the differences and, (4) seek solutions that meet the goals and 
objectives of each side. 

Brooks & Rose (2003) suggest that the negotiation orientation is situationally determined and that 
the negotiation outcome is jointly determined by the negotiation orientation of the buyer and the 
seller. They conclude that in markets where long-term exchange relationships are desirable a 
collaborative negotiation orientation should be sought. Conversely, in markets that are 
characterized by one-time or independent occasional transactions may be better served by a 
competitive negotiation orientation. Brooks & Rose (2003) do not give any answers on how 
competition and cooperation appear in specific cultures. According to Fang (1999), “there exist 
certain emic”, (culture-specific), “elements in every culture that contribute to the shaping of 
competitive and cooperative negotiation strategies” and explains that the two generic Western 
negotiation strategies counterparts in Chinese culture are shaped by Confucianism, which 
influences a collaborative negotiation orientation and Chinese stratagems that influence a 
competitive negotiation orientation (for description of Confucianism and Chinese stratagems see 
chapter 3.4).  

3.3 The Negotiation Process 

According to Ghauri (2003) the process of international business negotiation consists of three 
stages: pre-negotiation, face-to-face negotiation and post-negotiation. In the pre-negotiation phase 
parties attempt to understand each other’s needs and demands, which are done through 
information gathering and informal meetings. The negotiation stage refers to face-to-face 
negotiation and the post-negotiation stage refers to the stage when the parties have agreed to most 
of the issues and are to agree on contract language and format and finally signing the contract. 
However, it is important to note that Chinese never stops to negotiate. Frankenstein (1986) has 
visualized this practice by a “spiral model” in whereas the four stages in the negotiation process 
(opening moves, assessment, end-game and implementation) reappear in a spiral way. 

3.3.1 Pre-negotiation Phase: 

During this stage some negotiations take place and tentative offers are made and the parties begin 
to understand each other’s needs and evaluate the benefits of entering into the process of 
negotiation. According to Fang (1999), the pre-negotiation phase corresponds to what Graham & 
Sano (1986, 1986) call “non-task sounding” and does not include information related to “core 
contents” of the formal meetings. 

Proposal preparation: Begins with the first contact between parties in which an interest in doing 
business with each other is shown and end with the proposal submission. 

Informal meetings: Take place as the parties examine each other’s position, making adjustments, 
clarifying the topics of the proposal and developing confidence and trust in the other party. 

Negotiation preparation: Once the proposal is clear, the parties start formulating the negotiating 
strategy and building up arguments for increasing their relative power.  

The pre-negotiation phase results in each party’s commitment to enter into negotiation and initial 
negotiating strategy (i.e., a complete plan regarding problems, alternative solutions and preferred 
choices relative the other party’s choices and preferences) (Ghauri & Usunier, 1996). 
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Ghauri & Fang (2001) analyze pre-negotiations on basis of four activities: lobbying, presentation, 
informal discussion and trust building. In marketing negotiations lobbying is important to 
convince the Chinese government authorities that they have cutting-edge technologies and show 
long-term commitment to the Chinese market. Giving attractive and reliable presentations to 
present the company, products and negotiating team members is an important step towards the 
formal negotiations. Informal discussions usually take place directly after presentation focusing 
on product quality and price. In China trust building and personal commitment to individuals is 
important for conducting business. The relationship building takes time and it is important to 
invest time in social activities and patiently wait for the Chinese to start the actual negotiation. 
Social, informal relationships developed at this stage are a key difference between Chinese and 
Western business practice. The difference lies in the relative importance of personal relationships 
(“guanxi”) as opposed to the specification and enforcement of contracts (Davies, Leung, Luk and 
Wong 1995).  

3.3.2 Negotiation Phase 

Face-to-face negotiation: Is the process by which the parties try to reach an agreement of mutual 
interest through various negotiating tactics 

According to Ghauri & Fang (2001) the main activities in contract negotiations are: task-related 
exchange of information, persuasion, concessions and agreement. They have studied each 
individual phase on the basis of its duration, the issues discussed and the resulting contract.  

The formal negotiation starts when the Chinese show a strong interest in further discussions. A 
letter of intent may be exchanged, but it should not be perceived as a grant of a contract, it merely 
indicates the Chinese’s intention to negotiate further. Experience shows that the negotiation 
process is controlled by the partner who arranges the agenda, since emphasis can be put on own 
strength and the other party’s weaknesses. Chinese usually prefer to start negotiations by 
discussing and agreeing on broad principles for the relationship – from general, contextual 
information to specific information (Hoecklin, 1995). According to Drew & Herbig (1997) the 
Chinese often issue memorandum of understandings which are statements about the “spirit” of the 
agreement. As long as both sides take a positive attitude towards the spirit of the general 
principles, details can be worked out later. The Chinese can also turn an agreement on principle 
into an agreement on goals and then leaving the concrete arrangements to enforce the goals to 
later negotiations or when implementing the contract. Pye (1982) divides the Chinese business 
negotiation process into the “opening moves” and the “substantive negotiating session”. During 
opening moves the Chinese insist on reaching a “general agreement” that will later be used by 
them to their own advantage; they use the tactic of inducing the other party to show its hand first, 
and then they cause the long wait. 

Close relations can result in shorter negotiations since less persuasion is needed when the parties 
know each other. The Chinese use a variety of negotiating tactics to persuade the counterpart, see 
further description of the Chinese stratagems in chapter 3.5.4. Gulbro & Herbig (1999) show that 
Chinese spend relatively more time on the pre-negotiation phase with emphasis on positioning 
and strategy rather than persuasion. Chinese also spend less time on compromising. Westerner’s 
lack of patience and willingness to compromise too often and too quickly may result in poor 
negotiation results.  

It is evident that different cultural background produces divergent negotiating styles and tactics, 
for further information on cultural factors influencing the negotiation process and tactics used see 
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chapter 3.5. The formal negotiation ends with an agreement by the negotiating parties through 
their concession or compromise. In this stage the Chinese show a strong inclination to settle all 
suspending issues in a “packaged deal” (Ghauri & Fang, 2001). When drafting the contract, the 
Chinese weight the words when it comes to the clauses that affect the Chinese, while treating 
issues of concern of the Western party as general as possible (Ghauri & Fang, 2001).  

The relation between the parties affects the process of negotiation as close relations can result in 
shorter negotiations (Roxenhall & Ghauri, 2002). Likewise, discussions involving prices, delivery 
conditions and quality issues are probably less extensive when the relationship is close. According 
to Roxenhall and Ghuari (2004) contracts are drawn up for different purposes: as a 
communication tool, to reduce uncertainty or simply because it is customary. They also analyze 
the contract in terms of the contract type (i.e., unilaterally or jointly written, used language and 
law), the contract amount, the extent of the contract (i.e., number of pages, contract structure), the 
nature of the information in the contract (i.e., commercial, technical, administrative), and the 
signing of the contract (i.e., how many sign the contract, what position they fill and what level of 
the organization they represent). 

Standardized products are often characterized by a lower degree of complexity than custom made 
goods and services. According to Ghauri & Roxenhall (2002) the contract will probably be more 
loosely and abstractly written for complex products than standardized products. Also, they 
suggest that as the uncertainty increases with the complexity, the contract is more likely to be 
used as means of control. Morgan & Hunt (1994) distinguish between transactional and relational 
behavior. In transactional agreements the parties are in general more concerned with the 
resolution of possible future conflicts, whereas in relational agreements the parties are more 
focused on future behaviors towards each other and enforce development of commitment and 
trust. Poppo & Zenger (2002) propose an alternative argument; formal contracts and relational 
governance function as complements, meaning that well-specified contracts may promote more 
cooperative, trusting exchange relationship as well-specified contracts narrow down risks and 
specify policies and procedures for dealing with necessary adaptations.  

3.3.3 Post-negotiation Phase 

Settlement of contractual agreement: Occurs if and when the parties agree upon all terms. 

The legal interpretation may differ between the parties and may result in a negotiation in itself and 
result in a renewed face-to-face negotiation. The Chinese do not treat the signing of a contract as 
signaling a completed agreement, but just the start of the relationship (Drew, Herbig, 1997). 
Ghauri & Fang (2001) define the main activity in the Post-negotiation phase as: Implementation 
and new rounds of contracts. Chinese generally honor the contract but the attitude toward 
contracting is problem solving, based on the changing situations, instead of contracts (Ghauri & 
Fang, 2001). It is crucial to make sure that each party confirms that they understand the contract 
to avoid trouble in the implementation phase (Ghauri & Usunier, 1996). 
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3.4 Sourcing Strategy Theory 

3.4.1 Global Sourcing and International Purchasing  

The catalyst for global sourcing is the global competitive pressure, which forced firms to reduce 
costs and to improve quality and responsiveness. According to literature the ability to move 
production and sourcing to China is a key source of real competitive advantage. Porter (1986) 
suggests that countries may be identified as production platforms where a specialized activity in a 
company’s value chain can occur and provide competitive advantage as these countries might 
possess low labor costs, availability of resources, good infrastructure, and a local demand for 
manufactured products. 

Nevertheless, many firms are striving for higher levels of global sourcing, although Trent & 
Monczka (2003) point at the fact that the actual degree of real global sourcing is relatively low. 
By definition, “real” global sourcing refers to the integration and coordination of procurement 
requirements across worldwide business units and with other functional groups, particularly R&D, 
manufacturing and marketing, within business units (Trent & Monczka, 2003). Companies 
usually combine global sourcing activities with locating their operations to these countries 
(Fraering & Prasad, 1999). Trent & Monczka’s (2003) perspective on the internationalization of 
the sourcing process is that global sourcing differs from international buying in scope and 
complexity. They argue that the firm’s sourcing process evolve along a continuum. It will not 
come as a surprise that especially the larger multinational firms are engaged in global sourcing 
activities (Trent and Monczka, 2003). As we are interested in investigating firms of different size 
involved in sourcing negotiations in China, we find it relevant to investigate different sourcing 
alternatives and the underlying factors that determine the preference and suitability of each 
sourcing option. According to Zeng (2000) the choices for sourcing can be categorized into four 
categories: global sourcing, multiple sourcing, single sourcing, single/dual and hybrid or 
networking sourcing. 

Multiple sourcing: is the traditional sourcing method, whereas the buying company has business 
relationships with several suppliers that respond to the demands and specifications of a particular 
quotation. The consequences for the buying company of this strategy are (Zeng, 2000): 
+  Increase of power and capability to leverage over supplier to get lowest prices. 
+ High flexibility and better provision in times of shortages. 
- Short duration of contracts. 

Single sourcing: occurs when the buying company relies on a single supplier. The consequences 
for the buying company of this strategy are (Zeng, 2000): 
+  Improved communication from the close buyer-seller relationship. 
+ To cooperatively design quality system and to share quality output data. 
+ Lower price stemmed from reduction of cost in ordering, shipping and material handling. 
+ Improved stability for both parties. 
- Production disruption may cause major difficulties. 
- Low bargaining power. 
- Relationship needs to be a genuine win-win cooperation. 

To reduce the drawbacks of single sourcing, the buying companies usually contract a supplier 
base of two to three sources. In a survey with 74 respondents (purchasing managers in US 
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manufacturing companies) 69 percentages indicated that they had more than one qualified source 
(Prescutti, 1992 cited in Zeng, 2000). Sheth & Sharma (1997) expect organizations to reduce the 
number of suppliers in each product or service category. This will lead to a “hub and spoke” 
organization in which one or two suppliers in each product or service category are the spokes and 
the procurement organization becomes the hub on global basis. 

Single/dual hybrid networking sourcing: is a system in which companies maximize the bought 
content of their final product relying on the skills and specialized knowledge of the sub-
contractor. Networking sourcing is generally a purchasing choice for an assembly-type of 
manufacturing with heavy reliance on a high purchased content of parts made uniquely for the 
assembly (Zeng, 2000). 

According to Fraering & Prasad (1999) the conditions that affect sourcing and logistics strategies 
are; (1) product, (2) organization and (2) country factors. 

According to Kobe and Swan (1994) product conditions such as asset specificity (e.g., the degree 
to which material are made only to fill the order of the buyer) and material cost affect the decision 
to source from inside or outside the company, and the extent the company chose to source 
globally. Fraeing and Prasad (1999) predict that products with higher specificity are less likely to 
be sourced externally and internationally, while products with higher material costs are more 
likely to be sourced externally and internationally. The availability or location of product- and 
process-technology frequently influences global sourcing decisions, particularly within high 
technology industries (Trent & Monczka, 2003). Kotabe & Murray (2002) have examined the 
difference in the characteristics of core service activities provided by firms that market pure 
service activities versus those firms that market service activities which involve tangible goods. 
The results show that the level of inseparability of core service activities performed and/or 
sourced by “pure” service firms are significantly higher than that of “non-pure” service firms, and 
consequently these core activities require more buyer-seller interaction and situational adaptation 
during the production process. Consistent with this finding, the results also showed support for the 
hypothesis that core services activities performed and/or sourced by “non-pure” service firms had 
a higher level of external availability.  

Kotabe & Murray (2002) conclude that the higher the transaction cost (i.e time spent on 
communication, interaction and adaptation) the more likely it is that the firm will source 
internally. Accordingly, “pure” service firms use a much lower level of foreign sourcing than 
“non-pure” service firms do. Kotabe & Murray (2002) suggest that the difference can be 
explained by; (1) the service firms have yet to learn to standardize core service activities and 
make them transferable beyond national boarders, (2) the close interaction between the buyer and 
seller add complexity into the sourcing situation in understanding different cultures, languages, 
laws etc. and (3) the service firms have not become as globally experienced as manufacturing 
firms have. 

The organization’s investment on R&D is also noted as a key influence on sourcing decisions 
(Kobe & Swan, 1994). Fraeing & Prasad (1999) predict that organizations conducting a large 
amount of R&D are less likely to source externally and internationally. In addition, they predict 
that efficiently run organization with lower equipment and administrative cost are less likely to 
source externally and internationally. The innovativeness of a firm affects its ability to cope with 
the changing dynamic environment and Fraeing & Prasad (1999) predict accordingly that it 
affects its ability to source externally and internationally. 

 17



Johnston & Bonoma (1981) formally introduced the concept of buying center, stating that 
purchase decisions in organizations are made by a group of individuals rather than single 
individuals. The buying center is defined as an ad hoc group of representatives of the buying 
company that come together for a specific purchase decisions. Therefore, the group composition 
is changing with the purchase situation. According to Johnston & Bonoma (1981) the buying 
center can be defined in terms of five dimensions; (1) vertical involvement, number of rungs in 
organizational hierarchy that are involved in the buying center, (2) horizontal involvement, 
number of different departments that may be involved in the buying center, (3) size, total number 
of people involved in the buying center, (4) connectedness, number of communication links 
between members of the buying center, and (5) centrality, the number of communications the 
purchase manager or agent has with buying center members as a ratio of the number of members 
in the buying center 

Important country conditions include foreign exchange volatility and tariffs. China’s stabile 
foreign currency policy and China’s entrance into the World Trade Organization (WTO) are 
underlying important conditions encouraging companies to source from China. 

Fraeing & Prasad (1999) summarize that the underlying product-, organizational- and country-
conditions influence the sourcing and logistic strategies that are dependent on tight supplier 
communications, integrated logistics and reliable delivery in order to minimize the overall cost 
over the entire supply chain. 

One possible way to organize sourcing and to manage supplier relationships might be through the 
use of a purchasing portfolio models. Research findings indicate that successful supplier selection 
also requires the effective and efficient management of a portfolio of relationships (Olsen & 
Ellram, 1997). 

3.4.2 Supplier Selection 

Purchasing portfolio models have received much attention in past literature in formulating 
purchasing strategies. A number of models use and refer to Kraljic’s (1983) product portfolio 
model to distinguish between different purchasing situations. The importance of the purchase and 
the complexity of the supply market are the two basic dimensions in portfolio models, regardless 
of exactly how they are labeled and conceptualized. However, this way of viewing purchasing 
situations and managing supplier relationships is based on a particular set of assumptions about 
how industrial markets operate. A fundamental assumption seems to be the occurrence of 
differences in power and dependence between buyers and suppliers (Dubois & Pedersen, 2002). 
Kraljic (1983) states that the general idea of the portfolio approach is to ‘‘minimize supply 
vulnerability and make the most of potential buying power.’’ This implies that the transaction cost 
in switching supplier is very low. Further, the purchasing models are static by nature, viewing 
purchasing situations isolated from previous or anticipated future.  

Our hypothesis is that it is difficult to isolate a specific sourcing project from previous or 
anticipated future ones. Also, we are interested in investigating how the relationship evolve over 
time as interaction between the buying and the selling firm take place. As we believe that it is 
difficult to isolate a specific sourcing project from previous or anticipated future ones, we believe 
that the portfolio models have low relevance for our research questions. 

 18



However, portfolio models may be useful for selecting suppliers. Olsen & Ellram (1997) propose 
a portfolio model that may be useful and which is based on two dimensions; the strategic 
importance of the purchase and the difficulty in managing the purchase situation. The factors 
describing the strategic importance of the purchase are internal factors to the buying company; 
competence factors, economic factors and image factors (e.g., potential environmental/safety 
concerns). The factors describing the difficulty of managing the purchase situation is external to 
the buying company; product characteristics (i.e., novelty, complexity), supply market 
characteristics (i.e., suppliers’ power and technical and commercial competence), environmental 
characteristics (i.e., risk, uncertainty).  

Instead of using Krajlic’s power balance for selecting supplier strategy Olsen & Ellram (1997) 
suggest that the suppliers are categorized based on the relative supplier attractiveness and the 
strength of the relationship between the buyer and the supplier. According to Olsen & Ellram 
(1997) the most important factors when evaluating the relative supplier attractiveness are: 
financial and economic factors (i.e., the supplier’s margins, financial stability, scale and 
experience, barriers to the supplier’s entry and exit and the supplier’s slack), performance factors 
such as delivery, quality and price, technological factors (i.e., the supplier’s ability to cope with 
changes in technology, the types and depth of supplier’s current and future technological 
capabilities, current and future capacity utilization, design capabilities, speed in development and 
patent protection), organizational and cultural factors such as the management attitude/outlook for 
the future and capability, risk and uncertainty dealing with the supplier, and feeling of trust in 
relation to supplier and other factors: (i.e., the ability to cope with changes in the environment and 
safety record of the supplier). 

Nellore & Söderquist (2000) also focus on the importance of specification in the paper ‘Portfolio 
approaches to procurement – analyzing the missing link to specifications’ when selecting 
suppliers; one must designate the characteristics of the supplier with regard to the specification, 
the relationship required and the type of specification for a given product. 

3.4.3 Managing Supplier Relationship 

Sheth (2001) evaluates the role of negotiations in the buying process and in particular whether a 
buyer´s evaluation of an international business relationship is correlated with variables associated 
with the negotiation process. According to Sheth (2001) the negotiation process activities impact 
on the buyer’s supplier evaluation in different time periods (i.e., past, present and future). Hence, 
a specific sourcing project cannot be isolated from previous or anticipated future ones and the 
evaluation of the relationship evolve over time as interaction between the buying and the selling 
firm takes place.  

The concept of interaction is an important component in the IMP (industrial marketing and 
purchasing paradigm). Interactions occurs between three analytical levels (company, 
relationships, and networks), with the company’s actors, activities, and resources (Håkansson & 
Snehota, 1995). The substance of business relationships can be divided into actor bonds, activity 
links and resource ties (see Figure 3).  

 19



 
Figure 3. Scheme for analyzing development effects of business relationships (Håkansson and Snehota 1995, 
page 45) 

Actor bonds arise in a relationship between two companies as they pay a certain amount of 
attention and interest towards each other. In the negotiation process actor bonds arise when the 
parties conclude the pre-negotiation phase, see chapter 3.3.1. Through the negotiation the parties 
get to know each other’s goal and means. In a “hub and spoke” (see chapter 3.4.1.), a web of 
actors emerges. This web changes as the individual actors learn to adjust their bonds. Conversely 
the web of actors affects an actor’s learning and how it chooses to adjust specific bonds. The 
inter-company adaptations are reliant on the past histories and future expectations of individuals 
with regard to the structures of economic exchange (Medlin, 2003). Medlin (2003) propose that 
the nature of the present is determined by the time horizon of the actors’ social, organizational and 
cultural perspectives based on Halinen’s (1998) suggested approach with a division between 
horizontal time (i.e., past, present and future of a relationship) and vertical time (i.e., variations in 
social, organizational and cultural perspectives). Also Fang (2001) illustrates the role culture 
plays in inter-firm adaptations. 

Adaptations are usually made when a product is exchanged between a supplier and a buyer. 
According to Brennan & Turnbull (1999) adaptations can be separated into adaptations of product 
specification, product design, manufacturing processes, planning, delivery procedures, 
stockholdings, administrative procedures or financial procedures. Gadde & Snehota (2000) 
distinguish between three dimensions of involvement which affect the outcomes in supplier 
relationships: (1) coordination of activities, (2) adaptations of resources and (3) interaction among 
individuals. According to Gadde & Snehota (2000) the existence of strong activity links, resource 
ties and actor bonds describes the degree of involvement of the companies in a relationship. The 
higher the involvement between the parties in terms of coordination of activities and interaction 
among people, the more resource demanding the relationship will be. Gadde & Snehota (2000) 
refer to costs that cannot be directly related to specific transactions but to an individual supplier as 
relationship handling cost. These costs increase with the extent of involvement (i.e., with the size 
of investments in buildings, tools, equipment, and processes and time and effort spent on learning 
the other party’s practices and routines). The main rationale for high involvement is either to 
achieve cost benefits in terms of reduced costs in production and material flow, improved 
flexibility and service levels or revenue benefits (Gadde & Snehota, 2000). 
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Araujo, Duboius & Gadde (1999) examine supplier relationships from the perspective of how the 
buyer can access its suppliers’ resources. They propose a categorization of four different supplier 
interfaces: (1) standardized, (2) specified, (3) translational and (4) interactive. 

Standardized interfaces: apply when specifications for standardized products are standardized and 
buyers source them on price and availability. Prices are largely determined by supply and demand 
market characteristics. The switching cost for the buyer is low (i.e. costs related to selecting 
supplier). Standardized interfaces provide buyers with the best option to make use of large-scale 
supplier operations. 

Specified interfaces: apply where buyers place an order specifying the product (i.e., a blue print 
for production). The supplier is used as subcontractor and faces the risk of “lock in” resources 
and/or capacity if supplier cannot pool together similar orders to gain economies of scale. 

Translational interfaces: apply when the buyer give direction on product specification and 
manufacturing operation (i.e., black-box order). 

Interactive interfaces: apply when all parameters are subject for negotiation and when open 
exchanges of direct and indirect cost are considered. Interactive interfaces require substantial 
investments from both parties in learning about the production process and the user context for the 
product. 

Brennan & Turnbull (1999) provide evidence which support that adaptations within a buyer-
supplier relationship tend to increase levels of trust and enhance commitment to the relationship.  

3.5 Chinese Business Culture and Negotiating Style 

3.5.1 Cultural Factors Influencing the Negotiation Process 

Culture is widely defined as a socio cultural system where the people in it share common values 
and defines people’s behavior. There are many definitions of culture, however, most 
anthropologists agree on three fundamental characteristics of culture; culture is not innate but 
learned; the various facets of culture are interrelated – if you touch a culture in one place, 
everything else is affected; and culture is shared and, in effect, defines the boundaries of different 
groups (Fang, 2001). 

In literature, two different perspectives can be found on how culture influence on behavior (Fang, 
1999). Culture influences on behavior by: (1) Implicitly or explicitly construct desirable values 
that consciously or unconsciously are held by people shaping attitudes to act in a certain way 
(Adler, 1991), (2) Shaping a “repertoire” or tool kit of habits, skills and styles from which people 
construct “strategies of action.”(Swindler, 1986). 

Fang (1999) concludes that regardless of perspective culture and behavior are closely linked to 
one another, but it is important to not only look for cultural values but also examine other 
distinctively cultural phenomena. According to Fang (1999) the Chinese business culture and 
style is shaped by three fundamental underlying socio-cultural traits or forces: the PRC condition 
(basic political and social characteristics of the PRC), Confucianism (values and norms of 
Confucian traditions), and Chinese stratagems (ancient Chinese wisdom used to explain Chinese 
negotiating strategies and tactics). These forces are interrelated and influence the way Chinese 
business and negotiation is conducted. The PRC Conditions represent the changing element of 
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Chinese business culture as opposed to the enduring traditional elements, such as Confucianism 
and Chinese stratagems. According to Fang (1999) the traditional Chinese culture offers a 
Chinese negotiation theory. Confucianism provides the Chinese with a cooperation oriented 
strategy, and the Chinese stratagems provide a competition oriented strategy. The Chinese 
stratagems shape the strategic pattern of Chinese business negotiating style.  

According to Fang (1999) trust is the prime indicator showing which role the Chinese will play. 
When the closeness between the parties is high, the Chinese will negotiate as “gentlemen”; when 
it is low they, will negotiate as strategists. The PRC Condition influence negotiators to negotiate 
as “bureaucrats” when that behavior is required by the environment. By examining these forces 
we believe that we will get a better understanding of Chinese business negotiation style. 

3.5.2 The PRC Condition 

The PRC condition is best described by the Chinese word “Guoqing” meaning “Chinese 
characteristics” or “China’s situation”, referring to the overall characteristics forming the 
foundation of the social and institutional system of China. China’s great size, large population, 
one-child-per-family policy are examples of China’s “Guoqing”. Fang (1999) describes the PRC 
condition by using eight variables; consisting of; (1) Politics, (2) economic planning, (3) legal 
system, (4) technology, (5) size, (6) backwardness, (7) rapid change and (8) bureaucracy (Fang 
1999). 

Politics: China is a socialist state, with its politics grounded in Marxism-Leninism and Mao 
Zedong Thought (Fang 1999). China has a political structure of the party, the state and the 
government, with the party having the supreme leadership – making the Communist party 
controlling the government. There is also a strong relationship between politics and Chinese 
business, where “the Chinese government is the biggest boss.” Foreign direct investments (FDI) 
was, for instance, banned until the Communist party, as a step in their reform and open-door 
policy, decided to allow it in 1978. 

Economic Planning: The economy of China is characterized of centralized state planning; 
however, China is striving towards a market economy with gradually more capitalistic features. 
Today, they have more of a multi-economic system with state-owned-, private-, semi-state 
owned- and foreign-owned -companies. Since the Communist party is in control of the 
government, they also become the owners of the Chinese industry. This results in severe 
drawbacks for the companies such as lack of decision-making power getting their instructions 
from above, thus, outside the company. Furthermore, the state economic planning has difficulties 
in meeting the rapid changes in the market and demand of the society. The state owned enterprises 
are still the backbone of the Chinese economy, but many of them are operating at a loss and with 
poor efficiency, due to weak relationship between the profit, quality of the products and 
contribution of the employees. The centralized power in the politics is also shown in the 
companies, which are characterized by vertical authority and little horizontal dependency. 

Technology: There is a gap between China and its European counterparts when it comes to 
technological development. The open-door policy has been a prerequisite for China in its battle to 
close the gap, which is becoming smaller at a rapid pace. The open-door policy has not only 
contributed to foreign direct investments, but also the possibility to import foreign technology and 
technology transfer. When it comes to technology protection China has passed laws regarding 
patents and copyrights. However, as we concluded earlier, the legal system is weak and not fully 
able to enforce the laws. 
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Great Size: With a population of 1.3 billion people, constituting approximately a sixth of the 
world’s total population, China is a huge and attractive market for foreign companies. China is 
also the third largest country in the world land wise, covering 6.5 % of the world’s total. Not only 
the size and population is why some say “China should be seen as a continent instead of a 
country”, but also because there are great difference within the country borders (Fang 1999). 
There are more than 40 different languages spoken in China, and there are also important 
differences in local culture as well as economic standard in the different parts of the country. 
China is becoming more and more urbanized, although from a rather small level, with the 
population concentrated along the east coast. The south-east coast area, with cities like Hong 
Kong and Shanghai, is also the center of economic activity.  

Backwardness: Despite development in many sectors and an explosive increase in GDP China is 
still a developing country, lagging behind the Western countries since the industrial revolution. 
The country is suffering from an inferior infrastructure and is to date not at the competitive edge 
when it comes to technology and science. There is also a shortage of some basic important 
resources, such as water and electricity. Furthermore, the education system in China is not too 
well developed. The education level is uneven within the country, but altogether the level of 
education is low. The literacy rate is approximately 69 %. 

Rapid change: Since China opened their doors to the world some 25 years ago, the country has 
undergone extensive changes throughout the society. The transfer to a market economy, approach 
to a more decentralization of government control and rapid economic growth are examples that 
have led to change in most corners of the society. The infrastructure has developed tremendously 
the past years generating new possibilities. The language barrier is a problem for many foreigners 
trying to do business in China, especially since there are few over 25 years old who speak good 
English.  

Chinese bureaucracy: The government structure, planning hierarchy and the Chinese government 
policy of “contract management responsibility system” give authority to the state and the party 
and heavily impacts Chinese companies’ autonomy. According to Fang (1999) the Chinese 
bureaucracy impact on Chinese negotiators’ behavior by fear of taking risks or making mistakes, 
showing indecision, avoid talking responsibility and having no final say. As for a Chinese 
negotiator the rewards for good performance are minimal, whereas the penalties for making 
mistakes are great. On the other hand, negotiation deadlocks may quickly be resolved by orders 
from the top.  

It is important to note that the PRC Condition is; in itself a foundation, for change. The Chinese 
interest in replacing the backwardness with progress and development of the country, business 
wise, and to become, once again, the leading nation, should not be underestimated. 

3.5.3 Confucianism 

Confucianism, the second component of Chinese business culture, is a philosophical tradition that 
has affected the values and behavior of the people not only in China, but also most parts of East 
Asia, the past 2500 years. Confucianism can be explained by containing six core values: (1) Moral 
cultivation, (2) importance of interpersonal relationships, (3) family orientation, (4) respect for 
age and hierarchy, (5) avoidance of conflict and need for harmony, and (6) concept of face (Fang 
1999). 
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Moral Cultivation: Confucianism is a form of moral ethic, emphasizing lifelong learning and 
moral cultivation, which should guide every man through life. Virtues advocated by 
Confucianism are such as trust, wisdom, righteousness, propriety, kindness, but above all 
sincerity. For Chinese trust is high within the family but low outside, and distrust towards 
foreigners and strangers is often prominent. Furthermore, for Chinese trust is sooner interpersonal 
than organizational. Chinese only do business with people they trust, explaining why doing 
business with Chinese sometimes takes time and calls for patience, since taking time is the only 
obtainable test for trust. Credibility, reputation, personal character and quality are variables the 
Chinese put high value on. Fang (1999) states that according to Yuann (1987) honesty is probably 
the most important factor in negotiating in China because it builds trust, a major consideration in 
the Chinese decision. 

Importance of Interpersonal Relationship: An individual is in Confucianism conceptualized by its 
relationships with others. For Confucians there are five Cardinal relationships, known as 
“Wulun”, through which the world is viewed; the relationship between ruler and minister, father 
and son, husband and wife, elder and younger brothers, and difference in age between friends. 
These relationships are characterized by hierarchy and reciprocity. If the senior treats the junior 
with kindness, generosity and love, he will be answered with loyalty and respect (Fang 1999). The 
main difference between Western and Chinese business practices lies in the relative importance of 
personal relationships – or “Guanxi” (Davies et al 1995). The concept of “guanxi” is an important 
trait of the Chinese culture, deriving from the teachings of Confucius. “Guanxi” can be translated 
to “personal connections” and be understood as a special relationship where the individuals have a 
continual exchange of favours (Fang 1999). Due to the fact that China is not a free economy, it is 
difficult to rely on the market mechanisms in order to allocate the necessary resources. Thus, 
“guanxi” is often necessary to get things done in China and to conduct business effectively. 
“Guanxi” takes time and effort from both sides to build and maintain, engaging a high degree of 
trust. In nature “guanxi” is reciprocal; meaning mutual benefit and equality. Chinese negotiators 
will not accept terms that are not beneficial for both sides (Davies et al 1995). 

Family Orientation: The family is the root of Chinese society, making it the center of everything, 
putting the family and collective before the individual. There has in China been a lack of legal 
system and welfare programs, where instead the family had to work as a safety net when it comes 
to security. There is also a linkage between personal character, family and state in Confucianism. 
The collectivism and family orientation is also seen in business negotiations, where Chinese tent 
to favor meeting in groups rather than one-to-one. 

Respect for Age and Hierarchy: Respect for age and hierarchy is considered very important in 
Confucian teaching and, thus, Chinese society. As discussed earlier, lifelong learning and self-
cultivation are vital parts of building character, deriving from the notion that age means wisdom. 
Social stability and order can only be reached through everyone’s fulfilling of their duties and 
social obligations, determined by their role in the hierarchical society. It is important for foreign 
negotiators to keep in mind that hierarchy and age are important traits for the Chinese. Sending 
someone to negotiate with low rank or with a low age might be seen as insulting. 

Avoidance of Conflict and Need for Harmony: Harmony is a basic theme in the Confucian 
philosophy, which is reached by acting morally in all social relationships. Individuals are 
expected to adapt to the collectivity, control their emotions, and avoid confusion, competition and 
conflict (Fang 1999). Negotiations are situations having a conflicting nature, which during 
Chinese people tend to act from the importance for and purpose of the organizational unit or even 
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the society at large. Therefore efforts will be made to avoid antagonism and direct confrontation 
between individuals and groups to maintain harmony (Ma, 2006). 

Concept of Face: Although the concept of face is universal and present in most societies around 
the world, it is especially important to the Chinese. The face represents a person’s dignity, self-
respect and prestige. Losing the face is in the Chinese tradition the same as “losing one’s eyes, 
nose and mouth”, would bring shame upon one. Face is not only a personal matter, but also 
applies to the family and social networks, making it even more important not to lose face, thus, 
you would bring shame to the entire family. Face can be lost and saved as well as given or 
received (Fang 1999). 

3.5.4 Chinese stratagems 

The third component of Chinese business culture is Chinese stratagems, or “ji” in Chinese, 
referring to long-lasting Chinese cultural traditions that shapes the strategic Chinese business 
behavior. The Chinese stratagems can be traced back 2400 years to the military strategist Sun 
Tzu’s art of war – a treaty on military strategy. Stratagems found in Art of war include deception, 
espionage, benchmarking, flanking, shared vision, flexibility, leadership and much more. Most 
important of all, however, is painted by the aphorism of Sun Tzu: “To win one hundred victories 
in one hundred battles is not the acme of skill. To subdue the enemy without fighting is the acme 
of skill.” The aphorism explains that the skillful way of conquering the enemy is not by physically 
fighting, but by using human wisdom and thought (Ghauri & Fang, 2001).  

There are thirty six Chinese stratagems and all appear in the form of Chinese idioms. These 
stratagems provide examples of how the Chinese “subdue the enemy without fighting”. The 
Chinese stratagems provide a useful guide for Western business people to diagnose Chinese 
negotiating tactics. People with experience in international business negotiations will notice that 
the Chinese stratagems listed in Appendix C may apply in other cultural environment as well as 
the Chinese, but there are reasons to assume, as “ji” is a strategic component of Chinese culture, 
that Chinese adopt the stratagems when negotiating more frequently than Chinese-culture 
outsiders (Fang, 2006). We have found the stratagems valuable when analyzing the Case Stories, 
see chapter 5. 

Fang (1999) also gives “A Bird’s-Eye View of Chinese Business Negotiating Style” a summary 
of the Chinese business negotiation tactics that are most frequently mentioned in the literature, 
whereof drawn from our own experience from sales negotiating in China, the following Chinese 
negotiation behaviors are the most frequently used and many of them also described by the 
Chinese stratagems. 

Large team, vague authority, the presence of technical people, often with incompetent interpreter: 
The Chinese negotiating teams are often large, and it is sometimes difficult to know who really 
has the authority. Personnel such as technical people, with no or little actual influence on the final 
decisions, may take great part of the discussions. The interpreter provided by the Chinese 
counterpart might not be familiar and competent with special terminology and might even 
generally inferior. Also see stratagem 4, 25 and 29 in Appendix C. 

Exploit agreed principles: The Chinese insist on opening negotiation with general agreed 
principles without clarifying details. Then they press the other side to live up to the “spirit” of 
agreed principles. Also see stratagem 22 in Appendix C. 
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Play home court: Important negotiations always take place in China. The Chinese are skilled at 
controlling the schedule and timing of negotiations. Also see stratagem 4 and 15 in Appendix C. 

Mask interests: The Chinese often invites the opposing party to reveal their preferences and 
demands, while concealing their own interests and priorities. Often the Chinese negotiator expects 
the counterpart to reveal detailed information and to propose concrete details before even giving 
an outline of their own plans. Also see stratagem 25 in Appendix C. 

Price sensitive: The seller’s price is always too high. Also see stratagem 7 in Appendix C. 

Hierarchical: Instead of having the one with mandate asking the questions and negotiating, the 
frontline negotiators take the front role. The real authorities are often behind the scene, which 
sometimes makes it more difficult for the counterpart who is unsure of whom he really is 
negotiating with. The executives are usually involved in the beginning and the final phase of 
negotiations, the higher ranking, and the greater flexibility. Also see stratagem 11 and 18 in 
Appendix C. 

Play competitors against each other: Some Chinese firms invite competing companies to China at 
the same time for negotiations. Then during the negotiation the Chinese negotiators move from 
room to room, and from one competitor to another, telling them that the others are making more 
attractive offers, and sometimes even what they are offering (Pye, 1982). Also see stratagem 3 in 
Appendix C. 

Show anger: Confucian ethics prohibit public expression of anger, despite that; Chinese 
negotiators may pack up their papers demonstratively and storm out form the room, in which the 
negotiation is taking place. Also see stratagem 13 and 26 in Appendix C. 

Friendship means obligation: By creation of friendshi, the foreign party ends up with obligation 
toward the Chinese. Also see stratagem 10 and 11 in Appendix C. 

Double standards: The Chinese tend to have different standards for their and the other party’s 
obligations. The tendency is that when they deal with matters important to themselves, they want 
to deal with concrete matters and specifications. When discussing issues that are of great concern 
for the foreign party, they only want to discuss it on a general level. In a joint venture, for 
instance, the Chinese party might push hard to get the foreign team to promise to export a fixed 
percentage of the product, but will only promise to make its “best efforts” in realizing their 
obligations. Also see stratagem 17 in Appendix C. 

Renegotiate old issues: The signing of a contract does not mean the end of the negotiation for the 
Chinese. They attach much more importance to the long-term relationship and do not hesitate to 
change their preferences and make adjustments after the contract is signed. Also see stratagem 12 
in Appendix C. 
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3.6 Frame of Reference 

3.6.1 Overview of Conceptual Framework 

The literature review presented in previous chapter provides a general understanding of the area 
of study and provide theories that bring up important issues that we want to investigate.  

As we have not been able to find any unifying conceptual framework in the literature in which we 
could place all the factors influencing the cases in this study, we decided to develop our own 
framework, which basically is a synthesis of the conceptual models presented in chapter 3. We 
would also like to stress that we find all models presented in the theoretical background relevant 
for our study and our aim is not to replace them with our own framework, rather we would like to 
aggregate the understanding of existing models and present a framework that we will use for 
analyzing the research questions. Our way of thinking is however influenced by Gadde & 
Snehota’s (2000) thought leadership on the importance of interaction between individuals, 
coordination of activities and adaptation of resources that affect on the supplier business 
relationship and accordingly the negation process and its outcome.  

Our framework takes on a conceptual level advantage of the framework developed by Roxenhall 
& Ghauri (2002) for analyzing the use of written contracts. In this framework, the negotiation 
process between the parties has an effect on and is at the same time affected by the environment 
and the closeness between the parties. The negotiation process and the negotiation orientation 
affect in its turn the contract. The closeness between the parties and the environment in 
combination with different product types, negotiation processes and production technologies set 
the parameters for the design of the contract and the use of the contract.  
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3.6.2 Negotiation Outcome Artifact 

The conceptual model suggest that the negotiation process between the parties has an affect on 
and is at the same time affected by selected sourcing strategy and the Chinese business culture 
and negotiating style. These factors are also considered to determine the negotiation outcome, 
which in turn validates if the buyer was successful in the sourcing negotiation. 

With respect to product complexity and complexity of the sourcing situation, the conceptual 
model suggests that this two-dimensional construct can be explained by the three dimensions: the 
degree of business relationship adaptation, the degree of buyer-seller interaction and the degree 
of business coordination and control. 

3.6.3 Negotiation Process Artifact 

The negotiation process is dependent on the negotiation orientation and the activities and actor 
bonds that take place during the different phases of the negotiation process (i.e., the pre-
negotiation phase, the face-to-face negotiation, post-negotiation phase). We have chosen to 
structure our analysis of the negotiation process by using Brooks & Rose’s (2003) theory on 
negotiation orientation (see chapter 3.2.1) and the activities stated by Ghauri & Fang (2001) 
belonging to each stage of the negotiation process (i.e., (1) pre-negotiation: lobbying, 
presentation, informal discussion and trust building, (2) face-to face negotiation: task-related 
exchange of information, persuasion, concession and agreement, (3) post-negotiation: 
implementation and new rounds of negotiations, see chapter 3.3.).  

In its turn, the conceptual model suggests that the negotiation process is determined by the 
business relationship adaptations needed for chosen sourcing strategy and the degree of buyer-
seller interaction or closeness between the Western buyers and Chinese sellers.  

3.6.4 Sourcing Strategy Artifact 

We have chosen to analyze the sourcing strategy by firstly analyzing the company’s purchase in 
the studied cases. We have categorized the purchases described in the cases on basis of the choice 
of sourcing option (i.e. global sourcing, multiple sourcing, single sourcing, and single/dual hybrid 
or networking sourcing, as stated by Zeng (2000) (see chapter 3.4.1). The underlying factors that 
determine the preference and the suitability of each sourcing option can be explained by the 
strategic importance of the purchase and the difficulty in managing the purchase situation as 
defined by Olsen & Ellram (1997) or the supplier characteristics, the product and production 
technology characteristics, the organization characteristics and the characteristics of the bid in 
itself. We compare if our observation comply with the theories on making sourcing decisions 
provided by Fraering & Prasad (1999) and Kotabe & Murray (2002). 

Secondly, we analyze the supplier relationship using the categorization used by Araujo, Duboius 
& Gadde (1999), in categorizing the cases in this study by type of supplier interface (i.e. 
standardized interfaces, specified interfaces, translational interfaces and interactive interface, see 
chapter 3.4.3). 

The conceptual model suggests that the sourcing strategy is determined by the business 
relationship adaptations made or anticipated in sourcing negotiations over different time periods 
that is supported by the theory presented by Sheth (2001) and the business coordination and 
control of critical coordination and control activities to achieve successful negotiation outcomes. 
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3.6.5 Chinese Business and Negotiating Style Artifact 

Furthermore, we adopt Fang’s (1999) Chinese business culture framework to analyze Chinese 
business culture and negotiating style in sourcing negotiations between Western buyers and 
Chinese sellers. This framework consists of three interrelated socio-cultural traits: the PRC 
condition, Confucianism and Chinese stratagems (see chapter 3.5) that provide the Chinese socio- 
cultural context in which the Chinese Business and Negotiating Style is analyzed. 

We find the three dimensional thinking of business negotiation and negotiating style developed by 
Dadfar (1990) and used by Fang (1999) to structure findings in his book on Chinese business 
negotiating style very useful for structuring the analysis in the cases in this study. The three 
dimensions are: (1) Technical Behavior: refers to the way that technical specifications and 
standards are developed and discussed, (2) Commercial Behavior: refers to price preference and 
bargaining, contracting, payment, financial terms, delivery terms, attitudes toward economic 
obligations and (3) Social Behavior: refers to the establishment of trust and confidence, patterns 
of communication, the way that personal contracts are made, preference for the media of 
communications, social interaction within the organization and between the buyer’s and the 
seller’s personnel, attitude toward social institutions. 

The conceptual model suggests that the Chinese business and negotiating style is determined by 
the buyer-seller interaction focusing on the shared understanding and the business coordination 
and control investigate parameters such as the vertical involvement, the horizontal involvement, 
the number of people involved in the activities as defined by Johnston & Bonoma (1981), see 
chapter 3.4.1. 
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4. PRESENTATION OF CASE STORIES 
In this chapter we will present the empirical data that was collected for this research. The data was 
gathered through interviews with sourcing representatives at NCC, AstraZeneca, H&M, Ericsson, 
Ostnor, Fagerhult, CPP and NCAB, see Appendix B for further information. We have tried to 
build case stories round a specific sourcing process at each company, based on the questions from 
our Case Study Protocol (see Appendix A). 

Each case story is structured in a way where the companies are first introduced, then a 
background of how the sourcing from China started is given. Then the sourcing strategy of the 
company is described, with a specific sourcing process as focus as far as possible. Due to 
difficulties in remembering specific situations and processes for some of the interviewees, some 
case stories become more general than others. Thereafter, experiences of negotiation with Chinese 
are presented. 

4.1 Case study I: NCC 

4.1.1 Company introduction 

NCC - Nordic Construction Company - was founded in 1988 as a result of the merger between 
JCC and ABV, and is today one of the leading building- and real estate development companies in 
the Nordic countries. NCC is a Swedish company mostly working in northern Europe, and has 
approximately 22.000 employees and a turnover of 45 billion SEK. The NCC vision is to be 
leading in development of the future’s environments for living, working and communication. 

4.1.2 Background 
 
NCC started negotiating with Chinese suppliers in 2002, for the reason of lowering the total costs. 
According to Lindblom there has been an unhealthy development in Sweden and among the 
Nordic countries when it comes to prices on building material. The past six years, the prices on 
building material has increased 20 percent, during the same time the inflation has been 6 percent. 
Going to China was seen as a possibility and a way to remain competitive through price. 
 

4.1.3 The process of sourcing negotiation 

When finding a strategic purchasing project NCC has a three-step process. (1) Analysing and 
strategy, (2) Execution and (3) Development. In 2002 NCC chose to enter China in search for 
suppliers of stone, a case upon which the strategic purchase model, according to Lindblom, is 
described by. 

When entering a new market, such as the Chinese, the first step is “Analysing and Strategy”, 
which includes activities such as scanning the market as well as an analysis of the product area. 
This first step is by far the most time consuming step, partly since the Chinese market is huge, 
giving a big area to scan. In this scanning process, NCC, according to Lindblom, tries to find 
suppliers and partners for cooperation meeting the criteria set by NCC. The suppliers firstly have 
to be able to meet the basic demands and criteria, such as company responsibility and production 
capabilities, which are defined in an analyse template. Thereafter, NCC has different demands and 
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criteria for the suppliers in different areas of production, where criteria as product quality, 
entrepreneur quality and level of service have different importance in different product areas. In 
this specific case with stone, the representatives from NCC went around visiting different 
quarries, assessing if they meet the basic criteria as well as the specific criteria for this specific 
product, which were the possibility to further refine the stone as well as specific attitudes towards 
transportation. Since cost for transportation is of great importance when doing business in the Far 
East, and especially in this specific product area due to the heavy weight of the product, it is 
important for NCC with suppliers not too conservative when it comes to transportation restrictions 
such as volume. Today NCC has multiple suppliers of stone in China. 

The second step is the “Execution”, involving negotiation of price and other specifications as well 
as the formal writing of contract. This is not the step consuming the most time, according to 
Anonymous, but by far the most important, due to the lack of gentlemen’s agreement and vague 
attitude towards contracts and responsibility in China. Jan Lindblom states that everything also 
has to be regulated in the contracts into the smallest details, since if 99.9% is covered in the 
contracts the 0.1% part will go wrong. Furthermore, he explains that an agreement in China is 
never definite. In the specific case with stone, from NCC Jan Lindblom together with two local 
Chinese co-workers are directly involved in the negotiation process. The Chinese co-workers do 
most of the front negotiation about details such as transportation, quality and terms of delivery 
while Lindblom always has responsibility and proxy of the price negotiated. Due to the low 
complexity of the product, the language barrier is not that large of a problem. NCC does not need 
to involve a lot of personnel from production to discuss with the Chinese and their production 
personnel.  

The third step, “Development”, includes, as the name implies, activities and routines to develop 
the relationship after the contract is written. This step also includes control of production and 
quality as well as that the agreement is followed. To maintain and develop the relationship with 
the Chinese suppliers of stone, representatives from Jan Lindbloms unit has daily contact with 
them, giving a close relationship.  

4.1.4 Experience of negotiating with Chinese  

The experience of doing business with Chinese is first of all that there are huge differences in 
business culture within the country borders. In the northern parts of China there is smaller focus 
on the negotiation, the side-activities such as dinners for relationship building are taking more 
time and space, as well as analysing and “feeling each other”. Additionally, there are usually more 
people involved in the process. In the southern parts of China there is a bigger sense of 
entrepreneurship, making them much more selling-focused as well as more “cut to the chase”. 
The relationship is in the southern parts of China of less importance than in the North. 

It is vital to bring the right people to the table when negotiating and dealing with Chinese, as well 
as making sure that the counterpart does likewise. Bringing somebody with not high rank enough 
might be seen as insulting. If the counterparts delegation does not include the ones with final 
decision power, there is a risk that the negotiation strands and does not lead anywhere. However, 
the age of the purchaser is of less importance when it comes to negotiation.  
 
“At my age of 32 I am seen as too young to negotiate when it comes to selling, but since the 
power relationship is different in a purchasing situation, age is not an issue.” ( Jan Lindblom, 
NCC) 
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Time is an issue when doing business with Chinese, both when it comes to negotiating and 
production. Production that takes two weeks to finish in Sweden, takes around double the time to 
get finished in China. The negotiation process also takes longer time in China than in many other 
places in the world. 

The risk in finding a supplier in China is to take whoever is the cheapest; they can without notice 
suddenly re-negotiate issues by raising the prices. By then the process is already started and it 
would be too costly to discontinue, NCC will have to accept the higher price and continue. A 
contract in China is never finished; it is a more floating phenomenon than in the western world of 
business. 

4.2 Case study II: AstraZeneca 

4.2.1 Company introduction 

AstraZeneca PLC was founded in 1999 after a fusion between Astra and Zeneca. Astra was 
founded in 1913 and Zeneca in 1923. AstraZeneca is one of the world’s leading pharmaceutical 
companies, focusing on researching, developing and offering innovative products within six 
important areas of health service – cancer, cardiovascular, gastrointestinal, infection, neuroscience 
and inflammation. In 2005 AstraZeneca employed 65,000 people, the majority of them based in 
Europe, and the company had a turnover of $25 billion. 

4.2.2 Background 

As China is the fastest growing economy in the world, transforming at an unprecedented rate, it 
has become a top priority market for AstraZeneca. The pharmaceutical market is large and 
growing fast despite being challenging in terms of intellectual property rights and regulatory 
environment. The ageing population in China, the increasing affordability of pharmaceuticals and 
more regulated and efficient competition post WTO accession have made China one of the 
world’s most interesting emerging markets. Several of AstraZeneca’s competitors entered into 
China at an earlier stage and AstraZenca has come from behind. AstraZeneca started its first, fully 
owned, factory in China in 2000 to exploit lower production costs. AstraZeneca started actively 
searching for supplier partners in 2002. AstraZeneca is now in a catcher up mode and have 
become the largest prescription drug company in China with underlying growth rate above 30% in 
2005. Since entering China, AstraZeneca has grown its business by over 200% and China is 
AstraZeneca’s category of market with the highest and the most accelerated growth rate. 

In 2005 AstraZeneca centralized the sourcing and established a global sourcing department, which 
among other things also is responsible for corporate responsibility compliance and risk 
management. AstraZeneca’s sourcing practice encourages suppliers to adapt to standards similar 
to their own, focusing on promoting safety, health and environmental awareness. 

4.2.3 The process of sourcing negotiation 

In 2004 AstraZeneca decided to search for a Chinese supplier of a pharmaceutical ingredient used 
for drug finishing. The molecular scale-up and production of the drug substance are kept in-house.  

When searching for suppliers AstraZeneca has different criteria that have to be fulfilled. The 
nature of the pharmaceutical market environment makes the suppliers’ corporate responsibility 
and production capability the most important supplier selection criteria.  
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Then AstraZeneca tries to map out which suppliers those are good enough and that they want to 
cooperate with. Eric Teneberg believes that there are about five suppliers in China that can 
conform to the requirements for the production of the pharmaceutical intermediate substance 
required in this sourcing project. After the assessment of the supplier’s corporate responsibility 
awareness audits are performed before the candidate is selected. The Chinese supplier 
AstraZeneca finally chose is located in Dalian, in the Liaoning Province in northeast China, close 
to the North Korean border. 

Some of the risks that remain for AstraZenca when sourcing from China are related to the low 
intellectual property right enforcement. AstraZeneca always evaluates the risks before technology 
transfer. However, they need to anticipate the risk in order to secure the market access, says Eric 
Teneberg. 

When negotiating with the supplier, an indicative price is negotiated in relation to the quantity 
produced. But as Eric Teneberg noted it is difficult to evaluate what the price given is worth in the 
reality as AstraZeneca has a limited track-record of doing business with this supplier. It is also 
important to understand that when negotiating a lower price it will be at expense of a higher risk 
for the project. As it is difficult to replace a Chinese supplier with another one, it is important to 
balance the negotiation, concludes Eric Teneberg. 

The agreements used in the negotiation process are: Confidentiality Agreement, Development and 
Know-how agreement which state among other things AstraZeneca’s ownership. In the sourcing 
project AstraZeneca’s standard terms and contracts have been used. The contracts are in English 
and are not translated into Chinese. Eric Teneberg is concerned by the Chinese’s irresponsible 
attitude towards contracts. In general AstraZeneca receives fewer amendments in contracts sent to 
Chinese than to other nationalities. Eric Teneberg assumes that there is a risk that the parties at the 
end have different opinions on the contents. 

Since AstraZeneca is dealing with high complexity products, there is a need to bring in expertise 
to discuss the details. The negotiation delegation consists of; a commercially responsible business 
development manager supported by chemists, process engineers, and quality assurance personnel. 
As the Chinese counterpart staffs the meeting with equivalent expertises that usually have poor 
knowledge in the English language, the language barrier becomes the biggest problem in doing 
business with the Chinese. There can be a certain ambiguity in the answer of the Chinese 
counterpart.  

 “Sometimes you ask a simple question, whereupon they talk internally for a few minutes before 
somebody turn to to you and says, Yes. In such situations it feels that something gets lost, they 
must have been talking about something.” (Eric Teneberg, AstraZeneca) 

In Eric Teneberg’s opinion it is however easier to understand the Chinese than for example the 
Indians. Eric Teneberg explains that the Indians shake and nod their heads at the same time 
forming an eight and it is therefore impossible to tell if they mean yes or no, while when the 
Chinese say yes it does not necessarily mean yes but on the contradictionary it does not mean no. 
Eric Teneberg also noted that Chinese managers tend to analyze issues in a more systematic, 
circular and systematic way compared with the Swedish managers, who often examine issues on 
linear causality. 

As the production process is associated with some risks, the project is now pending, as the 
supplier needs to build a new facility. Eric Teneberg noted that this does not necessarily mean that 
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the project is unsuccessful, on the contrary this indicates that the supplier understands the 
complexity of the process and is evaluating the alternatives to establish a production process that 
conforms to AstraZeneca’s standards. Eric Teneberg still considers the Chinese supplier to be in a 
position of a second supplier candidate of a key intermediate substance resource. It is important to 
increase the competition in the area and therefore any cost reductions are worth waiting for. The 
business relationship with the supplier has also already resulted in another successful sourcing 
project. Eric Teneberg concludes that AstraZeneca is still learning how to source in China, 
leveraging from experiences in other emerging countries as India, but the experience is still very 
limited. 

4.2.4 Experience of negotiating with Chinese  

The Chinese suppliers are very centrally governed, there are not many decisions taken at a lower 
level than necessary. AstraZeneca uses negotiators who have the authority to make decisions and 
give answers, while the Chinese are only listening and have to confer with a superior before 
answering or making a decision. Furthermore, the Chinese show respect for status and age and 
want to know the hierarchical positions of their negotiating counterpart. 

According to Mattias Nyström commitment and trust are crucial factors. When thinking about 
sourcing in China, keep in mind that they can do anything, do never underestimate the Chinese. 
They have a tremendous motivation to succeed, but mistrust can arise if you give them false 
expectations. Building trust is something that has been realized during the process of dealing with 
Chinese suppliers. You have to go there and visit them to show that you are serious and someone 
to trust. Furthermore, respecting the Chinese customs is recommended, such as eating whatever is 
served. The Chinese are strategic in what they do and it is also important to be patience and make 
sure that the Chinese get the time needed to build the relevant experience to be successful. This 
strategic sourcing project requires a team of field and corporate stakeholders, a fair amount of 
time and selecting the right supplier of these complex products. 

4.3 Case study III: H&M 

4.3.1 Company introduction 

Hennes & Mauritz is a retailer offering a wide range of products within fashion under their own 
brand including clothes, underwear, accessories, sportswear and cosmetics. In 1947 Hennes was 
founded in Västerås, Sweden, by Erling Persson selling only clothes for women. In 1968 Mauritz 
Widfors, selling hunting equipment, was acquired. At the same time the company changed the 
name to Hennes & Mauritz selling both men’s and women’s clothes.  

H&M employs approximately 50,000 people around the world, everybody working after the same 
philosophy: to give you fashion and quality to the best price. The turnover in 2005 was 71,886 
MSEK. Today the company sells clothes and cosmetics in over 1196 stores in 22 countries.  

4.3.2 Background 

H&M started working with Chinese suppliers as early as in the 1970s. The last 10 years, however, 
it has accelerated enormously. Today 2/3 of what is sold in H&M’s stores is produced in Asia, of 
which half is produced in China. The reason for H&M to turn to China when searching for 
suppliers is mainly the price, as well as the history of textiles in the country. The agreement 
among the WTO members at the end 2004/beginning of 2005 to remove all remaining textile and 
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clothing quotas, however, has had a major impact on the clothing trading with China. In July the 
EU quotas was reinforced on ten groups of goods from China as a response to the strong increase 
in imports from there. In order to counteract the cost of quotas, a portion of H&M’s buying has 
been shifted from China to countries close by in Asia, like Cambodia, which has no textile 
industry of its own but now has started importing textile from China and exporting garment to the 
EU. China is likely to keep its position as the most important country for production of textile. 

H&M opened its first office in Hong Kong 20 years ago. Today, H&M has, except from Hong 
Kong, offices in Beijing, Guenzhou and Shanghai. Björn Palmgren has worked in the Hong Kong 
office for seven years and has experience of H&M’s sourcing practise since 1976 when H&M 
started to work with China. Björn Palmgren notes that a big difference making it easier to have 
suppliers in far away countries is the revolution in communication and transportation. Some 20 
years ago, when you requested a shipment, you got promised that it would be delivered some time 
next month. Today, you will get the shipment in a couple of days. Logistics is an extremely 
important matter for H&M, both when it comes to supplying goods from a production unit to the 
H&M store and for the stores’ feedback of sales information to the buying department. H&M 
does not own any factories, and seldom works through middlemen. The production units are 
responsible for the contracts with the suppliers that manufacture the goods. 

4.3.3 The process of sourcing negotiation 

As Björn Palmgren has such extensive experience from sourcing negotiations with Chinese 
counterparts and has contracted so many suppliers, it is very difficult to portray a specific 
sourcing situation. 

H&M is continuously looking for new suppliers and partners to enforce the competition between 
existing suppliers and to find new skilled suppliers. When H&M searches for new suppliers, they 
look for suppliers that can deliver in large volumes and comply with quality and safety 
requirements. The suppliers also have to be export oriented, producing for a local use most 
companies can do. When a supplier has passed the criteria, the supplier’s factory is extensively 
analysed and assessed by H&M’s representatives. Thereafter, if the facilities and factory meet the 
expected standards, samples are asked for.  

If the samples are good enough, they move into the negotiation phase. The negotiation usually 
lasts between one week and a month, and who is negotiating depends mainly on the size of the 
order. The larger the order is, the more important people you have to send to get and show respect 
and show that you are serious. Since there is a high level of hierarchy, bringing the MD would 
make them open their doors and rolling out the red carpet, and even make it possible to lower the 
prices further. Age as well as rank plays a great role. When Björn Palmqvist goes into a 
negotiation process he has a target price, which he, since H&M has suppliers in several countries 
in Asia, can compare with the price for the same product in for instance Bangladesh. The contract 
regulates everything; all possible variables are in there, making the contract and responsibility 
issue not an extensive problem. 

According to Palmqvist the pre-negotiation phase is the most important phase for H&M, which 
mainly constitutes screening the market for possible suppliers. The Company establishes 
parameters for bidding (i.e. price quotas) prior to a request for quotation to ensure a fair, 
consistent and unbiased sourcing process. Since H&M works with fashion, the designer always 
has a say when the final sample is evaluated.  
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4.3.4 Experience of negotiating with Chinese  

According to Björn Palmgren the most important activities to negotiate successfully with a 
Chinese counterpart are patience and honesty. Never betray! When the Chinese realize that you 
are trustworthy and do not exaggerate information, they will respect you. Björn Palmgren also 
highlights the importance of giving face to the Chinese. If you criticise a Chinese in a group, the 
Chinese loses face and the relationship is lost and cannot be recovered. As a foreigner in China it 
is important to learn about the Chinese cultural traits. For example you have to have patience 
while doing business with Chinese, since they have a completely different perception of time, 
making everything taking more time than when doing business with Westerners. Chinese are 
more long-term oriented, compared to Indians for example. Furthermore, building trusts is of 
great importance, even though that has changed somewhat the past years.  

H&M have been sourcing clothes, which has to be considered a low complex product, from China 
since the early 70s meeting very few obstacles and problems. Language and cultural barriers are 
for them aspects of little concern.  

“The Chinese have a history of fabrics and know how to produce clothes. Since we only cooperate 
with export oriented Chinese suppliers, they are used to negotiate and do business with 
Westerners.” (Björn Palmqvist, H&M) 

Björn Palmqvist notes that it is difficult for the Chinese to pull off tricks and use tactics since 
H&M has a lot of experience in sourcing from China and knows the real price of different 
products. At the same time, H&M has alternative suppliers making it possible to compare prices 
and even put pressure on the supplier. Furthermore, rejects and copying of clothes is not seen as a 
large problem as long as H&M has not stores in China. Besides, H&M is in the fashion industry, 
which is characterized by fast shifts, making it more difficult to copy. 

4.4 Case study IV: Ericsson 

4.4.1 Company introduction 

Ericsson is the largest supplier of mobile systems in the world, and approximately 40 percent of 
all mobile calls around the world go through Ericsson’s systems. The company was founded in 
1876 by Lars Magnus Ericsson in Stockholm, Sweden. Today Ericsson has around 53,400 
employees in 140 countries, all working towards the vision of Ericsson: To be the Prime Driver in 
an all-communicating world. The turnover in 2005 was 7,268 million EUR. 

4.4.2 Background 

Ericsson has made a commitment to increase sourcing from suppliers in China. Ericsson has been 
working in China for over one hundred years, the first decades mostly for the purpose of serving 
the market, and Ericsson has contributed to achieve many milestones to the development of 
China’s telecom industry.  

Ericsson started to source local production in 1988. In 1997 Ericsson established a global sourcing 
practise to manage sourcing and supply from China. The first step was to move production 
together with existing European suppliers to China. Since 1999, when Ericsson first established 
production unit in China, Ericsson has focused on building its presence in this highly competitive 
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and strategically important market, as establishing local production is a pre-condition to be 
allowed to sell in China.  

Ericsson is planning to invest USD 1 billion in China during 2006-2010. Key efforts will be put 
on: manufacturing expansion, R&D expansion and service capacity expansion based on 
significant local purchasing. China will work as a supply hub and a regional hub for services. 
Ericsson has ten R&D centers and the rapid expansion of local R&D capabilities in China is one 
of the cornerstones for the future. Gunnar Wallin noted that Ericsson’s long-term commitment 
and powerful local establishment makes Ericsson very well positioned for future challenges in 
China, but the Chinese capabilities in R&D and innovation still needs to be proven. 

“The Chinese are very good at production; the next step is is the product development. China is 
rapidly developing, opening doors and possibilities for the future” (Gunnar Wallin, Ericsson) 

Today Ericsson has only four locations in the world where they do their end assemble of their 
products, one of these is situated in Nanjing, China. Nanjing is the biggest and the most important 
supply hub in China and Ericsson has also recently established a new R&D centre for TD-
SCDMA there. This factory used in this sourcing project also has the purpose of serving the entire 
Asian market. The Nanjing factory uses several local subcontractors. The supplier used in the 
sourcing project in this case is responsible for delivering cast aluminium components.  

4.4.3 The process of sourcing negotiation 

The sourcing project regarding cast aluminium components started in 2001, and the first step was 
to find the right supplier. According to Gunnar Wallin this is one of the biggest challenges. 
Having a local office has been a key advantage in screening the market. The local office picked 
out ten possible suppliers and put them on a shortlist. The suppliers were all private owned 
companies managed by Taiwanese, Hong Kong Chinese or Korean management. Gunnar Wallin 
noted that it is still difficult to do business with companies with Chinese management and that the 
management is an important criteria in itself when selecting suppliers. A delegation from Sweden 
then went visiting all the manufacturers on the shortlist, to further thin out the candidates, looking 
at technical capabilities, facility and delivery reliability. 

Ericsson specifies the product and uses both sample and product specifications. The products also 
require product specific machinery tools. The negotiation is characterised by transparency and 
fixed price agreements are settled for one year at a time. The Chinese supplier bears the risk for 
fluctuations in price for aluminium. Ericsson uses their standard agreement to which a specific 
purchase agreement is attached, stating the specific commercial conditions for the product. The 
agreement took one month to finish in this case. The contracts are not translated to Chinese and 
the Chinese accept the terms and conditions to a larger extent than other nationalities. Gunnar 
Wallin notes that there is a risk that the Chinese does not understand the content. Although, he 
considers the risk low as the Chinese put high value on fulfilling their obligations. 

Wallin’s unit in Ericsson purchases hardware components, which are regarded as products of low 
complexity. The sourcing from China is more widespread when it comes to low-complexity 
products than high-complexity products due to fewer complications. 

“It is much easier to source low-complexity products to China since there is less need for 
communication and discussion about specific technical issues.” (Gunnar Wallin, Ericsson) 

 37



The negotiation usually takes place in China. It is more convenient as Ericsson relies on the 
support from their local office. Negotiations are usually conducted in English and Ericsson’s local 
representatives have an important role as interpreters. Experience also shows that it is important to 
have access to the right person with the mandate to make decisions. Gunnar Wallin gives one 
example when a negotiation was planned to take place in Sweden, but as the Chinese delegation 
arrived it was obvious that they were not authorized to make any decisions and had to go home 
without having made any progress in the negotiation.  

Selecting a new supplier takes time. In this case it took one and a half years to two years before 
the right design and quality standards were met. The local purchasing department is responsible 
for driving the sourcing project to this stage. The Nanjing factory is responsible for the assembly 
and makes, as the receiving entity, the quality inspection. 

4.4.4 Experience of negotiating with Chinese  

Gunnar Wallin explains from his experience negotiating with Chinese that it is important to 
identify the pattern of interconnections among the Chinese negotiating team, the stakeholders 
and/or owners. Knowing who is the boss makes it easier to deal with the negotiation team. Gunnar 
Wallin noted that sometimes you can see who has the power by noting that the person is more 
silent than the others. 

The biggest challenge in sourcing negotiations are the Chinese’s lack of skills in the area of 
communication and information sharing. This makes it difficult to for example exchange product 
specifications and to have technical discussions. The people dealing with the commercial aspects 
are usually more skilled in English and culturally used to do business with Westerners. The 
supplier involvement of project teams is more important when the technology is complex. Gunnar 
Wallin concludes that the more complex product the more challenging to source from China. 
Ericsson has therefore decided to only approach suppliers with whom a solid relationship already 
exists. Gunnar Wallin says that spending time on site is essential in gaining information and 
understanding the Chinese supplier. 

4.5 Case study V: Ostnor 

4.5.1 Company introduction 

Ostnor is the Nordic region’s leading group for taps and accessories with a turnover of 750 
MSEK. The Ostnor group was founded in 2003 and includes two separate brands, FM Mattson 
and Mora armaturer, founded in 1865 respectively 1927 in Dalecarlia, Sweden. Today the 
company is regarded for its innovation and design and represents a slice of Swedish industrial 
history. Ostnor has approximately 700 employees, working after the vision of Ostnor’s: To be the 
most profitable growth company in our industry. 

4.5.2 Background 

Ostnor has always had every step in the product in-house, but as the competition accelerated 
outsourcing alternatives were being evaluated by the company’s first externally recruited CEO six 
years ago. Ostnor evaluated different countries, first by travelling around in East Europe - 
Romania, Bulgaria, Hungary, the Baltic countries - in order to find possible cheaper suppliers. 
Soon they realized that sourcing in East Europe in order to cut production costs would be a two-
step rocket, since the salaries there were higher than in China, which was regarded as the future 
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supplier. Ostnor decided to skip the middle step, East Europe, and go directly to China in trying to 
cut production costs. 

4.5.3 The process of sourcing negotiation 

Ostnor began by contracting a Taiwanese sourcing agent, due to the better possibilities to 
communicate in English. Ostnor has also worked with the Swedish Export Council. Two years 
ago, Ostnor decided to cut all middlemen and went to Liaoning, the “Steel capital” of China, to 
find a new supplier. Ostnor started with contacting the authorities and asked them for help. After 
meeting the authorities, the official asked when the Ostnor representative, Anders Eklund, would 
be back. Next time, they met the authorities have arranged a banquet with the banderol “Swedish 
and Chinese Industry Cooperation” and eight company executives were there waiting for him, to 
present their companies and what they could offer. This initial relationship with the authorities has 
had a major impact on Ostnor’s success as Anders Eklund established a network with officials 
that have facilitated the process of negotiations with suppliers. Anders Eklund also observes that 
Ostnor’s possession of a long-term orientation moving production from Darlecarlia, which is the 
“Steel capital” in Sweden, and bringing over Swedish union representatives to China has made a 
strong impact. 

The choice of Liaoning has been very beneficial compared to the cities in the South in the 
Shanghai coastal area. The authorities are very interested in bringing in foreign capital and the 
Chinese defence and aero industry in the area grants for skilled employees. Also, there are no 
limitations on electric consumptions for the industry. By going through authorities you put 
pressure on the Chinese company since they then have a controlling instance watching them. 
Anders Eklund also thinks it is valuable to seek yourself from the coastal areas, where everybody 
else is. In less industrialized areas you will get more attention from the authorities as they are 
more interested in bringing in foreign capital. 

Ostnor found one supplier out of the eight for the production of a castor. The supplier was chosen 
on basis of the management and its long-term and visionary commitment. The supplier is private 
owned with a Taiwanese management. According to Anders Eklund this is essential as state 
owned companies are bureaucratically managed with Chinese with often poor language skills and 
understanding of Western business style. Other criteria of importance were economic stability, 
machinery facility, social responsibility, delivery reliability, system for transfer of technical 
writings, and other references and customers. Anders Eklund concludes that it is important that 
you don’t lock in the supplier. It is however important to be one of the supplier’s most important 
customers.  

One of the problems Ostnor has faced is that raw material in China can be of different quality. 
Ostnor has therefore taken the responsibility for purchasing the raw material. The spot market on 
the raw material is also a risk for the supplier that can be eliminated in this way. Eklund states that 
it is important to know the goals of the supplier. It was, for this supplier, important to secure the 
jobs of the employees and minimizing the risk of changes in the prices of raw material, rather than 
maximizing the profit. In this case, Ostnor and the supplier have established open books where 
Ostnor knows the cost associated with every step in the production process. Anders Eklund says 
that it is very important to show that you are in to this together and that this is a win-win business.  

Eklund stresses the importance of making the suppliers understand what they are producing. By 
bringing the final product and taking it apart, Ostnor could show the representatives of the 
suppliers what the product they were producing was for.  
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4.5.4 Experience of negotiating with Chinese  

Anders Eklund’s experience from sourcing negotiations with the Chinese is that it always takes 3-
4 meetings before you even get to a negotiation. Something you quickly notice when doing 
business with Chinese is that you will always meet a delegation, never a single individual. It is 
then important to learn who has the decision power. It is also customary that the people that you 
meet change from time to time. There are some tactics that are used more frequently than other. 
The Chinese always expect you to negotiate the price; you are not expected to settle with their 
first proposal. By negotiating the price the Chinese negotiator will save his face, by showing that 
he is doing a good deal. The Chinese always ask when you are coming back, information with 
which they can plan so that you will end up with a shortage of time 

Building relationship is the way to make the business succesful in China, which is done by 
gaining their trust. The best way of gaining that trust is to be honest and respectful, you do not 
need to put on an act. 

“One experience more important than any other is that you will get far by being honest and 
having a humble attitude.” (Anders Eklund, Ostnor) 

Food is something vital in Chinese business and something very important not to ignore. The 
worst thing you can do is to say no, if snake is served, at least taste it. Since relationship and 
honesty is so vital in doing business and gaining their trust, it is also important to give some of 
yourself, if they bring you to a karaoke bar, sing a song. 

Anders Eklund notes that there are some cultural differences between the regions. People from the 
South are generally more Americanized, more eager to sell and very straight forward, whilst 
people in the Northern parts puts more emphasis on building relationships. Doing business with 
Northern Chinese takes more time, but at the same time they are more honest. 

When coming to the negotiation table, you have to be well prepared and know the background, 
since the Chinese counterpart probably will be well prepared and knows everything about you. 

By going through authorities you put pressure on the Chinese company since they then have a 
controlling instance watching them. It could be valuable to seek yourself from the coastal areas, 
where everybody else is. In less industrialized areas you will get more attention from the 
authorities and your capital is more sought for. 
 

4.6 Case study VI: Fagerhult 

4.6.1 Company introduction 

The Fagerhult group with some 1500 employees is the leading lighting company in Scandinavia 
and among the three largest in Europe. The company was founded in 1945 by Bertil Svensson in 
Fagerhult, Sweden. Fagerhult has a turnover of 2000 MSEK and is focused on developing, 
producing and marketing professional lighting systems for public environments as well as 
offering sentiments for interior lighting. The goal for Fagerhult is to offer products combining 
state-of-the-art technology and lighting know-how and deliveries from their own customer order-
steered production. 
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4.6.2 Background 

Fagerhult began sourcing from Poland in the early 80s as a way of lowering the production costs. 
The reasons for turning to the Chinese market to find suppliers were two; the even cheaper 
production costs and the fact that somebody began buying from China, and then Fagerhult felt 
like they had to join the race. Today, some 80% of the lamps you buy are from China, showing 
the need to source from China in order to stay competitive when it comes to price. 

In 2004 Fagerhult moved a small part of  their production to the company owned factory in 
Suzhou, China close to Shanghai. Today, Fagerhult has five factories in China. Still the research 
and development is done at home, in Sweden, while the production is in China. In the future 
Fagerhult sees a possibility of moving some R&D personell to China to get closer to the 
production and suppliers.  

4.6.3 The process of sourcing negotiation 

When Fagerhult started sourcing from China, they first went to Taiwan to then take the step to the 
mainland. Stefan Ståhl states that the Chinese have much less experience and knowledge about 
Western culture than Taiwanese, making the business process a bit more difficult. 

The first step for Fagerhult, when finding the right supplier for a product, is researching potential 
suppliers and then assessing them. One specific case where Fagerhult was trying to find a supplier 
for a certain indoor lamp for public areas, the company came up with five potential Chinese 
suppliers. Thereafter, the representatives from Fagerhult, among them Stefan Ståhl, went around 
assessing these companies. Important issues for Fagerhult is that the suppliers first of all have the 
factories and machines they claim that they have, the quality of these facilities, and if they have an 
English speaking management, due to the problems the lack of it would bring. Furthermore, they 
check the references of these five companies and invite tenders. In this specific case Fagerhult 
picked out two of the suppliers meeting the criteria to work with.  

After the selecting process, the next step is working out the details and writing a contract. This is 
where some of the troubles come in, due to the Chinese’s inexperience of formal agreements. The 
Chinese are more used to shaking hands meaning that they have reached an agreement. Stefan 
Ståhl is himself negotiating with the suppliers, either directly in English or through a translator. 
Talking through someone else is very energy draining and could create some troubles. The 
contracts are always, however, written in English. During the negotiations the representatives 
from Fagerhult write protocol, to have everything that has been said on paper, to be on the safe 
side. The Chinese often prefer it to be fuzzier. After every meeting it is important to sum up what 
they have reached to make sure you understand each other and that both parts are on the same 
page, according to Stefan Ståhl. 

When the contract is written it usually takes one year to develop the product, and to get it certified 
with an S-mark. First the Chinese supplier sends samples, and if they are as expected, the 
production begins. Fagerhult has created a trading unit in Shenzen, consisting of four local 
Chinese, with the main task of maintaining the relationships with the suppliers and meeting them 
at a regular basis. They are also responsible for making continuous quality inspections. It is vital 
to be present locally, according to Stefan Ståhl, to show that you are serious and as a way of 
gaining trust.   
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4.6.4 Experience of negotiating with Chinese  

Experiences of doing business with Chinese include being well prepare and always having an 
agenda. Otherwise nothing will happen and no progress will be made. Furthermore, there are 
often very many people involved from different parts and levels of the organization from the 
Chinese counterpart during the negotiation process. The negotiation process is often also much 
disorganized from the Chinese side. Since it, commonly, is very centrally governed in Chinese 
companies it is important to make sure that the owner or other top-decision maker is there. 

It is always important that not taking for granted that the Chinese understand the use of the 
product – it must always be explained in a very detailed way. For example, one Chinese supplier 
took for granted that Christmas lighting should be mounted in the ceiling instead of standing on 
the window bench. As a result 40.000 Christmas lamps got holes for the mounting. 

Chinese also does not put the same value on certain things as Westerners. For example a lamp 
should never be dusty when the customer receives the lamp. This does seem not to be important 
for Chinese but is associated with disrespect in the Western world. 

The importance of Guanxi cannot be overstated – “Old friend makes best business.” It is always 
much easier and more convenient doing business the second or third time, the first time is always 
sluggish. Building a relationship based on trust is the way to do business in China. It is therefore 
important to invest in the relationship, which is done by doing outside-business activities. Stefan 
himself has plenty of examples of relationship-building activities he has done with Chinese 
business partners, such as bowling and playing table tennis. Always being honest in doing 
business with Chinese is the way to build trust, the base which upon the relationship is built. 

Something related to Guanxi is the importance of food, which can be seen as a relationship-
building activity. The Chinese can suddenly in a negotiation or discussion decide to go to a 
restaurant for two hours to have lunch with you. They like buying you food and tobacco and they 
do not hesitate to bring co-workers not involved in the negotiation process. 
 

4.7 Case study VII: China Production Partner AB 

4.7.1 Company introduction 

China Production Partner (CPP) is a sourcing agent, working as a middle hand between Chinese 
suppliers and European buyers, providing manufacturing and sourcing services. CPP operates in 
China from offices in Shanghai and Qingdao. The core business idea for CPP is to achieve 
substantial cost-savings to their customers through providing targeted and audited suppliers, 
complete sourcing recommendations and solutions and quality controlled production. 

4.7.2 Background 

CPP started to import stone material from Qingdao in the Shandong province five years ago. The 
contacts and the experience of procurement led to the establishment of CPP’s current business. 
Today, CPP has manufacturing facilities in PingDu, one hour west of Qingdao, and a 
electroplating facility is under construction in the city TongHe. CPP’s key assessment for 
production setup in China can be summarised as follows; 
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 Chinese cost base and especially manufacturing costs will continue to be attractive for many 
years. 

 If producing in China, European clients’ quality requirements must be met and controllable at 
all times and these requirements will increase. 

 Profitable long-term manufacturing quality and costs are highly dependent on professional 
management, process and human resource strategies (Western). 

 Manufacturing investments, assets and knowledge creation in China is undervalued. 
 A Chinese venture can be a good starting point for penetrating the huge Chinese domestic 

market. 

CPP has entered a special agreement with PingDu government for the recruiting and training of its 
300-400 workers in the new plant. CPP’s production mainly consists of electro-welded steel wire 
and is used for the relocating and storing of goods (i.e. roller cages, nested cages etc.) with the 
largest market share on the Swedish market. Other areas for sourcing and manufacturing are; 
metals, plastic and rubber and construction material and equipment.  

4.7.3 The process of sourcing negotiation 

In the specific sourcing project described in this story, CPP sourced manufacturing of 
construction material and equipment for water cleaning machines. The machines are developed 
and assembled by a small Swedish private company and are marketed through the company and 
its retailers and agents. The machines have been sold to the Swedish market since 1992 and the 
company is now extending its market to Europe, Australia and Russia. The business relationship 
between the company and CPP started out with manufacturing of some parts and has over time 
evolved to include sourcing and manufacturing of most parts of the machines. Among other things 
the company markets the machines for its quality. 

In this case CPP took the responsibility for all sourcing steps; from analysis, quotations and 
offers, evaluations and negotiations with Chinese suppliers, to quality control of production and 
delivery. As Göran Jos Osson noted, “for most of our clients we are their office in China”.  

When selecting suppliers only trusted suppliers with a proven track record were approached. This 
is one of the key advantages for CPP’s customers as they can benefit from CPP’s previous 
experience and relationship with a specific supplier. Suppliers in China still have problems 
meeting demanding quality standards set by Western European clients. While China has many 
suppliers capable of delivering high quality products, the challenge is to find them in such a large 
country. It takes time and experience to find the perfect supplier 

Important selection criteria are the supplier’s relative level of experience and expertise with the 
given technology and the supplier’s production facility capability and fit with technical 
requirements. The cost-savings are on average 30 percentages, when the labour content in the 
production process is high. However, it is a misunderstanding that everything is cheap in China 
and Göran Jos Osson gives an example where sourcing of a product in Germany cost 30 
percentages less than in China due to that the Chinese manufactures lack the production facility 
needed.  

CPP’s organisation in China is based on vertical competence and their employees, 6 Swedish 
employees and 16 local Chinese are grouped in areas of expertise and categories of products. A 
sourcing project is typically managed by one sourcing manager and two quality inspectors.  
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When finding a potential supplier a first visit to the factory is compulsory, where hardly any 
business is discussed. Instead the first meeting or meetings are more of an instrument of building 
trust. Trust building with Chinese is a time taking affair involving frequent face-to-face meetings 
and socialisation. CPP’s goal is to form a business relation in the long run as it is difficult to 
maintain successful relationship with several suppliers – there are a definite number of suppliers 
that CPP can handle. A close and deep collaboration with the government and CPP’s dedication in 
investing in own facilities has also been fruitful and a substantial asset in establishing new 
business relationships. Göran Jos Osson concludes that “the Chinese show a great hospitality and 
pave the way for CPP with a red carpet.” However, the fulfilment of duties and obligation is 
essential for enduring long-term relationships. “Never cheat!” and “be careful when setting 
expectations”.  

In this specific case CPP is working with an approved supplier that complies with CPP’s code of 
conduct. It usually takes more than six weeks for a Chinese supplier to answer on a quotation and 
to make samples, then monitoring productions and performing inspections and final quality 
control are also time consuming activities, taking three to six months. A negotiation process 
cannot be hurried either. In order for the process to be successful it has to be given the time 
necessary. In the beginning, when CPP was not as experienced, they tried to force the time taken 
to finish the contracts with Chinese suppliers with poor results in communication and quality.  

All sourcing negotiators at CPP are local Chinese, which gives them a better price as a starting 
point. As Göran Jos Osson noted, it is easier for a Chinese supplier to trust a compatriot as well as 
the Chinese imediately assumes Westerners have more money than Chinese buyers. Contracts are 
written in English and Chinese, whereas the English contract has precedence over the Chinese. 
Letters of Intent are used to define division of responsibilities and detailed product contracts with 
penalties if the specification is not achieved are used. These contracts are useful when there is a 
problem. Chinese are in general reluctant to exchange any information about problems even if 
they are aware of that a problem exists. In the specific sourcing project, mistakes have been 
corrected at expense of the supplier. The post negotiating phase is therefore definitely the part of 
the process given the most time and effort. The quality control is essential to CPP to be able to 
guarantee quality towards their customers.  

4.7.4 Experience of negotiating with Chinese  

The main difference between negotiating with Chinese is that in order to be successful in 
negotiation and in the supplier relationship it is necessary to build trust. The Chinese suppliers are 
interested in a long-term relationship built on the trust between the supplier and the customer.  

The negotiation proceess is very timeconsuming, but should not be hurried. To try to force the 
time taken to finish the contracts with Chinese suppliers often results in poor communication and 
quality. 
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4.8 Case study VIII: NCAB 

4.8.1 Company introduction 

NCAB was founded in 1993 and is the leading supplier of printed curcuit boards in Scandinavia. 
The company works as a middleman between suppliers from around the world and customers, 
with their technical know-how as their main competitive advantage. 

4.8.2 Background 

NCAB has as strategy of purchasing and selling, thus not having an own production. The reason 
for going to China when searching for suppliers was the possibilities to lower cost. 

The company has had an office in Shenzen, China, since 2003. At this office NCAB has a 
Norwegian Site Manager, surrounded by local Chinese working with logistics, a project leader, a 
strategic purchaser and two people working with preparation of basic data for production.  

4.8.3 The process of sourcing negotiation 

In the end of September 2005 NCAB needed a supplier for bendable printed circuit boards, due to 
the needs of a supplier of NCAB’s. The company found an organization called CPCA – China 
Printed Circuit Boards, which had a list of manufacturers of printed circuit boards. This list 
became the basis and beginning of the screening process.  

NCAB was looking for a flexible supplier, not too big since they feel that they then would 
become too small and not given the priority and attention needed. Also a criteria was that the 
supplier had a fairly new factory, but that the supplier at the same time had some experience. The 
ideal for NCAB was to enter in a fairly early stage so that they can grow together. NCAB is 
always looking for partners for a long-term relationship.  

After screening the list from CPCA they came out with 7-8 possible suppliers, based on 
information gathered about the founders of the companies as well as their financial situation, size, 
number of employees and capabilities. 

NCAB then asked for offers from two of the companies to see how quick they were to answer. 
After that they decided to visit the two suppliers to see how interested they were. Ove, the Site 
Manager, together with two local Chinese from the office in Shenzen went there to meet sales 
representatives. Before they got there they asked both the suppliers to fill out a capability form, 
which then during the visit was checked to see if they were telling the truth and being honest 
about their capabilities, and that it matched.  

After the visits to the two suppliers NCAB chose to order samples from both the companies, both 
for the same product. When the samples arrived to Sweden, tests of these were made with the 
presence of an end customer. The reason for this was that they wanted to involve their customers 
in the process. The samples were then sent to England for further, deeper tests before an 
evaluation was sent back to the Chinese suppliers.  

The process had up to here taken approximately seven months with acceleration at the end. After 
all the testing it was time to take it to the next step, which begun with Anna Lothsson and the 
technical manager going to China to have an internal meeting with the CEO and Ove, the Site 
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Manager. During this meeting the decision was made to work with both suppliers and the criteria 
for the negotiation were set. 

The face-to-face negotiation takes place continuously, regarding for instance how the products 
shall be packed, logistics and price. During this stage of the negotiation the involved people from 
NCAB is the Site Manager together with one local Chinese, mostly working as an interpreter, but 
also to be able to understand when the representatives from the Chinese counterpart talk between 
themselves. During the first meetings, from the Chinese counterpart, the sales representatives are 
present, while getting closer to a writing a contract the Owner and CEO is present as well as the 
Sales Director. The contracts are written in English with some instructions in Chinese. NCAB 
tries to base it more on personal contact and trust, telling both the suppliers that “we have decided 
to do business with the two of you”, keeping it very transparent towards the suppliers. Giving 
them also some idea of what they can expect in terms of orders. NCAB also explaines to the 
Chinese counterpart that they will check that the deliveries are on time and that they will do 
quality inspections. In the face-to-face negotiation NCAB gives their parameters including 
delivery on time, level of service and answer to asked for offers within 24 hours. 

After the contract is written, continuous controls are made through spot checks of the delivered 
goods. They check if the suppliers have followed the demands set by NCAB when it comes to 
cosmetics, what can be seen visually. No deeper quality checks are made. The packaging is also 
checked to see if they are made according to the agreement. 

At least once a month the Site Manager has supplier meetings to update them about what has 
happened since the last meeting. Explaining to them how NCAB’s measures when it comes to 
delivery on time, if there has been any changes in the organization and give them financial 
figures, both specific and general. They also give the Chinese supplier an update of what they can 
expect when it comes to orders in the near future. Once every year NCAB also performs a quality 
audit on the suppliers flow from order to delivery. 

In the negotiation process the preparations consume the most time. But the most important part is 
when meeting with them, which gives an opportunity to present you and start building a 
relationship. 

4.8.4 Experience of negotiating with Chinese  

When discussing specifications with Chinese it is important to keep it simple and to be precise. 
Furthermore, it is good to be aware of Chinese culture, but there is no need to change your entire 
way of doing business. The Chinese appreciate the way you are and will respect you and treat you 
well if you are trustworth. 
 
“When dealing with Chinese, be yourself, there is no need to put on an act. Rather give some of 
yourself instead of putting on a facade.” (Anna Lothsson, NCAB) 

Relationships are very important when dealing with Chinese, and keeping a good relationship is 
done by being there for the supplier and treat these as partners, as well as trying to understand 
their situation and act thereafter. NCAB tries to have great openness towards their suppliers to 
show that they are trustworthy. Especially within this industry keeping a good relationship is 
important since the supplier power is great due to the great number of customers but few 
suppliers. 
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The language problem is a huge barrier, since almost always only the contact people know good 
English. Sometimes there have been problems with delivery from suppliers where the 
management has poor knowledge in English. NCAB has pushed for education in English at some 
suppliers where the poor knowledge in English has brought problems. Two of the suppliers have 
now put their employees on intensive education in English. 

Contracts do not seem to have the same importance in China as in the Western business life. At 
one occasion the price of raw material changed for the supplier, whereupon representatives from 
the Chinese counterpart sent an email to every employee at NCAB explaining that the conditions 
have changed, and that the price for the product has increased. Instead of negotiating a new price, 
the supplier just informed NCAB that the price had changed.  
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5. ANALYSIS 
In this chapter we present our analysis which is based on the empirical data presented in previous 
chapter and the theories that are conceptualized in the framework presented in chapter 3.6. The 
framework is used for analyzing the research questions.  

We will investigate if the empirical data match with the theories in the conceptual framework by 
identifying the most important parameters that we have chosen to analyse according to the 
previously described theories. Our aim is to find patterns across the studied cases. Building from 
these observations, we will develop themes that help us to answer the research questions. Our 
findings in connection with each research question are presented in next chapter.  

5.1 Negotiation Process 

5.1.1 Negotiation Orientation 

The empirical data show that the degree of collaborative negotiation orientation is increased with 
the degree of product complexity and the complexity of the sourcing situation. This finding agree 
with the relationship marketing literature and Brooks & Rose’s theory that collaborative 
negotiation orientation should be sought for in contextual setting characterized by the need to 
build a long-term business relationship. At the two ends of the empirical data dyad we find the 
H&M case and the AstraZeneca case.  

Having a mutual understanding of the objectives and establishing efficient exchange of 
information seems crucial in achieving successful negotiations with a Chinese counterpart. Also, 
several respondents have pointed out that knowledge of the Chinese culture is beneficial. 
However, it is important to note that the culture is not an end in itself; rather it is a mean to 
facilitate the interaction between the parties and to speed up the learning process of each party’s 
socio-cultural behavior. In the end it is the parties’ willingness to adapt and to seek solutions that 
meet the goals and objectives of each side that is important. These empirical findings agree with 
Ghauri & Usunier (1996) and Lewick & Litterer (1985) that define the negotiation process as 
being of a problem-solving nature. In accordance with theory, several cases point out the 
importance of mutual understanding of the objectives. The Ostnor case stands out as a straw 
model, whereas a high level of transparency to gain competitive advantages for each party are 
achieved through thorough understanding of each party’s objectives. The case also shows that the 
learning process is a key to develop a common understanding as Chinese understanding is more 
based on experience than abstract knowledge. 

5.1.2 Negotiation Activities 

Lobbying: From the empirical cases we have found that some of the companies have used 
Chinese government authorities in approaching the Chinese market. However, the lobbying 
activities differs from the way described in the theory of Fang and Ghauri (2001), where the 
foreign companies had to convince the government authorities that they had cutting-edge 
technology and present the companies, products and negotiating team members. Rather the 
Chinese authorities were the ones presenting and introducing possible suppliers. It is clear from 
the empirical study that the power relation is far different in this aspect when it comes to 
purchasing instead of marketing. The foreign companies do not have the same pressure to openly 
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show its business in the country, but are given a more welcome reception. There seems to be 
differences between the regions as the Northeastern region is eager to catch up with the 
development in the Southern coastal regions. On the other hand, there are similarities that are 
important to consider. All the representatives of the cases in our study stated the importance of 
clarifying the company’s long-term commitment in establishing business in China. 

Two of the cases have made a strategic decision to move out from overexploited regions. In these 
cases the Guanxi network established with Chinese authorities has been a key success factor in 
sourcing from China. Indirectly, the lobbying has resulted in that the suppliers know that the 
buyer is well connected and behaves accordingly. 

Presentation: The empirical data points out the importance of gathering the right Chinese 
stakeholders for the presentation. It is also important to note that the Chinese are very good note 
takers, which imply that it is important to manage the Chinese expectation from the beginning as 
the Chinese expect you to honor the presentation delivered. Key stakeholders are usually present 
at the first presentation and the more important the more silent, which comply very well with 
Ghauri and Fang’s (2001) theory. 

Informal discussions: The empirical case studies point out the difference between conducting 
business with Chinese compared to Westerners in the importance and occurrence of informal 
meetings, which usually takes place when dining or in connection with the presentation. Though, 
as we see it, the data points out the importance of informal meetings, the informal discussions are 
likely to take less time when sourcing compared to marketing situations. Also, all cases point out 
the importance of a pre-existing relationship as the knowledge of doing business with each other 
makes the sourcing negotiation much easier. The empirical data support Sheth’s (2001) theory 
that the negotiation process activities impact on the buyer’s supplier evaluation in different time 
periods. Also, the respondents made us aware of that this activity is closely interrelated with the 
supplier selection process. The CPP case takes this to an extreme end, where only trusted 
suppliers with proven track record are evaluated. However, all cases in this study have experience 
in entering into China and establishing supplier relationships from scratch. Identifying potential 
suppliers can be challenging. The awareness of potential suppliers varies between the cases.  

The cases in this study show that the supplier selection process is very time consuming, taking at 
least three to six months and require close collaboration between design/engineering and 
procurement personnel from the buyer and supplier side. In more complex sourcing situations as 
in the AstraZeneca case is a far longer process. In all cases cross-functional teams has been used 
to evaluate the suppliers’ capabilities.  

The supplier selection process spans over a variety of activities and the assessment starts with the 
informal discussions and then evolve into a more formal assessment of the supplier. The practice 
could be visualized by using the “spiral model” developed by Frankeinstein (1986).  

Trust and building friendship: Trust and friendship with the Chinese counterpart is a critical 
success factor when doing business in China. The cases clearly show the great importance of 
building trust before getting to the formal discussion. Being honest and treat your suppliers with 
respect are, according to the cases in our study, the way to do business with Chinese. The 
empirical data also show that trust is enduring and is built through face-to-face communication. 
Three of the cases have successful experiences of relying on local presence to evaluate potential 
suppliers.  
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Task-related exchange of information: One of the challenges with doing business with suppliers in 
China is to get access to complete, reliable and timely information. Also, there is a problem of 
communication effectiveness, given that the negotiations studied in this thesis are conducted 
through the use of an interpreter. Several respondents point out the drawback of using an 
interpreter, but as described in the Ostnor case it can also be used to its advantage as the Chinese 
are less guarded in sharing information. According to the cases, it is not very common, as stated 
in theory, that Letter of Intent or Memorandum of Understanding is exchanged between the 
parties. Other documents that usually are exchanged are: request for proposals, checklist to verify 
that the supplier meets the buyer’s code of conduct.  

The interviewees found negotiation time consuming as much time was spent on building relations, 
but it also seems like the Chinese attitude towards time differed from Western business practice 
when it comes to task-related exchange of information. In the CPP case it took six weeks to get an 
answer on a quotation. 

At this stage contract terms are discussed. The most important items that were discussed and later 
regulated in the contract, according to the cases in our study, were: quality and price. Interestingly 
the respondents in our study seem to put more effort in securing the quality than price. A plausible 
explanation is that the price is in larger extent determined by the suppliers’ production capability 
(including the suppliers’ facilities, production technology and process), while the quality is 
monitored through making samples, monitoring productions and performing inspections and final 
quality control. All cases have utilized the practice of using samples before entering into 
negotiation.  

Persuasion: From the respondents perspective the key to persuasion depends on the access to the 
right person. The empirical data also show that the buying companies are selecting to do business 
with companies with similar management style and way of doing business, mostly headed by 
Taiwanese or Korean management.  

The theory states that Chinese commonly use different persuasion tactics when buying products 
from Western firms. However, according to the respondents the Chinese do not emphasize 
persuasion that much, but the cases show that the Chinese use some common negotiation tactics 
also in the sourcing negotiation context, see further chapter 5.3. It is also important to note that 
many of the cases describe sourcing situations where the power dependence is high in favor for 
the buying company. We believe that the empirical data show evidence that this power 
dependence relation is changing, as small and mid-sized companies such as CPP and Ostnor are 
moving their sourcing activities to less attractive regions where large and multinational companies 
are not yet established, to get priority.  

Concession and agreement: The negotiation team usually consists of Chinese, often with very 
limited mandate to make concessions and usually not very valuable ones. The sourcing 
negotiations studied in the cases have all taken place in China. The cases show that valuable 
concessions are made by the owner of the company. The theory states that Chinese show a strong 
inclination to settle all suspending issues in a packaged deal. However, one of the key success 
factors behind the successful negotiation in the Ostnor case is that Ostnor has managed to separate 
the issues, negotiating one at a time, and that the “rules of game” is transparent for both parties 
(for example the price is re-negotiated once a year). 

The perspective and use of contracts differs considerably between the cases. It is difficult to find 
empirical data that support Ghauri & Roxenhall’s (2002) theory that the contract will be more 
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loosely and abstractly written for complex products than for standardized products. However, 
some interesting findings from the studied cases can be related to their theory. Firstly, Chinese are 
not customary used to use written contracts. Secondly, the contracts are used as means of a 
communication tool in the Fagerhult case, but the interviewees in the AstraZeneca and the 
Ericsson cases doubt that the Chinese understand the contract as standard agreements. Instead 
standard terms are used and they receive fewer amendments from the Chinese than customary 
when negotiating with other nationalities. Third, the NCC and CPP cases show that the contract 
can be used for controlling and reducing uncertainty by providing resolution of possible future 
conflicts. The latter case is a transactional agreement and the empirical data comply with the 
theory stating that the contracts are typically used in this way (Morgan and Hunt, 1994).  

Implementation and new rounds of contracts: Generally, the Chinese honor the contract and fulfill 
their obligations according to the contract. However, the interpretation may be different. CPP has 
found it useful to use contracts in English and Chinese, whereas the English contract has 
precedence over the Chinese. All other cases use English language and the contract law is 
English. The Chinese do not violate a contract on purpose. Differences in enforcement of law, for 
example intellectual property rights and different perspective on the contracts are challenging. 
Several of the interviewees in this study question the value of the contract as if issues arise the 
Chinese are likely to re-negotiate the contract. 

5.2 Sourcing Strategy 

5.2.1 Choice of Supplier Option 

Global sourcing: Ericsson, H&M and AstraZeneca practice a global sourcing strategy. In the 
Ericsson case the sourcing responsibilities are assigned to the most capable unit around the world. 
Ericsson integrates and coordinates common items, processes and design, technologies and design 
across worldwide purchasing centers and with other functional groups. H&M and AstraZeneca 
centrally coordinate global sourcing activities and the executive leadership endorses a global 
approach to sourcing. While H&M’s approach to global sourcing is to apply a multiple sourcing 
option, Ericsson and AstraZeneca rely on a few suppliers in each product category.  

Multiple sourcing: NCC sources the same product category from several suppliers. The switching 
costs seems to be considerably lower for NCC and H&M compared to the cases that have applied 
a single sourcing option. Also the negotiation orientation seems to have more elements of 
distributive bargaining/aggressive bargaining compared with the other cases. Also the focus on 
the low unit price is higher than in the other cases. 

Single sourcing: Ostnor, Fagerhult, CPP and NCAB practice a single sourcing strategy. The 
empirical data confirm that the consequences stated by Zeng (2000) comply. 

Single/dual hybrids networking sourcing: The Ericsson and AstraZeneca cases show that they 
have applied a “hub and spoke” organization in which the suppliers are the spoke and the 
procurement organization is the hub. The difference between the cases is that AstraZeneca’s 
purchasing organization is centrally located, while Ericsson’s is distributed across different 
locations. 

According to Fraering and Prasad (1999) production conditions such as the degree to which 
material are made only to fill the order of the buyer and material cost affect the decision to source 
internally or externally. The AstraZeneca case shows quite the opposite compared to the theory. 
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On the other hand the project is postponed due to the difficulties to implement the process 
technology and the empirical finding complies in this sense with the theory. Fraeing & Prasad 
(1999) also predict that the preferred sourcing method for critical items or items designed and 
customized by the supplier is not likely to be sourced externally and internationally, while 
products with high material costs are more likely to be sourced externally and internationally. 
Hence, the empirical data from the NCC case, the Ostnor case, the CPP case and the Ericsson case 
support the theory as the material cost is substantial for the sourced product.  

According to the theory (Trent and Monczka, 2003, Kotabe and Murray, 2002) the availability or 
location of product and process technology and the level of buyer-seller interaction affect the 
sourcing decision. The interviewee in the Ericsson case supports this theory by concluding that 
the more complex product the more challenging to source from China as more interaction is 
required. 

Fraeing & Prasad (1999) also suggest that the organizations with high investment on R&D are 
more likely to source externally. The empirical data do not provide any support for this theory. 
The Ostnor case shows the company’s capability to cope with changing environment and comply 
with Fraeing & Prasad’s (1999) theory. Finally, the relevance of specific country conditions is 
supported by the H&M case, which shows that China’s entrance into WTO is of major importance 
when sourcing from China. 

5.2.2 Supplier Evaluation Relationship 

Standardized interfaces: The studied cases all show that there are at least some specifications 
involved in the sourcing process. The closest cases would be NCC, sourcing stone, and H&M. In 
NCC’s case the suppliers that they are looking for need to be able to refine the material and so 
forth, making the switching cost high which does not support Arujo, Dudois & Gaddes’s (1999) 
theory. On the other hand H&M is sourcing end products such as clothes, but the prices are 
largely determined by supply and demand, which supports the theory, due to the avaliability of the 
product around the world. Furtermore, the switching cost for H&M when it  comes to suppliers is 
rather low, mostly due to the great extent of multiple sourcing as well as the availability of the 
product. The H&M case shows that the company is continuosly looking for new suppliers to 
exchange the old ones with, keeping them of their toes. The importance of a close relationship 
with the suppliers is also not as stressed in the H&M case than the other ones. NCC and H&M 
also seem to bee more price conscious and sensitive when seeking a supplier, which could be 
traced to the standardization of the products sourced.  

Specified interfaces: Most of the studied companies specify the product when putting an order. 
Ericsson, Ostnor, Fagerhult and CPP all go about it this way. These companies all source low- to 
medium-complex products, and the suppliers are used as subcontractors which corresponds with 
the theory. From the empirical data we find that the companies using the suppliers’ resources in 
this way have stronger relationships to their Chinese counterparts than for instance H&M. These 
companies all stress the importance of a close relationship, and the dependency of the supplier is 
stronger.  

Translational interfaces: From the empirical data we can read that there is one company whose 
sourcing approach has the characteristics of outsourcing, which is NCAB. The company is 
seeking a supplier with a finished product. They send specifications on what they are looking for. 
NCAB is then guaranteeing the quality towards its customer. Although the product is 
characterized of high complexity the low of need for discussion detailed technical specifications 
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makes the language barrier less of a problem. For NCAB there is no need for technology transfer 
or education of the production process. This due to the fact that NCAB sources a finished product 
instead of specifying the product, which then the supplier is to produce.  

Interactive interfaces: The empirical data show that among the cases in this study, AstraZeneca is 
the one putting the most effort into transferring technology and educating the Chinese counterpart 
about production processes. AstraZeneca is preparing for the future, where China will be an 
important strategic market, why technology transfer and educating the Chinese counterpart is 
important. There are great investments and risks made from AstraZencea’s point of view when it 
comes to time and money. AstraZeneca would also consider making investments for the supplier 
or in a cooperation with them in order to acquire sufficient needs to increase the production 
capabilities. This gives a need for a stronger and closer relationship than any other interface. 

AstraZeneca is sourcing a high-complex products which takes understanding and education to be 
able to perform correctly. Therefore there is a great need for them to negotiate and discuss 
parameters involved in the process and to make the counterpart understand the user context of the 
product.  

5.3 Chinese Business Culture and Negotiating Style 

5.3.1 Technical Behavior 
 
According to Fang (1999) the Chinese are interested in technology intensive companies and put 
great emphazis on technology transfer. From the cases in our study we find little evidence of these 
charcteristics on the purchasing side. In theory Chinese are also interested in cooperating with 
large companies. In our study we have companies of very different size, with little difference in 
receptions by  the Chinese counterpart due to the size of the companies. However, the companies 
in our study tend to seek suppliers in their own size in order to get priority but not make the 
supplier too dependent of you. The empirical data do not show any difference in reception and 
preference due to the level of technology of the product or technological knowledge associated 
with the company.  
 
According to the empirical data the issue is rather finding suppliers with the right capabilities. 
There is no limit for what the Chinese can do, but the more complex a product gets the more 
detailed and advanced the communication has to be between production personell. It is a learning 
process when it comes to complex sourcing processes. Technically it is difficult due to the 
complexity of the product.  In AstraZeneca’s case the need for the Chinese counterpart to learn 
the complex  production process gave some complications. The language barrier brought the need 
for interpreters in order to be able to discuss details and processes. The lack of knowledge about 
specific terms in English gave some problems  as well as misunderstandings and frustration from 
needing to talk through someone else. Especially when it comes to high complex products the 
space for misunderstandings is little. The specific sourcing process described in AstraZeneca’s 
case is now pending, due to the lack of capabilities on the Chinese side. It is important to point out 
that AstraZeneca does not see this interuption as a failure, but rather as something positive since 
the Chinese counterpart shows honesty and responsibility in declaring that they need to enhance 
their capabilities in order to continue the sourcing process.  
 
In Ostnor’s case there was a need for the Chinese counterpart to understand the need of the end 
product. Through de-assemble the end product they made it possible for the supplier to understand 
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the necessity of precision in the production process. If the part they are to supply has a slight 
defect or difference from the specifications the end product is of no use. The more complex the 
product is, the greater the need is to make the supplier understand the function of the sourced 
product in relation to the end product.  

5.3.2 Commercial Behavior 
 
In theory Chinese are very price sensitive, which is something we cannot find support for in the 
the studied cases. The empirical data show that there is a preference for quality before price from 
the buying companies side. There is a possibility that the companies have paid some extra to 
ensure good quality, meeting the demands in price from the Chinese side. Something that is in 
correspondance with theory is the fact that the Chinese seek a long term commitment. For the 
Chinese business is much more than doing a quick deal. By approaching a Chinese supplier with 
the intentions of a long-term relationship the cooperation will benefit from this.  

Large team, vague authority: The Chinese counterparts, as found in the empirical study, always 
arrive to the negotiation table with a large team, you never meet a single individual negotiator. 
Often it is also difficult to know who is really possessing the authority. The Chinese negotiation 
delegation also sometimes includes personell not directly involved in the specific process and 
with little or no authority. It is therefore important to identify the ones with authority. This 
behaviour derives, according to theory, from the stratagems 4, 25 and 29.  

Hierarchy: During negotiations it is important to make sure that the people with this authority are 
present especially during the negotiations, otherwise there is a possibility that nothing will get 
done and no progress will be made. Since there is such high degree o hierarchy people at lower 
levels have hardly any authority at all, still being in the room. In some of the studied cases the 
Chinese counterpart has sometimes sent people with limited authority when it comes to price. 
This tactical behaviour is explained in theory by stratagem 11 and 18.   

Aversion for contracts: From the case studies we have found that there have been some problems 
in the establishments of contracts, where the vague attitude towards contracts from the Chinese 
party has been worrying. A contract in China is never finished; it is a more floating phenomenon 
than in the Western world of business. This could be traced to the confucian values in rather than 
making contracts, letting moral values regulate. The more trustworth you have proven yourself 
and good relationship you have built, the more obligated the Chinese feel to realize his or her 
undertakings. Furthermore, from the PRC point of view there has also been a lack of legal system 
in China since ancient time, partly due to the Confucian aversion to law and lawyers. With a 
history of poor legaslative systems, contracts have not played as big a role as they have in the 
Western world.  

Re-negotiate old issues: The empirical study also shows that the terms in the contracts suddenly 
can be changed from the Chinese side. In NCAB’s case the price of raw material changed for the 
supplier, whereupon representatives from the Chinese counterpart sent an email to every 
employee at NCAB explaining that the conditions have changed, and that the price for the product 
has increased. Instead of negotiating a new price, the supplier just informed NCAB that the price 
had changed. This behaviour derives from stratagem 12 explaining that the Chinese take the 
oppurtunity to press out additional profit. 
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5.3.3 Social Behavior 

Trust and relationship - Guanxi: On major difference when doing business with Chinese from 
Western practice, as found in the empirical study, is the imortance of relationships. There is a 
need to build a good relationship with your supplier, before advancing into the negotiation phase 
and also afterwards in keeping and maintaining it. The relationships are build on trust between the 
parties and the way to build trust is to always be honest and never betray your supplier. If you 
betray your supplier even once, there is a very low chace of regaining an rebuilding that trust, 
almost zero. Building a relationship takes time but is paying of due to less hassle when it comes to 
delivery and quality. The first time negotiating with Chinese is always the most difficult, but as 
the trust and relationship develops, the easier it gets. When a good relationship is built, the 
Chinese become very dutiful towards the counterpart. The first step in building trust, next to being 
honest, is by being present in China and to meet with the suppliers on a regular basis. It does not 
necessarily have to be a formal meeting, but an informal lunch is also a tool for maintaing the 
relationship. 

The importance of relationships seems to differ in different parts of China, where the southern 
parts have the characteristigs of a quicker, more Western way of doing business putting less 
importance on relationships. Furthermore, the importance of relationships also seems to differ due 
to the interface and complexity of the product. The more complex the production process is, the 
greater the need is to establish a good relationship. The more standardized a product is, the less 
need there is for relathionship building. 

The phenomenon of guanxi is important to have knowledge about. Both in building your own 
network but also to know that Chinese act and make decisions benefiting the guanxi, not always 
only himself. This behaviour derives from confusianism, where the collective is put before the 
individual.  

Time: The Chinese have a completely different perception of time, making everything taking 
more time. The Chinese also have a long-term orientation. By adapting to the Chinese perception 
of time, as found in the case stories, having a long term orientation when doing business in China 
seems to be very beneficial. Going to China with the mindset of doing a quick deal is out of the 
question, since building a relationship with the suppliers is of great importance. Building a good 
relationship takes time. 

Hierarchy: There is a difference in the level of hierarchy between many Western, but more 
significantly Swedish, companies and Chinese companies, making it a bit different in doing 
business. From the cases we can read that there is a need to get in contact with the right person on 
the Chinese companies, someone with the authority to make decisions.  

Swedish people are often used to treat everybody at the counterpart equal. When having a simple 
question they might contact the Chinese company asking that question to someone they think 
either has the authority to answer or at least bring it to someone in that position. But the answer 
“yes” in that occasion might not mean anything. In Western firms if you wonder something you 
can just call the counterpart and you will get a hold of the right person, while in China you might 
get your question answered, but by someone with no insight in the problem. This defined 
hierarchy within the Chinese companies can be traced to the PRC condition and the political 
heritage, where a high level of hierarchy is an ingredience which has tainted the business life in 
China. Although hierarchy is an ingrediene in the PRC, it derives from confucianism where age 
and rank is of great importance. As described in the theory of Fang (1999), sending someone to 
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negotiate with low rank or with low age might be seen as insulting. The cases show that this is an 
issue also on the purchasing side, however, the age is of less importance than the rank. A reason 
for this might be that due to the link between hierarchy and authority in China, sending someone 
with low rank is insulting since they then think that they do not have the authority. Age, however, 
is not bound to authority making it less important in the negotiation process.  

The concept of Face: The fear of losing face might sometimes be a problem in negotiation 
situations. Sometimes the Chinese will answer “yes” to a question they do not have the answer of, 
or even understand the question, in order not to lose face. The cases also show that it is a good 
idea to avoid reprimanding a Chinese in a group, bringing shame upon him or her. The concept of 
face is a confucian trait affecting the purchasing negotiation as much as a marketing negotiation. 
Another issue found in the cases is the culture of bargaining for the price. Bargaining the price, 
and not settling for an already low price, will make the Chinese negotiator keep his face in 
showing everybody in the room that he has not made a bad deal. 
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6. CONCLUSION 
Firstly, we present the themes that derive from our analysis of the empirical data. Secondly we 
present our conclusions pertaining to each research question. Thirdly, we give our thoughts on 
academic value. 

6.1 Major Themes 

We have found the interrelated varibles Sourcing Strategy, Negotiation Process and Chinese 
Business Culture and Negotiation Style as affecting the outcome of the negotiation with Chinese 
suppliers. Our framework below suggests that successful sourcing negotiations can be achieved 
by managing three dimensions; business relationship adaptations, communication and control and 
buyer-seller interaction. In each dimension we have found themes that will help us to answer the 
research questions, see Figure 5. 
 

 
Negotiation  

Process 

 
Chinese Business 

Culture and  
Negotiating Style 

 

 
Sourcing Strategy 

Negotiation  
Outcome 

Buyer-Seller Interaction / 
Closeness  

Business Relationship
Adaptation  

Business Coordination
and Control  

• Pre-existing Relationship 
• Use Local Chinese 

• Product Complexity 
• Sourcing Situation  
  Complexity 
 

• Mutual Understanding of Objectives 
• Attitude Towards Time 
• Perception of Trust 
• Managing Face 
 

• Guanxi as Means of Control 
• Access to Information 
• Focus on Similarities to Bridge Differences 
• Communicative Effectiveness 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5. Important themes in managing three dimensions of sourcing negotiations.  

6.2 Conclusions 

6.2.1 Research Question 1 

One of the major differences between marketing negotiations and purchasing negotiations seems 
to be the difference in power relations. There does not seem to be as much space on the 
purchasing side for the Chinese to use negotiation tactics as on the marketing side.  
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Culture has been given much attention in marketing negotiation literature as something that needs 
to be taken into consideration and is an obstacle. However, we have found that the culture is not 
as important on the purchasing side. The attitude towards culture on the purchasing side has more 
the character of seeing similarities which upon you can build a business relationship. What is 
important is a mutual understanding of objectives. Culture is the socio-cultural context in which 
learning take place. 

Lobbying is used on the purchasing side as well as the marketing side, but in a different way. 
Instead of having to convince the Chinese authorities of different things and to present the 
business in the country, the authorities can be used as help to research the market. Especially 
when you move outside the southeast-coast area the authorities’ sought for international 
investmenst and great help can be given. In these areas the authorities can also be used as a 
controlling instance towards the suppliers.   

On the marketing side a sales person approaches the potential Chinese buyers trying to sell their 
products as quick as possible to as many as possible. On the purchasing side the companies are 
sourcing a step in the supply chain, which calls for a much tighter intergration between the 
parties, involving personell from different parts of the company. More people are involved and 
much more effort is put on the relationship. 

6.2.2 Research Question 2 

There is a need to control and verify that what the Chinese supplier says is true and correct. For 
instance there is a need to go to the production location and physically verify that they have the 
capabilities and facilities they claim to have. Another issue is that Chinese never tell you if they 
have done something wrong. We have found several cases where the Chinese supplier knows that 
the product is defect, yet he sends it half way around the world in order to keep his face.  

Negotiations with Chinese are time consuming, especially in the pre-negotiating face. Also, the 
adaptation, coordination and control in the post-negotiation phase are very time consuming. 

Chinese are long-term oriented and expect a long term commitment. First Chinese want to get to 
know you before going to the negotiation table to see if you are trustworth and to build a 
relationship. Chinese do not do business with your company, they do business with you.  

6.2.3 Research Question 3 

The more complex the product and the complexity of the sourcing situation are the more difficult 
the negotiation process becomes. The complexity puts significance on involvement may make it 
inherently more difficult for buyers and sellers to interact with different languages, cultures, and 
laws. Communication has been found to be a problem, especially when it comes to technical 
discussions between production personell, mostly due to the language barrier. Supplier 
involvement on project teams seems to be even more important when sourcing projects with high 
product complexity. Culture does not seem to be any issue at all in sourcing situations; in for 
example the textile industry and the cast industry in this study, but the culture is considered to 
play more important role in high-tech industry. We find reasons to believe that the differences in 
cultural background and industry traditions provide a foundation for learning. In sourcing projects 
that require transfer of intangible intellectual property rights, the weak implementation of law is a 
risk that must be compared with the benefit of the sourcing. The use of interface does also play a 
part. The complexity of the product itself is not the problem, sourcing a complex end product 
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already developed by the supplier gives few problems. When the use of product is abstract and/or 
not well understood by the Chinese or when the production process is unfamiliar, there is a need 
to educate the counterpart. These supplier relationships get costly because interaction, adaptation 
and coordination and control entail cost. 

The sourcing complexity is very high in China because of the distance, availability of required 
information and the awareness of available suppliers. Our study shows that the sourcing 
complexity may be reduced by using local Chinese in the supplier selection process or/and only 
evaluate suppliers with a proven track-record. Our study also shows that buyers, despite the 
possibility, often chose not to source high complex products to China, but focusing on sourcing 
low complex products. Most companies in our study has high techology inside the company but 
choses to source products of low complexity to China, due to the fact that it is easier and puts less 
significance on involvement. 

6.3 Academic Value 

Previous research on sourcing negotiations is limited. However, this study is based on empirical 
investigation and test existing theories and shows that major similarities between marketing and 
sourcing negotiations theories exist. This study suggest that successful sourcing negotiations can 
be achieved by managing three dimensions; business relationship adaptations, communication and 
control and buyer-seller interaction. 

Implication for theory is that a strong relationship to your supplier and a long-term approach is 
not only important when it comes to high-complex products. We conclude from this study that 
there is need for a long-term approach and tight relationship with your supplier also when it 
comes to standardized products. Most cases in our study regards low-complex products, yet 
instead of picking out suppliers and play them against each other and switch supplier in order to 
gain a slight decrease in price the case companies pick out one or a few suppliers with a long-term 
cooperation as intention, advocating quality above price. 

6.4 Suggestions for Further Research 

One limitation of this study is that it only examines one end of the dyad, the supplier side. The 
study could be complemented by conducting a similar study with Chinese company selling 
products to Western companies. It would also be valuable expanding this study by investigating 
the participating suppliers’ counterparts in China. 
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Appendix A 
 
Case Story Questionnaire 
 
Introduction 

The case studies in our thesis are based on story-telling methodology. It is therefore important that 
the interview focus on a specific sourcing negotiation situation in China. We would like you to 
recall a specific project, within your present company, where you could decribe the negotiation 
process, when it took place and what was negotiated and who was involved. Although, we are 
interested i describing a real situation, there is no need to reveal any sensitive information. 
Different perspective from other people involved in the specific project is also beneficial. In the 
interview we will use the following questions as guidance, not as a frame, and as the story 
develops new questions will arise. 

Background 

 When did your Company enter into China? When did your Company start to source from 

China? 

 What was the main reason for your Company selecting Chinese suppliers? How do you 

select your suppliers? What were the selection criteria? 

 What product and/or services did the specific sourcing project involve?  How did you 

define whether to develop the product and/or services internally, jointly or externally? 

What were the criteria?  

 Who were involved (i.e. what departments, local or central resources) in your company in 

the sourcing project? Who were involved at your Chinese counterpart? 

How can the process of sourcing negotiation as experienced in the specific project by you be 

described? 

 Are there any general stages in the process that can be distinguished? 

 Can you describe the activities that took place during the negotiation process? What 

activities do you consider to be the most important in order to successfully negotiate with 

your Chinese counterpart? 

 How much effort and time did you put in each stage and accordingly the activities 

associated with each stage? 

 Do you have any previous experience from marketing negotiations in China? Do you 

experience any similarities and/or differences from a process perspective? 
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What themes did you experience the most important to negotiate successfully in the specific 

project? 

 How was the successfulness of the project assessed in terms of the themes considered the 

most important? What were the largest gaps? Why? What would be the result if the 

negotiation and fulfillment of the project took place today? 

 What were the three key challenges when negotiating the sourcing project? 

 Does your company have any specific concerns when sourcing from China (e.g., 

intellectual property rights, ethical treatment of local labour, environmental impacts)? 

Where any of your concern enforced in this specific project? How? 

How can your experience of sourcing negotiation with Chinese and business tactics used by 

Chinese negotiators in the specific project be described? 

 In your experience, what are the three most important cultural characteristics that 

influence on sourcing negotiating with Chinese? How did you benefit from your 

understanding of the influence of culture in the specific project?  

 What business tactics were used by your Chinese counterpart? Do you recognize any 

differences from negotiations with Western suppliers? 
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Appendix B 
Case I: NCC:  Jan Lindblom, Asia Pacific Manager, 2006-04-02 
  Anonymous, International Purchaser, 2006-05-01 

Case II:  AstraZeneca: Eric Teneberg, Global Sourcing Manager, 2006-04-03 
  Mattias Nyström, Business Development Manager, 2006-04-03 

Case III: H&M: Björn Palmqvist, Production Director Asia, 2006-04-03   

Case IV: Ericsson: Gunnar Wallin, Procurement Manager, 2006-04-11 

Case V: Ostnor: Anders Eklund, Group Purchasing Director, 2006-04-06 

Case VI: Fagerhult: Stefan Ståhl, Purchasing Manager, 2006-04-05 

Case VII: CPP: Göran Jos Osson, VD CPP AB, 2006-03-27 

Case VIII: NCAB: Anna Lothsson, Strategic Purchaser, 2006-05-02 
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Appendix C 
 
Chinese Stratagems as presented by Fang (1999) 
 
Stratagem 1: Cross the Sea Without Heaven' s Knowledge (Man Tian Guo Hai) 
 

Deceive the Emperor (Heaven) into sailing across the sea by inviting him into a seaside city that is in reality a huge 
camouflaged ship. Hide the deepest secrets in the most obvious situations. 

 
 

• Deception of investors: Some Chinese state-owned enterprises attracted "unethically" unwary foreign business people 
for investment by covering up their dismal internal problems and exaggerating the competitive advantage that their 
facilities can provide (Chen & Ying, 1994). 

• The Chinese may not give an overt indication that negotiation has moved from discussion stage into the final rounds 
(Seligman, 1990). 

• Frequent misunderstandings and misinterpretations, half truths, or white lies can be found on the part of Chinese 
negotiators (Knutsson, 1986a, 1986b). 
Using false authority: The Chinese may allude to supposed local practices or government "secret regulations" to push 
the foreign negotiator to give what they want; what the Chinese say may be based simply on rumor or on the desires of 
their group (Blackman, 1997). 

 
 
Stratagem 2: Besiege Wei to Rescue Zhao (Wei Wei fiu Zhao) 

 
Save the state of Zhao by besieging the state of Wei, whose troops are out attacking Zhao. Avoid the strong to attack    

the weak. 
 
Identify and attack the adversary's vulnerabilities in either his position or his personality (Kazuo, 1979; Seligman, 1990). 
 
 
Stratagem 3: Kill With a Borrowed Knife (fie Dao Sha Ren) 
 
Make use of outside resources for one's own gain. 
 
• Play competitors off against each other: The Chinese have been known to invite several competing suppliers for negotiations 

at the same time, often in the very same building (Pye, 1982; Schnepp, von Glinow, & Bhambri, 1990; Seligman, 1990). 
• Chinese are diabolical note takers, and they consider it fair game to throwyourwords back inyour facewhenever it serves 

theirpurposes (Seligman, 1990). 
•  The requirement that all joint venture contracts must be approved by the Ministry of Foreign Relations and Trade gives the 

Chinese a formidable "government card" to play: The Chinese negotiator can threaten that unless the foreign company accepts 
the Chinese requests, the transaction in question will not be approved by the  government institutions (Chang, 1987) . 

 
Stratagem 4: Await Leisurely the Exhausted Enemy (Yi Yi Dai Lao) 
 
Relax and preserve your strength while watching the enemy exhaust himself  
 
• Play home court; important negotiations always take place on Chinese soil (Pye, 1982; Seligman, 1990). 
• The Chinese are skilled at controlling the schedule and timing of the negotiation (Pye, 1982; Seligman, 1990). 
•    The Chinese arbitration organization is impartial: The Chinese insist that disputes be arbitrated in Beijing  before the Foreign 

Economic and Trade Arbitration Commission of the China Council  for the Promotion of International Trade (Chang, 
1987).  

• The Chinese negotiating team usually outnumbers that of the foreign counterpart (Seligman, 1990). 
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Stratagem 5: Loot a Burning House (Chen Huo Da fie) 
 
Take advantage of the opponent's trouble or crisis. 

 
• Use the Chinese "fishing" tactic-that is, take advantage of foreign business people's lack of knowledge of the 

local market (Chen & Ying, 1994). 
• Exploit the opponent's uncertainty, inconsistency, and divergent interests. 

 
Stratagem 6: Clamor in the East but Attack in the West (Sh eng Dong ft )G) 
 
Devise a feint eastward but launch an attack westward. 
 
• Chinese negotiators are frequently less than candid about their actual needs at the initial stage (Seligman, 1990). 
•   The Chinese deliberately discuss small matters or make unexpected and ridiculous demands, and spend much 

time arguing about them, thereby drawing the other party off the main course (Blackman, 1997). 

 
Stratagem 7: Create Something out of Nothing (Wu Zhong Sheng You) 

 
  Make the unreal seem real. Gain advantage by conjuring illusion. 
 

"The Chinese negotiator's job was not to evaluate the merits of a particular position and work out solutions. His 
job was to say no for as long as possible" (Lavin, 1994). 

 
Stratagem 8: Openly Repair the Walkway but Secretly March to Chen Cang (An Du Chen Cang) 

 
Play overt, predictable, and public maneuvers (the walkway) against covert, surprising, and secretive ones (Chen 

Cang). 
 

• Chinese negotiation is full of surprises; the Chinese tend to make sudden demands and changes (Stewart & Keown, 1989). 
• The Chinese negotiate openly with one supplier but secretly with another (Seligman, 1990). 

 
Stratagem 9: Watch the Fire Burning From Across the River (Ge An Guan Huo) 
 
Master the art of delay. Wait for favorable conditions to emerge. 
 
• The Chinese are masters of the art of stalling while keeping alive the other party's hopes; they freely use stalling tactics and 

delays (Pye, 1982). 
• Time is on the Chinese side. They can use it to wait you out (Seligman, 1990). 
• One of the mild bluffs that the Chinese occasionally employ is a posture of "We can wait until the time is ripe" (Kazuo, 1979). 
 
Stratagem 10: Hide a Knife in a Smile (Xiao Lj Cang Dao) 

 
Hide a strong will under a compliant appearance, win the opponent's trust, and act only after his guard is down. 
 

  • "Foreign friends speak first" (Knutsson, 1986a, 1986b); "You are our old friend" (Blackman, 1997). 
 • The Chinese notion of friendship and hospitality is a double-edged sword (Worm, 1997); the graciousness and the       

bountifulness of Chinese hospitality make it awkward on the part of foreign negotiators to be too business-like in starting 
negotiations (Pye, 1982; see also Stratagem 31). 
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  •     Chinese negotiators seem to have a double-sided personality- both obstinate and flexible and both aggressive and 
conciliatory (Pye, 1982), 

  •     Chinese hospitality causes many foreign business people to make unrealistic promises (Pye, 1982;  see also Stratagem 16). 
   •     The Chinese often use the "friendly" banquet to put one to the test (Dunung, 1995). 
 
 

Stratagem 11: Let the Plum Tree Wither in Place of the Peach Tree (LiDai Tao fiang) 
 

Make a small sacrifice to gain a major profit. 
 

• The frontline Chinese negotiators tend to take a sharper position than that of their superiors, who usually are involved at 
the beginning and the final phases of negotiations (Pye, 1982). 

• The Chinese team is a combination of the "white-face" (good-guy) and "red-face" (bad-guy) people.  
• The Chinese have been known to exploit the rotation of new faces on the foreign team. The newcomers on the foreign 

team may find it very hard to refute the Chinese claims of previously "established understanding" (Chen, 1993). 
 
 
Stratagem 12: Lead Away a Goat in Passing (Shun Shou Qian Yang) 

 
Take advantage of opportunities when they appear. 

 
• "Mooching" is a popular and accepted form of behavior among the Chinese; the Chinese often expect something to be 

tossed in for free when they buy goods. This expectation of a little something extra extends to international trade (Chu, 
1991). 

• The following is an example of Chinese trying to get more than originally agreed: After the agreement, the Chinese had 
gone through every contract signed with the foreign company in any part of China during the previous 7 years and 
wanted all the items ever given in those contracts included in the current one. They said everything was OK, except that 
the foreign company should provide four service vans (Blackman, 1997). 

• The Chinese frequently reopen negotiations in an attempt to press out additional profit (Eiteman, 1990; Pye, 1982; 
Schnepp et al., 1990; Seligman, 1990). 

• The Chinese view negotiation as an opportunity to elicit as much information as possible and train themselves (Seligman, 
1990; Warrington &McCall, 1983). 

 
 

Stratagem 13: Beat the Grass to Startle the Snake (Da Cao ftng She) 
 
       Use direct or indirect warning and agitation. 
 
     •  Keep silent: It is fundamental to the Chinese negotiating style to insist that the other party reveal its interests first while   

the Chinese mask their interests and priorities (Pye, 1982) 
• The Chinese typically do not prepare a Chinese draft until they have received the first one in English (Schnepp et al.,  

19901. 
• Apply pressure to the other party and test the reactions (Seligman, 1990). 
• The Chinese often ask many probing questions, encouraging you to tip your hand (Seligman, 1990; Yuann, 1987). 
• Use "shaming" technique, showing anger and so on: The Chinese genuinely believe that people will be shattered by the 

shame of their faults, and they will attempt to use ostensible transgression to embarrass one into doing things their way 
(Pye, 1982; Seligman, 1990). 

 
 

   Stratagem 14: Borrow a Corpse to Return 
 

According to popular Chinese myth, the spirit of a deceased may find reincarnation. Revive something "dead" by 
decorating or expressing it in a new face. 

 
"Rest on big mountain" tactic: The "dying" Chinese companies view tcaming up with a foreign partner in a joint venture as a 
means to solve their financial, technological, and management problems (Chen, 1996; Chu, 1991).  
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Stratagem 15: Lure the Tiger to Leave the Mountains (Diao Hu Li Shan) 
 

Draw the opponent out of his natural environment from which source of power comes to make him 
more vulnerable to attack. 

 
• Control negotiation location, schedule, and use China's ubiquitous standard form contracts (see Stratagems 4 

and 22). 
•   When negotiations take unexpected turns and they need time to sort out their own position, the Chinese can 

declare a day of rest and send the other party off sightseeing (Seligman, 1990). 
 

Stratagem 16: In Order to Capture, First Let It Go (Yu Qin Gu Zong) 
 

The enemy should be given room to retreat so that he is not rced to act out of desperation. 
 

• Chinese hospitality causes foreign business people to make unrealistic promises (Pye, 1982; see also 
Stratagem 10). 

• A Chinese "offensive tactic" is calling the other side's initial concessions or flexibility "a certain progress" 
and urging him to offer further concessions (Kazuo, 1979). 

 
 

Stratagem 17: Thss out a Brick to Attract a Piece of jade (Pao Zhuan Ym Yu) 
 

Trade something of minor value for something of major value in Echange. 
 
• The Chinese are extremely price sensitive; price is uppermost in the minds of Chinese negotiators 

(Frankenstein, 1986; Pye, 1982). 
• "Double standard" tactic: The Chinese tend to apply a double standard to contract compliance; they tend to 

be specific and deal with concrete matters only if they affect the Chinese, whereas issues of concern to 
foreigners are dealt with at the general level (Frankenstein, 1986). The Chinese are extremely interested in 
the contract language; in a joint-venture negotiation, the Chinese team may 

 
 

Stratagem 18: To Capture Bandits, First 
 
Deal with the most important issues first. 
 

 •     The Chinese deal only with the "best": They do business only with the best firm and buy the most advanced technology (Chu,   
1991; Knutsson, 1986a, 1986b; Pye, 1982). 

• The Chinese expect to open negotiations with "big guns"-the top foreign business executives (Pye, 1982). 
• The Chinese are unwilling to negotiate with opponents who are much younger or have a lower position than that of the 

Chinese.  
 
 

Stratagem 19: Remove the Firewood From Under the Cooking Pot (Fu Di Chou Xin) 
 
Avoid confronting your opponent's strong points and remove the source of his strength. 
 

•   A former Chinese manager in the joint venture setup a rival company across the street and diverted materials from the joint 
venture to his new company to produce the same products (Roberts, 1997a). 

 • The "quality versus price" tactic: Attack your price if your quality is high; attack your quality if your price is low.  
 

Stratagem 20: Muddle the Water to Catch the Fish (Han Shui Mo Yu) 
 

Take advantage of the opponent's inability to resist when put in a difficult and complicated situation. 
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    "Attrition" tactics: Engage a variety of programs and protracted negotiations, causing physical and psychological 
inconveniences on the part of the opponents; "The Chinese subjected us to verbal and almost physical bashing. They really do 
work at gettingyou angry and wearing you down and getting you to agree to what are pretty unreasonable terms" (Blackman, 
1997, p. 113).  “Excessive entertaining in the evening can also take the edge off a foreign negotiator's attentiveness" 
(Hinkelman, 1994, p. 169). A tactic that the Chinese use is to reshuffle elements of the deal in a rapid and complex way so as 
to confuse you (Knutsson, 1986a, 1986b). 

 
Stratagem 21: The Golden Cicada Sheds Its Shell (fin Chan 7ho Qiao) 

 
Create an illusion by appearing to present the original "shape" the opponent while secretly withdrawing the real 

"body" from nger. 
 

• If the Chinese have chosen not to pursue further negotiations with you, they may communicate this only indirectly by 
putting excessive demands on you, making you the breaching party (Seligman, 1990). 

• It is common that after weeks of negotiations, the foreign company receives a telephone call from the so-called 
"information link" in Hong Kong or China who can offer the inside information and support but asks for commission of 
2% or 3% of the contract value. It is believed that the money is shared by the Chinese negotiation team leaders 
(Leijonhufvud & Engqvist, 1996). 

 
Stratagem 22: Shut the Door to Catch the Thief (Guan Men Zhuo Zei) 

 
Create a favorable enveloping environment to encircle the oppont and close off all his escape routes. 

 
• A common tactic that the Chinese use is to ask you, upon arrival, the date and time of your departure flight (Dunung, 

1995); if the Chinese know when you intend to leave, they can manipulate the schedule to squeeze you by concentrating 
the haggling over the most important issues into the last day or two (Seligman, 1990). 

• The Chinese propose the negotiation "deadline" by announcing that the signing ceremony and banquet to be attended by 
high-ranking 

 
 

 
Stratagem 23: Befriend the Distant States While Attacking the Nearby Ones (Yuan fiaofin Gong) 

 
Deal with the enemies one by one. After the neighboring state is conquered, one can then attack the distant state. 
 

     The Chinese may try to split a foreign team by befriending subordinate members of the team; they may use information 
gained from the subordinate members to unsettle the chief negotiator and the foreign team (Blackman, 1997). 
 
 
 
Stratagem 24: Borrow the Road to Conquer Guo (fia Dao Fa Guo) 
 

Deal with the enemies one by one. Use the nearby state as a springboard to reach the distant state. Then 
remove the nearby state. 
 
In establishing a joint venture, a primary Chinese motivation is to use the foreign partner's proprietary technology 
and international marketing, sales, and distribution networks to facilitate export from China (Chen, 1996; Farhang, 
1994; Mann, 1989). 

The Chinese may be less interested in concluding a deal than in gleaning information that they can put to use in 
parallel negotiations with the competition (Seligman, 1990). 
 
 

Stratagem 25: Steal the Beams and Change the Pillars (Tou Liang Huan Zhu) 
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In a broader sense, this stratagem refers to the use of various Aacement tactics to achieve one's masked 
purposes. 
 

• It is not uncommon for the Chinese to switch negotiators and to change the terms of a deal even after a long 
period of discussion (Dunung, 1995). 

• To destabilize the foreign negotiator when discussions are not heading in their favor, the Chinese side will 
change both negotiators and the location of the negotiation. When a new negotiator is brought in, negotiations 
start again from the beginning, and former understandings are negated (Blackman, 1997). 

• "Water in glass" manipulation. 16  
 

Stratagem 26: Point at the Mulberry Tree but Curse the Locust Tree (Zhi Sang Ma Huai) 
 

Convey one's intention and opinions in an indirect way. 
 

Feign anger: Chinese negotiators sometimes use displays of temper to try to get what they want. The Chinese 
may go so far as to pack up their papers with a flourish and storm out of the negotiating room (Chang, 1987; 
Seligman, 1990). 

 
 

Stratagem 27: Play a Sober-Minded Fool (fia CM Bu Dian) 
 

Hide one's ambition to win by total surprise. 
 

•    Pretend to be an "ignorant!' (Mann, 1989) or absentminded negotiator.  
•  The Chinese steel themselves against feelings of empathy and are quick to move aggressively if they sense 

that the other party has problems (Pye, 1982). 
•  The Chinese can keep 5 minutes of total silence, making the other party volunteer an answer (Schnepp et al., 

1990). 
 

Stratagem 28: Lure the Enemy Onto the Roof, Then Take Away the Ladder (Shang Wu Chou Ti) 
 

Lure the enemy into a trap and then cut off his escape route. 
 

•  Take advantage of the adversary's time schedule: Squeeze him out and sign the contract shortly before his   
scheduled departure for the airport (Mann, 1989). 

• The Chinese sometimes push you to the brink of terminating the negotiations to determine your true bottom   
line (Seligman, 1990). 

 
 
 
 
Stratagem 29: Flowers Bloom in the Ree (Shu Shang Kai Hua) 

 
One can decorate a flowerless tree with lifelike but artificial flowers attached to it so that it looks like a tree 

capable of bearing flowers. One who lacks internal strength may resort to external forces to achieve his 
goal. 

 
•  Use the "external force" (e.g., "government approval" and "internal regulation") to gain bargaining power 

(Chang, 1987; Seligman, 1990). 
• The Chinese employ "swaying tactics" (Kazuo, 1979) to undermine the position and prestige of the other 

negotiators: They will not hesitate to discuss historical, political, and personal issues if they sense that these 
may be effective (Kazuo, 1979; Seligman, 1990). They also link international political issues with commercial 
negotiations (Frankenstein, 1986). 

•  The Chinese insist that to keep good governmental relations the level of business must be increased (March, 
1994). 
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•  The Chinese can use interpreters strategically-for example, an English-speaking Chinese negotiator may use the 
translation process to observe the other party's nonverbal behaviors and to get twice the response time 
(Graham & Herberger, 1983). 

•   Borrow the foreign partner's strength to deal with Chinese bureaucracy (Seligman, 19901. 
 
Stratagem 30: The Guest Becomes the Host (Fan Ke Wei Zhu) 

 
Turn one's defensive and passive position into an offensive and 

ctive one. 
 

• Play the card of "the last big market on the planet"; it is always the foreign business people who are seeking 
favors from China (Eiteman, 1990; Pye, 1982. 

• Use China's economic weakness as a bargaining point: The Chinese try to get a Westerner to understand their 
problems and then push him for a concession, and they will not hesitate to point out that the foreign company 
has far greater resources than the Chinese party (Frankenstein, 1986; Seligman, 1990). 
 
 

Stratagem 31: The Beautifid Woman Stratagem (Mei Ren fi) 
 

 

Use women, temptation, and espionage to overpower the enemy: Utach importance to espionage, 
intelligence, and information collecting. 
 
•    Capture your feeling of kindness; manipulate friendship and obligation (see Stratagem 10). 
• Use social activities (i.e., banquets, sightseeing, karaokc bar, and gifts) to size up the other party.  
•   Espionage: A Chinese organization will collect all the information it can about a foreign company from other 

Chinese organizations (Yuann, 1987). 
 

Stratagem 32: The Empty City Stratagem (Kong Cheng fi) 
 
If you have absolutely no means of defense for your city~ and you openly display this vulnerable situation to 
your suspicious enemy by ust opening the city gate, he is likely to assume the opposite. A leliberate display of 
weakness can conceal the true vulnerability and thus confuse the enemy. The stratagem also implies a 
situation in which the opponent is manipulated with "emptiness" and can also be used to mean something 
with a grand exterior but a void interior. 
 

• "Your silence means Yes": The Chinese may make use of foreigners' stereotypes about China (e.g., cultural 
complication and political bureaucracy) to their advantage. They "consciously" misinterpret anything one says 
and turn things around to their way (Knutsson, 1986a, 1986b).  

• The Chinese often say, "if you give us this product at a very low price, your future success in China will be 
guaranteed" (Knutsson, 1986a,1986b). 

• "Along the way, the Chinese negotiators offered a series of empty 
 concessions" (Lavin, 1994, pp. 19-20). 

 
 
 

Stratagem 33: The Counterespionage Stratagem (Fan flan ii) 
 
When the enemy's spy is detected, do not "beat the grass to startle the snake" but furnish him with false 
information to sow discord in his camp. Maintain high intelligence and alertness. 
 

•   The Chinese do their homework (i.e., planning and information collecting) well (Schnepp et al., 1990). 22 
•   The Chinese are suspicious of everything; they seem to always be worried that foreigners are trying to cheat 

them (Knutsson, 1986a, 23 1986b). 
•   Apply calculated pressure to the ethnic Chinese (or Chinesespeaking persons) on the foreign team, making 

them not an automatic advantage for the opponents; overseas Chinese on the foreign team are far more likely 
to be pressed for kickbacks from the Chinese side and may be treated poorly when they fail to comply (Chen, 
1993; Seligman, 1990). 
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Stratagem 34: The Self-Torture Stratagem (Ku Rou ft) 

 
Display one's own suffering to win sympathy from others. 

 
• The "We are very poor, indeed" tactic: "Frank" exposure of China's backwardness (e.g., lack of foreign 

exchange) to gain a bargaining advantage-China is a very poor country and cannot afford to pay the price 
foreigners ask (Seligman, 1990). 24 

• The Chinese have every expectation that it is only right for the better off or richer partner to bear the heavier 
burden without protest (Pye, 1982; Seligman, 1990). The Chinese expect that people are somehow quite 
naturally going to help them and, equally naturally, want to do it for nothing (Schnepp et al., 1990~. 

 
Stratagem 35: The Stratagem of Interrelated Stratagems (Lian Huan fi) 

 
This stratagem combines various stratagems into one interconnected arrangement. it is also the deliberate 

planning of a series of stratagems. 
 

A number of Chinese stratagems might be at work at the same time; several tactics are systematically used by 
Chinese negotiators, such as controlling location and schedule, utilizing weaknesses, using the shame 
technique, pitting competitors against each other, feigning anger, rehashing old issues, and manipulating 
expectations. 

 
Stratagem 36: Running Away Is the Best Stratagem (Zou Wei Shang fi) 

 
"A good fighter flees from the danger of the moment": Run away when all else fails. Endure temporary 
disgrace and losses to win ultimate victory.  
 
 •     The Chinese generally try to avoid or postpone direct confrontation (Chen, 1993). 
• "The Chinese said, 'You cannot threaten us. This will hurt you more than it will hurt us. We have lived without 

trade with the United States for five thousand years, and we will do so for five thousand more, etc."' (Lavin, 
1994). 

• The "everything is in China" perspective or the "long-term" negotiating tactic: The technology will remain in 
China, and the foreign partner will be gone after a period of years (Seligman, 1990). 

•     "The real problems don't come in negotiating the deal-the real problems start after you sign the contract"    
(Hendryx, 1986, p. 75). 
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