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ABSTRACT

The purpose of the study was to determine the ratemal entry strategies used by
Huawei to enter the telecommunication industry enia. The research design used in
the study was case study. The researcher usedviewerguides as the main data
collection instrument from the sampled employeethatcompany. The study targeted 5
employees in the management levels of the compamyalitative content analysis was
employed to analyse the respondents’ views abauintiernational entry strategies used
by Huawei Technologies Co. Ltd. The data was tlogted to enable the researcher made
explanatory assertions. The study found out thexietlare different entry strategy used by
Huawei to enter the telecommunication industry enia and these were International
entry strategies, exporting strategy, licensin@tetyy, joint venture strategy and full
ownership strategy. Exporting strategy is wherelopmpany sells its physical products
which are manufactured outside the target couwntiheé target country though exporting
is generally viewed as a low commitment form of kearentry, it is not as easily
classified on this continuum. Licensing and frasoig strategy is whereby non-equity
associations between an international company gpatty in the host country in which
technology or management systems are transferrdtetbost party. Joint venture as an
arrangement whereby the firm is required to shgtety and control of the venture with
a partner from the host country and participatioaynvary with some companies
accepting either a minority or majority positiorhel other strategy the study found out
was full ownership strategy whereby the parent camygakes 100% equity stake in the
operation in the foreign country.

The study concluded that the choice of Kenya asasket for Huawei products has
enlarged the opportunities in Kenya and the nearaskets especially in the East African
countries. It also concluded that the telecommditioa industry in Kenya has been
characterized by a price war in recent years faligwthe market entry of the third and
fourth network. It also concluded that being a igmeindustry in the Kenyan market
Huawei has faced challenges that have affectebiability its operations and has
forced them to streamline their operations in depkely new revenue streams in an
environment of falling average revenue per useths voice market. The study also
concluded that joint venture strategy was the mposterred as a market entry and that
they were significant risk associated with the fation of a joint venture arrangement
and that foreign market entry strategy decisions éeolved and as a result important
decisions on entry strategy had to be examinedfaéactors involved in firms’ foreign
market entry. The study made recommendations basedhe International entry
strategies used by Huawei to enter the telecommtiaic industry in Kenya as follows:
Huawei Company should do all that is possible abtsupotential partner's business
practices and financial condition, as well as higlity to complete the proposed and on-
going projects; specifically outline all aspects aafntract administration in the joint
venture agreement; develop early in the relatigndistributions to joint venture partners
and cash management plans in order to considerhwpactner controls the cash and
make well thought out decisions since they keep\aiving.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the study

There are many options for entering into an oversearket .Choosing the right strategy
depends on a number of considerations. The chaiténwolve a trade-off between the
amount of control an organization wants and theellef commitment of resources.
Before choosing a market entry strategy, an orgdioia should take time to evaluate its
business standing, its strengths and weaknesskssalo (2008). According to Lynch
(2008), it is important for an organization to ureland how business is conducted in an
industry of interest and more specifically in itgget market. International experience
that a company has also plays a major role in ngakippropriate decision on market
entry. The other important factor is how much fioans available for utilization in
achieving this objective as well as organizatide\gel of ability, resource capacity and

entry options best suited for its products or s®vi

As Lovas and Ghoshal (2000) noted, the internatibnainess offers the possibility of
exploiting three sources of the competitive advg@atainavailable for the national
companies; global efficiencies, the multinationdxibility and worldwide learning

process. The international firm can improve itscefhcy either through its location
advantages, or through the scope or scale econoftiedirst ones appear when locating
the production subsidiaries in any place of theldvan order to have the lowest cost of
production or distribution, or the highest qualigf goods and services. The
multinationals may reduce their costs achievinglescaconomies. Moreover, by

expanding the production lines in every countrytéeter, the companies may also enjoy



scope economies. In this situation, not only doy tbet the production and marketing

costs, but also they intensify the lowest line-lsve

Driscoll, (2005) makes a distinction between thbeead groupings of foreign market
entry modes; export, contractual and investmengdhakeegan (2003) notes that most
classifications of market entry modes contain aygéyeric categories, such as direct or
indirect exporting, franchising, licensing, joinenturing, partially or wholly owned
overseas subsidiary, management contracting antlacormanufacturing. Market entry
mode selection is a particular case of the widerstten process category often referred
to in the literature as market servicing decisigBarker & Kaynak, 2002; Benito &
Welch, 2004). According to Root (2004), three bagproaches to entry mode selection
are possible: selection in absence of any markiey strategy, or “the sales approach”
characterized by, among others, short time horizoosystematic selection criteria, few
product adaptations and no effort to control ovassdistribution; selectioim accordance
with an existing market entry strategy (i.e. nad Eve or pragmatic rules (Root, 2004)); and
selection which considers some strategy rule(s)iamolves systematic comparisons of

alternative modes available.

1.1.1Concept of International Business

Daniels, Radebaugh and Sullivan, (2007) describésriational Business (IB) as all
transactions that take place between two or mag®ms, countries and nations beyond
their political boundaries that are commercial iatune they include private and
governmental, sales, investments, logistics, amaghsportation transactions. Usually,

private companies undertake such transactions rfafit;pgovernments undertake them



for profit and for political reasons. InternationBlisiness refers to business activities
which involve cross border transactions of goodsyises, resources between two or
more nations. Transaction of economic resourcesideccapital, skills, people etc. for

international production of physical goods and mew such as finance, banking,

insurance, construction etc. (Joshi, 2009).

Daniels, Radebaugh and Sullivan, (2007) indicated énterprises that are involved in
International Business are referred to as muliomati enterprises (MNES). Therefore,
MNEs are companies that have a worldwide approacharkets and production or one
with operations in more than a country often cahedtinational corporation (MNC) or
transnational company (TNC). MNE is an efficienteag for transferring capital,
managerial skills, culture, technology, industrdkaow how, product design, line and
brand name, and goods and services across couritids also transfers information
such as its superior information gathering abilligadquarters discoveries, and exploit
opportunities beyond the domestic market. MNE oaar lthe risks of ventures great size

and financial strengths better than the domestigcpamy can do.

1.1.2International entry strategies

The issue of market entry strategy continues toobgreat interest to international
business academics and practitioners (Malhadragl., 2003; Mayrhofer, 2004). The
chosen market entry strategy is important as iterde@hes the manner in which
multinational enterprises (MNEs) develop and impem marketing programs,
coordinate business activities both within and senmarkets, and ultimately the MNESs'

success in foreign markets (Malhoteh al., 2003). From a market entry strategy



standpoint, one of the greatest challenges for MMEssting abroad is overcoming the
liability of foreignness (LOF), i.e. the liabilityassociated with foreign operations

(Mezias, 2002; Miller and Parkhe, 2002).

Market entry strategies are inherently difficult.film’s managers need to consider the
influence of numerous factors both internal aneéedl to the firm in deciding when and
how to enter a market with a new product (Lieberraad Montgomery, 2001). Firms
face a particularly difficult decision of planninghen it is best to enter a market with a
new product in response to a market introductioa pfoneering new product by a major
competitor. When the competitive stakes are higis, ¢learly in a firm’s best interest for
its management to plan carefully such a marketyantring decision by giving careful
consideration to a broad array of information idlohg information on the competitor,
the competitor's product offering, the market, ahe firm’s internal resources and

product offerings.
1.1.3 Telecommunication in Kenya

Telecommunication in Kenya dates back to thd" entury with Kenya's earliest
telecommunications connections to the outside wadde the submarine cables linking
Zanzibar, Mombasa, and Dar es Salaam laid by tlséeEa& South African Telegraph
Company in 1888. Internally, the construction dekegraph network began with a 200-
mile coastal line linking the port city of Mombawé&h Lamu. Extension into the interior
of the country began in 1896 in conjunction witle thuilding of the railway system,
forming a dual "backbone" for Kenya's communicatiorfrastructure. Telephone service

soon followed. In 1908, the public telephone netwbegan service in Nairobi, the



capital, and in Mombasa. In Nairobi that year, sagh telephone subscribers were

connected.

Since the beginning of the liberalization of theeéemmunications sector in 1999, Kenya
has seen fast Internet growth and even faster mm@bibne growth. Encouraged by this
development, the government has plans to turn Kany@ East Africa's leader in
Information and Communications Technology (ICTh&1999, Kenya has experienced
radical changes as the liberalization process etélecommunications sector began. Of
vital importance to the process was the establishm& the Communications
Commission of Kenya (CCK) in February of that sayear through the Kenya
Communications Act, 1978. CCK's role is to licersa regulate telecommunications,
radio communication and postal services in KenyeceSthen a visible boost has gripped

the industry.

Kenya's telecommunications and broadband market tiadergone a revolution
following the arrival of four fiber-optic internamnal submarine cables, ending its
dependency on limited and expensive satellite badtiwThe country's international

bandwidth increased more than fifty-fold betweef2@and 2013.

A price war has characterized Kenya’'s mobile comgations sector in recent years,
following the market entry of the third and foumletwork. This has led to accelerated
subscriber growth, but it has also presented ahgdle to the profitability of the
operators, forcing them to streamline their operstiand develop new revenue streams
in an environment of falling average revenue per (8§RPU) in the voice market. Third

generation (3G) mobile broadband services as wselmabile payment and banking



services are delivering these additional revenbes,all service segments are highly
competitive. For fourth generation (4G/LTE) teclom, the Kenyan government is
following a unique open-access approach with plaémslicense a multi-facetted

consortium to operate the network.

1.1.4 Huawei Technologies Company

Huawei Technologies Company Limited is a Chinesdtinational networking and

telecommunications equipment and services compaggdduartered in Shenzhen,
Guangdong. It is the largest telecommunicationspegent market in the world, having
overtaken Ericsson in 2012. Huawei is a leadindp@ldCT solutions provider, and was
founded in 1988 by ex-military officer Ren Zhengéeid formed as a private company
owned by its employees. Its core missions are Imgldelecommunications networks,
providing operational and consulting services agdigment to enterprises inside and

outside of China, and manufacturing communicatoieaces for the consumer market.

Huawei has over 140,000 employees, around 46% ofwérre engaged in research and
development (R&D). It has 20 R&D institutes in ctiigs including China, the United
States, Germany, Sweden, Ireland, India, Russi,Tamkey. Its products and services
have been deployed in more than 140 countries tanwatriently serves 45 of the world's
50 largest telecoms operators, contributing tostisainable development of society, the
economy, and the environment, Huawei creates ggekrions that enable customers to
reduce power consumption, carbon emissions, andures costs. Africa is a fast

growing region for Huawei, where core business satealude solutions for operators,



Global Services, consumers, and enterprises. M@e 60 operators in more than 20

African countries deploy Huawei solutions. Huawas loperations in Kenya.

1.2 Research Problem

In Kenya, Chinese FDIs have been accelerated bjotheequirements in the licensing
of the investments. Licensing agreements allow conigs to take full advantage of new
and exciting technologies while limiting their oa#rrisk to royalty payments until a
particular technology is fully developed and thesdy to put new products into the
manufacturing pipeline. With some help from a \ugrief government agencies in the
form of grants for R&D as well as other financigkstance for such things as incubator
programs, once timid college researchers are newpstg out and becoming cutting
edge entrepreneurs. Kenya has attracted ChinesggkdDirect Investment (FDI) as a
result of her abundant natural resources and $idernestic markets. Improved access to
foreign markets for Kenyan products through negotis and agreements with partners
and improving the quality of Kenyan processed potsldo meet required standards in

those markets has led to increased foreign dineetstments (Rono, 2011).

Considerable research has been conducted thatstadgge desirability of certain market
entry timing strategies for a wide array of corai8 in the competitive environment
(Bowman and Gatignon, 1995; Brown and Lattin, 19G4eenet al., 1995). Locally,
studies regarding entry strategies and multinatienterprises in Kenya have been done.
Mutambah (2012) conducted a study on entry stresegidopted by multinational
manufacturing companies in Kenya. Ndwiga (2010)dcated a study foreign market

entry strategies used by British Multinational amgtions in Kenya. Kwemoi (2011) did



a study to determine foreign market entry strategsed by multinational corporations in
Kenya taking a case of Case of Coca Cola Kenya Htvever, despite this massive
inquiry into entry strategies by MNCs into Kenyaratidet, none of these studies, both
local and international, has focused on the entrategies used by the Huawei
Technologies Co. Ltd into the Kenyan market. inishis light that the study seeks to fill

the existing gap in this area by investigating, indu@ the international entry strategies

used by Huawei to enter the telecommunication itiglus Kenya?

1.3 Resear ch Objective

The study sought to determine the Internationalyestrategies used by Huawei to enter

the telecommunication industry in Kenya.

1.4 Value of the Study

To the Kenyan multinational enterprises, the stuslyinvaluable to the Kenyan
multinational enterprises management in that it pibvide an insight into the various
strategies used when entering a new market forctefee and successful marketing

strategy and increase of profits.

To the government, the study is useful to the guwent in policy making regarding
taxation and other regulatory requirements of thatimational enterprises operating in

the country.

To the academicians, the study will provide a uskefsis upon which further studies on

market entry strategies in the private sector cdddconducted. This is because, the



study will add to the existing pool of knowledgedaherefore form part of literature on

entry strategies by multinationals



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents theoretical foundation andewe of past literature on entry
strategies used by multinationals in new marketerdfore, the chapter is structured into

theoretical foundation and empirical review.

2.2 Theoretical foundation

The theoretical foundation looked into are the bhavgg power theory and the

Transaction Cost Analysis (TCA) Theory.

2.2.1 Bargaining power theory

Bargaining power theory asserts that the entry madem chooses depends on the
relative bargaining power of the firm and the fgreigovernment (Franko, 1971,
Stopford and Wells, 1972; Tallman and Shenkar, 2084 noted by Gomes-Casseres
(1990) and others who have employed the bargaomger framework, access to foreign
markets is controlled by political actors at honmel @broad, so that the initial market
entry decision has to include the political impemat Without these actors' explicit or
implicit permission, no subsequent marketing atiid possible (Boddewyn and Brewer,

(1994).

International firms must often negotiate with a ie®r of governmental actors to
accomplish all or part of their objectives (Well9,73).Thus; the bargaining power of the

political and corporate actors in market entry diecis becomes a salient consideration
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(Fagre and Wells, 1982; Gomes-Casseres, 1990)aBamng power theory starts from the
premise that a firm has a natural preference fagh-control mode of entry, since this is
the most desirable arrangement in-terms of the'dinong-run ability to dominate a
foreign market. However, the firm may be forcedséttle for a lower control mode of

entry if it has low bargaining power.

As used in this study, the term bargaining powé&rseto a bargainer's ability to set the
parameters of the discussion, win accommodatiom® fihe other party, and skew the
outcome of the negotiation to the desired ownerahgrnative (Lax and Sebenius, 1986;
Tung, 1988).A primary source of the host governrsegmbwer in the negotiations is its

ability to control the market access (Kumar andr&Wanian, 1997) and to hand out or
withdraw in incentives for the investment projedh the other hand, as noted by Kumar
and Subramanian (1997), BP theory suggests thah moluthe firm's bargaining power

stems from “ownership advantages" that it possessuch as the ability to employ
people and contribute to the local economy. Acewydp the bargaining power theory,
the actual mode of entry a firm eventually setttes will depend on the relative

bargaining power between the firm and the host govent.

2.2.2 Transaction Cost Analysis (TCA) Theory

TCA theory posits that a company will internalizgecations that it can perform at a
lower transaction cost than would be the case ef fihm exported or entered into a
contractual arrangement with a local partner. WA has been the most widely used
theory in prior studies of entry modes, some isqierfaining to its applicability to non-

Western contexts have been raised. Indeed, segefradlars have questioned the

11



appropriateness of applying transaction cost arsatgsEast Asian cultures because of its
focus on institutional structures and their impaettransaction costs. North (1981) and
Granovetter (1979), for example, assert that thg mwawvhich institutions are structured

in a country can have an impact on the transacists associated with partnering.

Hence, since a society like Japan has differestitiional structures than Western
nations, the application of transaction cost anglysay be inappropriate. One good
example of institutional difference is the preseatkeiretsu in Japan, in which members
of a network attempt to work closely with and halp the members of the group
(Camargo and Saito, 1995).In such a context, dbam-focus on transaction costs may
not be a central goal. In a system with higher Iewé trust, opportunistic behaviors (a
central concept of TCA theory) may also be less dfireat to businesses, leading to a

reduction in the costs associated with partnediity {995).

2.3 International Entry Strategies

International Market Entry Strategies refer to théension of ownership of a firm to
cover new markets, new sources of materials andsteges of the production process;
also referred to as the internationalization pre@as be incremental (Lymbersky, 2008).
The internationalization process can be incrememastages or a big leap and range
from export, full ownership, and joint ventures dra@nsing/franchising. The choice of
entry mode is done at firm level after evaluatihg various options and their inherent
risks and is therefore a strategic decision for fthe. The importance of the foreign

market entry strategy decision has been well dootede(Reid, 2005).

12



The entry mode chosen has a major impact on tha leivcontrol the Multinational
enterprise has over the venture (Basche, 2006)eSurny modes, such as exporting and
licensing, are associated with low levels of candreer operations and marketing, but are
also associated with lower levels of risk. In castr other entry modes such as joint
ventures and full ownership of facilities involveora control, but entail additional risk.
Since reversing an inappropriate entry strategycehcan be difficult, it is important that
well thought out decisions be made. As a resulthef importance of entry strategy
decisions, a large body of research examining #utofs involved in firms’ foreign

market entry strategy decisions has evolved.

2.3.1 Exporting strategy

Exporting involves a company selling its physicabgucts which are manufactured
outside the target country to the target countrgliffan and Shenkar,2004).While
exporting is generally viewed as a low commitmeorrf of market entry, it is not as
easily classified on this continuum. As has beetechan prior studies, there can be a
wide spectrum of commitment and control of the ekpg firms, since some exporting
arrangements (i.e. indirect exporting) simply inkelling to an intermediary such as an
export trading company, while other arrangement®lie forging relationships with
distributors. For this reason, past theories of ahaghoice have not been designed to
predict the choice between exporting and the dimere alternatives (Kim and Hwang,
1992; Erramilli and Rao, 1993). An additional factbat makes it difficult to compare
exporting cases to other modes of entry is thabekyg involves production in the home
country, while the other modes involve productionthe host country. When a MNC

approaches a host government about entering intioeasing, joint venture, or full

13



ownership mode of entry, the firm is acknowledgihagt it believes there are advantages
associated with host country production that wouolot be afforded by exporting
(Erramilli and Rao, 1993). The main issue from aghming power perspective (the
theory being tested in this study) becomes thel lelveontrol the MNC will have over
the venture. Exporting, however does not involvstloountry production and hence does
not involve bargaining with the government (at teast in the same context as the other

three types of arrangements.

Albornozet al. (2010) and Defevest al. (2010) provide evidence based on Argentinean
and Chinese export data that firms tend to expagtientially, by entering one market at
first and other (nearby) markets after initial ’gin the first one. Although, most of the
firms enter foreign markets sequentially, thereas® significant numbers of firms that
enter several foreign markets simultaneously upeir tfirst export market entry. For
example, according to Damijaat al. (2011) about 40 per cent of Slovenia’s firms enter
more than 1 market on their 1st entry to exportidgrther, Roth and Morrison (2002)
high performing exporters confront and responch®foreign country task environment
more effectively. They do so through a strategianping process that develops and

implements unique strategies based on differengatompetitive advantages.

Rauch and Watson (2003) have provided some judtidic for the known observation
why exporters usually start small. In Rauch and afat(2003), this is due to the
uncertainty related to building export-importer atednships. The uncertainty about
foreign demand and export abilities of the firnalleviated only once the firm has started
to export (only then it learns ‘how good it is iRperting’; see also Eatogt al. 2008). It

takes time to build the confidence and trust (lwdothe likelihood on non-performance

14



and lack of ability to provide suitable goods irgka quantities) between foreign partners.
Therefore, new exporters tend to start initiallyhwexporting only small quantities and to
one (or few) foreign market (Rauch and Watson 2@M3ornozet al. 2010). The growth
of exports tends indeed to be sluggish accordingmgirical evidence, as for example
Damijan et al. (2011) have showed based on detailed export ttdosadata from

Slovenia.

2.3.2 Licensing strategy

Licensing and franchising arrangements are nonbgqgassociations between an
international company and a party in the host agunbh which technology or
management systems are transferred to the host (#inane, 2004). Licensing is a
common method of international market entry for pames with a distinctive and
legally protected asset, which is a key differdmigaelement in their marketing offer. It
involves a contractual arrangement whereby a cosnpiaenses the rights to certain
technological know-how, design, patents, trademaakd intellectual property to a
foreign company in return for royalties or othemds of payment. Because little
investment on the part of the licensor is requitegnsing has the potential to provide a
very large return on investment (ROI). However, chse the licensee produces and
markets the product, potential returns from marnufaey and marketing activities may

be lost.

According to Rauch and Watson (2003) licensingawofable over other entry methods
in the following conditions; import and investmeydrriers; legal protection possible in

target environment; low sales potential in targetintry; large cultural distance and
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where the licensee lacks ability to become a congpddasche(2006) notes that licensing
offers businesses many advantages, such as rapydmo foreign markets and virtually
no capital requirements to establish manufactuopeyations abroad. Returns are usually
realized more quickly than for manufacturing veaturThe other major advantage of
licensing is that, despite the low level of loaavalvement required of the international
licensor, the business is essentially local anoh ithe shape of the local business that

holds the license. As a result, import barrierdhsag regulation or tariffs do not apply.

On the other hand, the disadvantages of licenssnig@icated by Tallman and Shenkar,
(2004) are that control over use of assets mayp$teover manufacturing and marketing.
The licensee usually has to obtain approval from ititernational vendor for product
design and specification. This is because the deenis not a representative of the
international vendor and, compared to a distribuwofranchisee, is much more of an
independent business that licenses only one speaifil closely defined aspect of the
marketing offer. Perhaps, the most important diaathge of licensing is to run the risk
of creating future local competitors. This is pautarly true in technology businesses, in
which a design or process is licensed to a locainass, thus revealing “secrets,” in the
shape of intellectual property that would otherwisé be available to that local business.
In the worst case scenario, the local licensee exah up breaking away from the
international licensor and quite deliberately stepbr imitating the technology. Even in
a best case scenario, the local licensee will icgytdboenefit from accelerated learning
related to the technology or product category.i€lpdtion in international markets via

licensing is therefore best suited to firms withc@ntinuous stream of technological
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innovation because those corporations were ahheae on to new products or services

that retain a competitive advantage over “imitagx-licensees.

2.3.3 Joint venture strategy

Tallman and Shenkar (2004) define a joint ventgraraarrangement whereby the firm is
required to share equity and control of the ventitl a partner from the host country.
In a joint venture, an investing firm owns rougl®y to 75 percent of a foreign firm,
allowing the investing firm to affect managementidmns of the foreign firm. Under a
joint venture (JV) arrangement, the foreign comparwtes an outside partner to share
stock ownership in the new unit. The particulartipgration of the partners may vary,
with some companies accepting either a minoritynajority position. In most cases,
international firms prefer wholly owned subsidiari@r reasons of control; once a joint
venture partner secures part of the operationinteenational firm can no longer function
independently, which sometimes lead to inefficiescand disputes over responsibility

for the venture (Dehghan, 2008).

If an international firm has strictly defined opteng procedures, such as for budgeting,
planning and marketing, getting the JV Company tocept the same methods of
operation may be difficult. Problems may also amngeen the JV partner wants to
maximize dividend payout instead of reinvestmenvben the capital of the JV has to be
increased and one side is unable to raise thereshfiinds. Desai, Foley and Hines
(2005) has shown that JVs can be successful pantmers share the same goals with one
partner accepting primary responsibility for openag matters. Despite the potential for

problems, joint ventures are common because thiyr ohportant advantages to the
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foreign firm. By bringing in a partner the comparan share the risk for a new venture.
Furthermore, the JV partner may have importantissiak contacts of value to the
international firm. Sometimes, the partner may benaportant customer who is willing
to contract for a portion of the new unit's outputeturn for an equity participation. In
other cases, the partner may represent importaat lmusiness interests with excellent

contacts to the government.

A firm with advanced product technology may alsingaarket access through the JV
route by teaming up with companies that are prepswedistribute its products. Many

international firms have entered Japan, China aastden Europe with JVs. But, not all
joint ventures are successful and fulfill their tpars’ expectations. Despite the
difficulties involved, it is apparent that the fuguwill bring many more joint ventures.

Successful international and global firms will hawedevelop the skills and experience to
manage JVs successfully often in different andidiff environmental circumstances

(Root, 2004).

In a joint venture, organizations pool or shardrthesources and expertise with other
firms and the parties share the rewards or riskstaifting a new venture (lingt al,
2005). A joint venture involves constantly shareaguity and risks and also participation
in management between partners forming a longnigstprofit seeking relationship
(Karkkainen, 2005). The advantages of joint venanme saved capital and less restricted
resources for foreign country operations. Alsorisks involved in international market
entry are smaller and through joint venture thinfacquires highly important resources,
like local knowledge and experiences (Luostarined @elch, 1990; Root, 1994). Joint

ventures permit closer relationships with local @owment and other organizations such
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as labor unions. Joint ventures make also postlt@nimize risk of exposing long term
investment capital, while at the same time maxingzhe leverage on the capital that is

invested (Czinkotat al, 1992).

2.3.4 Full ownership strategy

An additional entry alternative is full ownershipfacilities in the host country, whereby,

the parent company takes a 100% equity stake iropleeation in the foreign country.

Full ownership can involve either acquiring an @&rig business or investing in new
facilities in the host country (Root, 2004). Inghstrategy; an international company
handles all production activities in a foreign coyrand owns 100% of the company.
According to Desai, Foley and Hines (2005), fullrn®d organizations obtain greater
control over operations and higher profits sincereéhis no ownership split agreement.
However, such entry method requires large investsnamd faces higher risks, especially

in the political, legal and economical arenas.

According to Dehghan (2008), full ownership alsdemed to as foreign direct

investment can happen in two ways: firstly, it dary an active company; secondly, it
can establish a new company- through Greenfiel@stments. Greenfield investment
means using funds to build an entirely new facilEyen though such approach entails
full control and no risk of cultural conflicts, itsts are extremely high, and returns on
investment are obtained in the long-run due toekient of time required to build the

facility, start operations, and attain economiesadle and the experience-curve. When
firms choose to set up wholly owned foreign sulagids as the entry mode, they are

establishing operations in a foreign country withdwect involvement of firms from that
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country (linget al, 2005). The core advantage of the foreign diragestment for the
firm is the maintained control over the technologyarketing, and distribution of its
products (Hittet al, 2003). The disadvantages of the Greenfield imrest are usually
often complex establishing process and potentigh fdosts. Establishing new wholly
owned subsidiary takes a lot of time, and thusas appropriate for rapid entering in
foreign markets. Establishing the Greenfield inwesit needs also the greatest
contribution of knowhow of all the international rkat entry alternatives (Karkkainen,

2005).

In contrast, acquisition allows organizations tot ge the foreign market faster.
Organizations taking the acquisition approach tséunds to buy existing facilities and
operations. This is done by acquiring the equityth&f firm that previously owned the
facility. Acquisition as an entry method is pretdmin the following situations: when
speed of entry is important for the business’ ssgc&hen barriers to entry (i.e. high
economies of scale of local competitors) can beamme by acquisition of a firm in the
industry targeted; when the entering firm lacks petancies important in the new

business area (Westin, 2003).

Basche(2006) notes that since the organization karysexisting firm, it can take
advantage of well-established brands and existown@mies of scale to increase its
competitiveness in the new market. However, in oiie be successful, Lymbersky
(2008) indicates that the organization must prgpeléntify potential companies in the
targeted market and conduct a thorough evaluatigdheoto-be acquired company. The
evaluation process should prevent the organizatibroverestimating the economic

benefits of the acquisition, as well as underediimgats costs.
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After the acquisition, the success depends on haoell the integration of both
organizations is done. Synergy is essential in thise. Besides high investments and
high risks, most acquisitions difficulties ariserfr the complexity of integrating differing

corporate cultures, which can generate many urdereproblems.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter covers the research design and résesthod used to carry-out the study.
In particular issues related research design, theulption, the type of data to be
collected, data collection instrument, validity araiability of the instrument, and the

technique for data analysis and presentation augsed.

3.2 Resear ch design

A case study design was used for this study. Tkeareh strategy involved content
analysis in order to find the underlying princip{@homas, 2011). The case study design
was aimed at establishing the entry strategies usgdHuawei to enter the
telecommunication industry. Descriptive researchigies were used in preliminary and
exploratory studies to allow researchers to gathirmation and summarize, present

and interpret data for the purpose of clarificati@modho, 2003).

3.3 Data Collection

In order to investigate the foreign market entmateigies used by Kenyan multinational
enterprises, interview guide (see Appendix 1) waeduto gather information from
sampled employees at the company. Interview questieere designed to investigate the
market entry strategies used by Huawei Technolo@ies Ltd to enter the Kenyan
market.

According to Ngechu (2004), a population is a vdgfined or set of people, services,

elements, and events, group of things or househbials are being investigated. The
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population of interest /respondents of this studyemhe staff at Huawei Technologies
Co. Ltd. The study targeted 5 employees in the gemant levels of the company. The
researcher used the interview guide as the mamatdliection instrument. The interview
was in-depth allowing the interviewer to ask opngoor get unrestricted comments to

allow the researcher take notes for analyze anel i@geommendations for the study.

3.4 Data Analysis

Before processing the responses, the case studgdaimnsearch for data patterns that
would help in the analysis. A qualitative contentlgsis was employed. The content
analysis was used to analyze the respondents’ vigvait the international entry

strategies used by Huawei Technologies Co. Ltd. ddta was then coded to enable the
researcher made explanatory assertions. Narratiege used to describe the overall

results.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents the data presentation arlgsaal he main objective of the study
was to determine the International entry strategissd by Huawei to enter the
telecommunication industry in Kenya. The study éded 5 employees in the
management levels of the company. The researcledrthe interview guide as the main

data collection instrument. A qualitative contenalysis was employed.

4.1.1 Response Rate

Sample size was 5 employees in the managemens lef/éhe Huawei Technologies Co.
Ltd. All the five interviews conducted, informatiomas filed and returned making a
response rate of 100%. According to Mugenda andevidg (1999), a response rate of
50% is adequate for analysis and reporting; ach&9% is good and a response rate of
70% and over is excellent, so from Mugenda (1988),response was excellent, hence

the response rate was deduced as excellent.

4.2 Demographic information

4.2.1 Leve of management

The study found out the level of management of rdiepondents and elaborated their
roles. According to the study findings there wimese levels of management that were
indicated. These included top level managementdimitevel management and lower

level management. The majority of the respondamdgcated that they were in middle
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level management which was comprised of differeahagerial levels. The study went
ahead to ask them to indicate the roles they plahe Huawei Technologies Co. Ltd as
managers. Supervisor: responsible for a small gadupeople, usually doing the same
job or very similar jobs. The supervisor handlesrkwvassignments, timekeeping and
problem solving. They are responsible for qualiyptivation, and training. Project
Manager: responsible for the planning, organizimgjrecting, and monitoring

management functions, but usually in partnershipeotmanagers; also they are
responsible for quality, schedule, and budgetnottfor the people related functions like
training and discipline. Manager: responsible f& Hsponsibility, and more discretion.
Senior Managers: responsible for the administradive functional direction of a group of
employees. They generally have more discretiongradter financial authority. General
Managers: responsible for supervising the otheragars of all their functions in the

company, they are also the hiring authority for¢bepany.

4.2.2 Opportunitiesinfluencing Kenyan market

The study sought to find out the opportunities thduenced the choice of Kenya as a
market for the company. According to the study ifigg, the respondents indicated the
opportunities influencing the Kenyan market as aiah is credited to the Kenya’'s
telecommunications and broadband market that hdsrgane a revolution following the
arrival of four fiber-optic international submarir@bles, ending its dependency on
limited and expensive satellite bandwidth. Accogdito the country's international
bandwidth, it has increased more than fifty-foldvweeen 2009 and 2013. A price war has
characterized Kenya's mobile communications seatorecent years, following the

market entry of the third and fourth network. Thgdneration (3G) mobile broadband
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services as well as mobile payment and bankingcgnare delivering these additional
revenues, but all service segments are highly cttiyvee For fourth generation
(4G/LTE) technology, the Kenyan government is foilog a unique open-access

approach with plans to license a multi-facettedsootium to operate the network.

4.2.3 Challenges Huawei Company facein Kenya

The respondents were asked to indicate the chalteftyawei Company is facing in
Kenya and according to the study findings the Hua@@mpany was faced with the
challenges of profitability of other operators fioig them to streamline their operations
and develop new revenue streams in an environnidatling average revenue per user
(ARPU) in the voice market. The respondents alsbcated that one of the greatest
challenges for investing abroad for Huawei Comp@nyvercoming the liability of

foreignness i.e. the liability associated with fgre operations from a market entry
strategy point. The respondents also indicatecctiaenge of making well thought out
decisions since they keep on evolving, becaus@efifficulties faced in reversing an

inappropriate entry strategy choice.

4.3 Levd of control in the Multinational enterprise

The respondents were asked to indicate the wayswanthe choice of entry strategy in
the Kenyan market has affected the level of coritrelMultinational enterprise has over
the venture. According to the study findings som&yemodes, such as exporting and
licensing, are associated with low levels of conteer operations and marketing, but
they are also associated with lower levels of riskcontrast, other entry modes such as

joint ventures and full ownership of facilities wlve more control, but entail additional
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risk. As a result of the importance of entry stggtelecisions, a large body of research
examining the factors involved in firms’ foreign rkat entry strategy decisions has

evolved.

The respondents were also asked to indicate therfdwat has influenced the choice of
Kenyan market. According to the study findings tegpondents indicated that Kenya has
one of the fastest Internet growth and even fastdsile phone growth in Africa and this
has encouraged the Huawei Company in selecting &dayenterprise its products.
Kenya has experienced radical changes as the lldmian process of the
telecommunications sector began and has become dyomic in the sector as the

(Information, Communication and Technology) ICTustty grows.

The respondents were asked to indicate whethechb&e of Kenya as a market has
influenced their decision to market in the nearkarkets. According to the study findings
the response from respondents indicated that tbeelof Kenya as a market for Huawei
products has influenced their decision to markenhearby markets especially the East
African Region. Kenya being named the East Africkgader in Information and

Communications Technology (ICT) in 1999, it has engnced radical changes as the
liberalization process of the telecommunicationg@ebegan. Of vital importance to the
process was the establishment of the Communicat@mmission of Kenya (CCK) in

February of that same year through the Kenya Congations Act, 1978. CCK's role is

to license and regulate telecommunications, radrmmunication and postal services in

Kenya. Since then a visible boost has grippedritastry.
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4.4 Manufacture of Huawei Company products

The respondents were asked to indicate where timpaoy manufactures the products
that are sold in the Kenyan market. According ® study findings, the results indicated
that the manufacture of Huawei products is maimgelin China. Huawei is the second
largest telecommunications equipment maker in treldy behind only Sweden's
Ericsson. Huawei Company manufactures its prodasts distributes them all over the
world in different countries. Huawei products asadvices have been deployed in more
than 140 countries and it currently serves 45 efwlorld's 50 largest telecoms operators,
contributing to the sustainable development of etg¢ci the economy, and the
environment. Africa is a fast growing region for &ei, where core business areas
include solutions for operators, Global Services)sumers, and enterprises. It has more
than 60 operators in more than 20 African countdigsloy Huawei solutions inclusive of

Kenya.

4.5 Growth of the Kenyan Market

The respondents were asked since the entry in Kesngher the Huawei market had
grown. According to the study findings, since tmérg of Huawei products in Kenyan,
the market has shown positive gradual growth. Thizecause of the healthy competition
introduced in the Information Communication and HAremogy (ICT). With the

advancement of new technology in the ICT markegw#i products improve immensely
by bringing the latest products in the market. €hare indicators to show that the
Kenyan market and this include licensing. Licensinag the potential to provide very

large returns on investment. Licensing is consd@réavorable entry method considered
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in the following conditions; import and investmdydrriers; legal protection possible in
target environment; low sales potential in targetintry; large cultural distance and
where the licensee lacks ability to become a comapetloint venture arrangements
provide Huawei Company with many opportunitiesxpand their businesses and spread
risk in the Kenyan market. This is done by formilogal contacts/parties that have
leverage the knowledge and resources of a joiniuvempartner that has an understanding
of the market. Combined talents and resources aschinancial strength, workforce,
equipment, and bonding capacity, while sharing tisks involved in completing a
particular project. Additional working capital sees; increased bidding power and
bonding capacity; better bidding and estimating ather benefits that could result from
the formation of a joint venture include the poksiteduction in overall insurance costs,

as well as a sharing of the liability and risk amadme venture partners.

4.6 Licensing and franchising arrangementsin Kenya

The respondents were asked to indicate whether ¢beapany had done any licensing
and franchising arrangements with any party in Kemccording to the study findings,
Huawei has made licensing and franchising arrang&sneith Safaricom, the largest
mobile operator in Kenya, in order to establish edrsubsidiaries and make high
technology co-operation in the world while the loparties resort to strategic alliances.
Licensing and franchising arrangements are nonbggassociations between an
international company and a party in Kenya, forrepke Safaricom limited in which

technology or management systems are transferrin toost party.
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The study went further to ask the respondents haensing and franchising

arrangements have influenced the company’s opesatend Return on Investment
(ROI). According to the study findings, licensirga common method of international
market entry for companies with a distinctive aeddlly protected asset, which is a key
differentiating element in their marketing offerhd respondents further stated that
because little investment on the part of the licems required, licensing has the potential
to provide a very large return on investment (RHpwever, because the licensee
produces and markets the product, potential rettrome manufacturing and marketing

activities may be lost.

4.6.1 International licensor protection

The respondents were asked how the company proteelisfrom cases where the local
licensee can end up breaking away from the intemmait licensor and quite deliberately
stealing or imitating the technology. According ttee study findings the respondents
indicated that the company forms joint venture ragement by licensing with local

parties in the country which in most cases inteonal firms prefer wholly owned

subsidiaries for reasons of control because onpcmaventure partner secures part of the
operation, the international firm can no longerdiion independently, which sometimes

lead to inefficiencies and disputes over respolisilfor the venture.

Another strategy used for the protection of indgional company is having full
ownership and this can involve either acquiringeaisting business or investing in new
facilities in the host country (Root, 2004). In4lstrategy; an international company

handles all production activities in a foreign ctsyrand owns 100% of the company.
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4.7 Challenges associated with joint venture arrangement

The respondents were asked to indicate whethee thvere challenges associated with
joint venture arrangement. According to the studgihgs the respondents they indicated
that there are challenges that are associated jwiith venture arrangement. There is
significant risk associated with the formation gbat venture. A company may commit

resources to a project in which its partner, ad a®khe area, may be unfamiliar. This is
why it is imperative that companies learn all tisapossible about its potential partner’'s
business practices and financial condition, as alits ability to complete the proposed

project(s).

Some of the challenges associated with joint venirangements were indicated as
follows: Unclear assignment of responsibilities;nyaf the responsibilities of each joint
venture partner are implied at the start of thetjaienture. However, all aspects of
contract administration should be specifically m#&tl in the joint venture agreement.
Performance bonds; financing and working capitahefjoint venture; construction costs
charged to the joint venture; distributions to jorenture partners and cash management
considerations where by when there are large sinileocash available, an important
issue to consider is which partner controls théhc&oblems may arise when certain
partners borrow cash from the joint venture foirthiee, repaying the loans as funds are
needed. This can be a very risky practice, espgcsfabne partner is withdrawing these
funds to cover cash shortages on its own projdatsavoid cash flow problems, it is

critical that a cash management plan be develog#dy ia the relationship.
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4.8 Levd of control of Joint venture strategy

The respondents were asked to comment on the ¢é\antrol of Joint venture market
entry strategy. According to the study findings teepondents gave their comments on
the level of control of joint venture market ensityategy. According to the respondents
the level of control of the partner may vary withnee companies accepting either a
minority or majority position. Other cases the mtdional firm may prefer to own
subsidiaries for reasons of gaining more contr@rdiie minority partner. On securing a
joint venture of the operation according to Dehg(#008), the international firm can no
longer function independently, which sometimes leathefficiencies and disputes over

responsibility for the venture.

4.8.1 Method of acquiring owner ship

The respondents were asked to indicate the metbiodsquiring ownership how it has
influenced the performance of the Kenyan markete Thspondents indicate that
licensing and franchising arrangements betweemi@nnational company and a party in
the host country affect technology or managemestesys and are transferred to the host
party. Through licensing a party host can acquweaearship by contractual arrangement
whereby a company licenses the rights to certaohn@ogical know-how, design,
patents, trademarks and intellectual property for@ign company in return for royalties
or other kinds of payment. The other method of aoty ownership is by joint venture
arrangements international firms own subsidiaries freasons of control and other

companies accept to participate as either a minait majority position while an
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alternative way for acquiring ownership is by falnership strategy whereby the parent

company takes a 100% equity stake in the operatitine foreign country.

4.9 Benefits of Joint venture strategy

The respondents were asked to indicate the beméfisint venture strategy. According
to the study findings the respondents indicated esainthe benefits of joint venture
market entry strategy. When an international corngpaomsiders bidding on work in an
unfamiliar area, local contacts or parties may dheaatageous to leverage the knowledge

and resources of a joint venture partner that hamaderstanding of this market.

Combined talents and resources allows a jointwento pool their individual areas of
expertise and resources, such as financial stremgitkforce, equipment, and bonding
capacity, while sharing the risks involved in cosetplg a particular project. Additional
working capital sources forms a joint venture timaty allow the combined entity to have
a stronger capital base from which to draw, suchdastional cash, financing, and capital
contributions from shareholders of each companis ¢an prevent cash shortfalls, which
could hinder the profitable completion of the pwobjelncreased bidding power and
bonding capacity by combining resources and enttych may provide more bidding
power and bonding capacity than the individual tessti could, thus allowing the

combined entity to bid on larger projects.

Better bidding and considering that the joint veatpartner is well informed on the
business practices in the local construction markaetay be advantageous to draw on its
insights in preparing more accurate bids. For exantpe partner may be more familiar

with the local costs, which includes union and otherden expenses. The partner may
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also be familiar with the local suppliers and theipg of products, as well as local laws
and ordinances, which may be over looked by a compé#ho has not worked in the

local business environment.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter consists of the summary of findinggotusion and recommendation of the

study and there after the suggestions for furthetiss respectively.

5.2 Summary of Findings

The summary of the findings were done accordinght study objective and results
obtained in chapter four. The objective of the gtudhs to determine the International
entry strategies used by Huawei to enter the tel@wonication industry in Kenya. The
study found out that there are different entry tetyg used by Huawei to enter the
telecommunication industry in Kenya and these witernational entry strategies
whereby it is an extension of ownership of a fiencover new markets, new sources of
materials and new stages of the production procedsp referred to as the
internationalization process can be incrementghdfing strategy is whereby a company
sells its physical products which are manufacturet$ide the target country to the target
country though exporting is generally viewed asva tommitment form of market entry,
it is not as easily classified on this continuunicelnsing and franchising strategy is
whereby non-equity associations between an intemalt company and a party in the
host country in which technology or managementesyst are transferred to the host
party. Joint venture as an arrangement whereb¥irheis required to share equity and
control of the venture with a partner from the hostintry and participation may vary
with some companies accepting either a minoritgnajority position. The other strategy

the study found out was full ownership strategy mebg the parent company takes 100%
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equity stake in the operation in the foreign counEull ownership also involved either

acquiring an existing business or investing in faeiities in the host country.

5.3 Conclusion

The study concluded that the choice of Kenya asasken for Huawei products has
enlarged the opportunities in Kenya and the nearaskets especially in the East African
countries. The study also concluded that the ted@conications industry in Kenya has
been characterized by a price war in recent yedi®nfing the market entry of the third
and fourth network. The study concluded that banfpreign industry in the Kenyan
market Huawei has faced challenges that have aff@be profitability its operations and
has forced them to streamline their operationsewvetbping new revenue streams in an
environment of falling average revenue per useths voice market. The study also
concluded that joint venture strategy was the rposfierred as a market entry. The study
concluded that they were significant risk assodiaté&h the formation of a joint venture
arrangement. The study concluded that foreign etaektry strategy decisions had
evolved and as a result important decisions oryesttategy had to be examined and the

factors involved in firms’ foreign market entry.

5.4 Recommendations

The study made the following recommendations basedthe International entry

strategies used by Huawei to enter the telecommatiarcindustry in Kenya.
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The study recommended that Huawei company shouldlldihat is possible about its
potential partner's business practices and finarmadition, as well as its ability to

complete the proposed and on-going projects.

The study recommended that Huawei Company showdifsgally outline all aspects of

contract administration in the joint venture agream

The study recommended that Huawei Company shouwldiae early in the relationship
distributions to joint venture partners and casmagament plans in order to consider

which partner controls the cash.

The study recommends that Huawei Company thereldhmake well thought out
decisions since they keep on evolving, becaus&efifficulties faced in reversing an

inappropriate entry strategy choice.

The study also recommended that Huawei Companyldleaume up with strategies to

overcome the liability of foreignness.

5.5 Recommendation for Further Studies

The researcher recommends that a similar studyldhobe embarked on different
international telecommunications industries in Keng verify the study results. Finally
the researcher recommends that future researcheutdsinvestigate on the influence of

government policies on international companiehedountry.
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APPENDICE: INTERVIEW GUIDE FOR HUAWEI COMPANY STAFF

Introduction: Background questions

1. Which level of management are you in? And whatyate roles?

2. What are the opportunities that influenced the chaoif Kenya as a market for the
company?

3. Are there any challenges involved? Name them.

4. In your own opinion, in what ways has the choicewtry strategy in the Kenyan
market affected the level of control the Multinat& enterprise has over the
venture?

5. Where does the company manufacture the productsittisalls in the Kenyan
market?

6. What factors influenced the choice of Kenyan métket

7. Has the choice of Kenya as a market influenced gearsion to market in nearby
markets?

8. Since the entry in Kenya, do you think that the ketihas grown? If yes, explain
the growth.

9. Has the company done any licensing and franchisirengements with any party
in Kenya? If yes name the parties?

10.How has the licensing and franchising arrangemarilsenced the company’s
operations and Return on Investment (ROI)?

11.In case of licensing, the local licensee can endbrgaking away from the
international licensor and quite deliberately stepbr imitating the technology.
How does the company protect itself from such auoence?

12. Are there challenges associated with joint ventuiesplain.

13.Comment on the level of control in this form of iketrentry strategy?

14.How has the method of acquiring ownership influeheerket performance?

15.What are the benefits associated with this formafket entry strategy?
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