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Analysis of the Business Environment: British Petroleum and China
[bookmark: _Toc141298282]Introduction
International business has become integral to many companies' growth and success (Ristovska and Ristovska, 2014). As British Petroleum seeks new opportunities and markets beyond the United Kingdom, it must navigate a difficult series of business environmental factors that can significantly impact its operations. Besides rapid technological advancement, communication and transportation have increased global connectedness enabling companies to engage in cross-border trade (Rodrigue, 2020). Expanding into foreign markets offers British Petroleum access to a larger customer base and brings challenges related to diverse cultures, legal systems and economic conditions (BBC, n.d.). Moreover, business environmental analysis is a critical process that involves assessing and understanding the various factors influencing an organisation's performance and decision-making (SHRM, n.d.). Understanding the economic environment is very significant for the organisation's pricing strategy, financial planning and risk assessment (University of Lincoln, 2021). In international business, crafting an effective organisational strategy involves aligning the company's strengths and resources with the opportunities and challenges the foreign market presents. Formulating an organisational strategy in an international context involves market selection which is identifying suitable markets based on market size and growth potential entry mode and risk assessment.
China has a vast population, a rapidly growing economy and strategic importance in the global landscape that holds immense significance for British Petroleum (Embassy of the People's Republic of China in the Republic of Croatia, 2019). As a multinational energy company, British Petroleum recognises the potential of the Chinese market as a significant consumer of oil, natural gas and other petroleum products. Operating in China presents challenges, such as competing with local and other international rivals (Froese et al., 2019). Therefore, British Petroleum must consider geopolitical dynamics, currency fluctuations and the impact of international trade agreements that can affect its business operations in the country. As China is transitioning to cleaner and more sustainable energy, British Petroleum faces the task of aligning its products with the country's evolving energy policies (Min, 2022). The Chinese government's push for renewable energy, electric cars, and carbon reduction demands that British Petroleum adapts its business strategies and invests in cleaner energy solutions to remain competitive in the Chinese market (Min, 2022). Thus, building strategic alliances can help British Petroleum to gain market insights, enhance its distribution networks and ensure compliance with local regulations.
[bookmark: _Toc141298283]Application of Business Environment Theories
[bookmark: _Toc141298284]PESTLE
[bookmark: _Toc141298285]Political factors
The Chinese government’s policies, regulations and stability can affect British Petroleum's market entry, investment decisions and business operations. China is one of the most dominant nations and remains the fourth largest land area nation in the world. On the contrary, despite having a firm political setting, Chinese people do not have political freedom. The country is affected by political disputes between South China and the United States (US), protests in Hong Kong and US sanctions (Rahman, 2023). Therefore, British Petroleum must monitor these challenges so that they can easily navigate any potential political risk.
[bookmark: _Toc141298286]Economic factors
China's gross domestic product (GDP) growth and overall economic stability can influence British Petroleum's pricing strategies, investment decisions and financial performance. Generally, labour expenditures in China are low, and organisations can employ workers from the nation (Rahman, 2023; EdrawMax, n.d.). The organisation can access experienced employees at lower costs than in other countries. China has a higher GDP of 18879.00 USD positioning the country among the first two largest economies universally; hence, the purchasing power of the Chinese people is high (Trading Economics, n.d.). Moreover, the country has a standard rate tax of 25% for organisations operating in sectors the Chinese government encourages (Rahman, 2023). Therefore, British Petroleum needs to align its products with the Chinese market's affordability.
[bookmark: _Toc141298287]Social factors
China has a population of about 1.45 billion people, with 90% of the people being learned (EdrawMax, n.d.). Thus, British Petroleum can hire expert employees at affordable salaries. The Chinese people enjoy expensive products. For example, the latest electronics, luxurious vehicles and designer clothing, to showcase their success. Moreover, about 420 million Chinese people use the internet, and this continues to grow to make many people rely on e-commerce (Rahman, 2023). Therefore, this increase in the status symbol and consumer spending provides excellent opportunities for foreign firms. British Petroleum should tailor its products to resonate with the Chinese people and build strong brand loyalty.
[bookmark: _Toc141298288]Technological factors
British Petroleum needs to embrace technological innovations to stay competitive and meet the changing customer demands. For a long time, China has shown technological developments which have changed its dissemination and manufacturing mode (EdrawMax, n.d.). China continues making strategies that inspire its population to focus on innovations and gives beneficial policies to both international and domestic corporations to increase production. From a government perspective, China plans to change from labour-intensive labour to innovation-driven labour, hence making it a destination for foreign corporations (Rahman, 2023). Consequently, investing in digital advancements will position British Petroleum as a leading Petroleum Corporation in the Chinese energy market.
[bookmark: _Toc141298289]Legal factors
Chinese legal environment can affect British Petroleum operations, especially regarding contracts, intellectual property (IP) rights and dispute resolution. The Chinese nation has limitations on external companies' ventures which reduces the number of international businesses venturing into the Chinese market (EdrawMax, n.d.). Moreover, the Chinese government have IP and taxation laws, but they have no policy to validate and enhance online contracts, hence increasing online business risks (Rahman, 2023). Therefore, British Petroleum must carefully navigate the Chinese legal regulations to protect its intellectual rights and safeguard its investment and innovation.
[bookmark: _Toc141298290]Environmental factors
The Chinese government's push for renewable energy and carbon reduction initiatives can affect British Petroleum. The Chinese government developed guidelines for corporations to secure its environmental standards, which increased production costs. The government aims to manufacture electric cars as its main mode of transport to reduce carbon emissions which will directly affect oil dealing companies (EdrawMax, n.d.). Similarly, British Petroleum purposes to surge its yearly low-carbon investment to about five billion dollars by building bioenergy, renewables and early positions in carbon capture, utilisation and storage and hydrogen. Additionally, British Petroleum desires to have a net renewable generating capacity of approximately 50GW (Drilling Contractor, 2020). As a result, British Petroleum must focus on low-carbon solutions that adopt environment-friendly practices to comply with Chinese regulations and gain a competitive advantage in the Chinese market.
As a result, China has a favourable atmosphere for British Petroleum to grow its operations because China has more friendly structures for foreign corporations and promising economic growth. The vast population and their ability to purchase will give British Petroleum a big customer base (Rahman, 2023). The government initiative of reducing taxes for foreign and new corporations will ensure smooth operations for British Petroleum. Comparatively, the availability of skilled labour at low cost will provide British Petroleum with a cost-effective environment to conduct its business. However, British Petroleum must invest in research and development of renewable energy to maintain a competitive edge (EdrawMax, n.d.).
[bookmark: _Toc141298291]Porter's Five Forces
[bookmark: _Toc141298292]Threats of new entrants
The Chinese energy market is relatively open, attracting domestic and international companies. British Petroleum faces the possibility of new entrants, especially from local Chinese energy firms (Pitatzis, 2016). To mitigate the threat, British Petroleum can leverage its established relationship with other international partners to strengthen its market position in China.
[bookmark: _Toc141298293]Bargaining power of buyers
British Petroleum's customers in China can exert significant bargaining power due to the market’s size and diversity. Due to the nature of the industry, the bargaining power of the customers remains lower. Chinese customers consider the quality and price of the products (Pitatzis, 2016). To address this, British Petroleum can build long-term partnerships with key customers and ensure competitive pricing. Thus, by understanding China’s customer preferences, the company can tailor its product to meet the customer’s specific needs, reducing buyers' bargaining power.
[bookmark: _Toc141298294]Bargaining power of suppliers
British Petroleum relies on various suppliers for raw materials in China. The bargaining power of suppliers can be influenced by factors such as the availability of an alternative supplier and the significance of British Petroleum as a customer. In China, the bargaining power of suppliers is greater than that of consumers since big international oil corporations shake oil prices owing to their participation in all oil and gas businesses in China (Pitatzis, 2016). Moreover, the Organisation of the Petroleum Exporting Countries has a higher bargaining power because the countries hold 70% of the universal oil reserves (Pitatzis, 2016). To maintain a strong negotiation position, British Petroleum can diversify its suppliers and foster strategic partnerships that optimise its supply chain for efficiency and cost-effectiveness.
[bookmark: _Toc141298295]Threat of substitutes
The Chinese energy market is witnessing increased interest in renewable energy and alternative solutions (Pitatzis, 2016). Therefore, British petroleum fossil fuels product faces the threat of substitution. Imperatively, British Petroleum can invest in renewable energy products and diversify its product to include cleaner alternatives.
[bookmark: _Toc141298296]Industry rivalry
British Petroleum competes with other energy corporations in China, both local and international players. Intense competition can lead to price wars and reduced profits (OECD, 2022). To survive the competition, British Petroleum can focus on innovation, service excellence and product differentiation. Investing in research and development and staying updated on emerging trends will enable British Petroleum to outperform competitors in the Chinese energy market (IEA, n.d.).
Ultimately, British Petroleum must understand its customer base's purchasing power. The corporation must innovate new products to limit the customer's negotiating power (Pitatzis, 2016). Because supplier negotiation power is great, the company must employ numerous suppliers and make faithful suppliers dependent on the British Petroleum business (Pitatzis, 2016). Furthermore, the company must become innovative and manufacture fresh products, forming economies of scale to reduce the fixed cost per unit to overwhelm new entrants (Pitatzis, 2016). Due to the intensive competition, British Petroleum must form maintainable differentiation, scale for effective rivalry and work together with rivals to increase its market size.
[bookmark: _Toc141298297]Opportunities and Challenges
[bookmark: _Toc141298298]Opportunities
China is the universal leading energy customer offering British Petroleum access to a big market for its oil, natural gas and renewable energy products (Aizarani, 2023). It has about 1.4 billion citizens and over 300 million cars (Aizarani, 2023). By December 2022, China's oil usage was stated at 14,295.000 barrels per day (ceicdata.com, 2022). More than China's oil reserves is needed to cover the country's petroleum demand. With this vast energy market, British Petroleum can tap into this massive customer base and diversify (ceicdata.com, 2022). Moreover, given China's emphasis on renewable energy, British Petroleum should increase its investments in clean energy projects.
[bookmark: _Toc141298299]Challenges
The Chinese energy market is very competitive, with local and transnational players contending for market stakes. The Chinese government has restructured the petroleum and petrochemicals industry by reorganising and separating the oil company's regulatory functions of the government from business functions. The oil and gas industry in China is now dominated by 3 major groups: China National Petroleum Corporation, China Petrochemical Corporation, and China National Offshore Oil Corporation (Amineh and Guang, 2017). These state-owned enterprises can make it challenging for British Petroleum to gain a significant market share.
[bookmark: _Toc141298300]How to Manage Aspects when Doing Business in China
The agency theory addresses the potential conflict of interest that can arise when managers act on behalf of the shareholders but may have different objectives (Linder and Foss, 2015). Managing the corporate governance aspect when doing business in China is important for British Petroleum to ensure compliance with local regulations, maintain transparency and build trust with stakeholders. British Petroleum must establish clear roles and responsibilities for its managers in China, outlining their duty to act in the best interests of the shareholders (Linder and Foss, 2015). This clarity ensures that managers prioritise long-term shareholder value over short-term objectives. For instance, British Petroleum can establish a legal and compliance team based in China, staffed with Chinese professionals who have a deep understanding of Chinese corporate laws and regulations. This team will work closely with the global compliance team to ensure consistency in corporate governance practices. By applying agency theory principles in its corporate governance practices, British Petroleum can ensure that its managers in China act in the best interest of the company and shareholders.
British Petroleum can manage the business strategy aspect in China to capitalise on opportunities and navigate the challenges in the highly competitive Chinese market. By conducting comprehensive market research to understand the unique needs of Chinese customers, the company can modify their products and services to meet the Chinese customer demands effectively (Defense Standardisation Program Office, 2018). For example, British Petroleum can invest in market research to identify specific preferences of Chinese consumers, such as clean energy solutions. By employing this strategy, British Petroleum can effectively manage its business strategy when doing business in China, hence adapting to the Chinese market.
British Petroleum can build strong relationships and foster trust by managing cultural sensitivity when doing business in China. The company can provide cross-cultural training to its employees working in China (Child and Warner, 2014). This training should cover Chinese cultural norms, communication styles and business etiquette. For instance, British Petroleum can organise workshops for its employees to understand Chinese cultural values, such as the importance of relationship building and the significance of face building (Child and Warner, 2014). Thus, building a culturally aware and inclusive business approach will help British Petroleum to establish itself as a respectful partner in the Chinese market, hence leading to its growth.
[bookmark: _Toc141298301]Barriers Experienced by Foreign Businesses
The Chinese regulatory environment is subject to changes that challenge foreign companies to navigate (Froese et al., 2019). For instance, foreign vehicle manufacturers need help in obtaining licenses to manufacture and sell electric vehicles in China. The regulatory process used has complex approval procedures that hinder some companies' market entry and expansion (Heller, 2017). Additionally, intellectual property protection remains a major concern for foreign businesses in China (Mercurio, 2012). Intellectual property infringement cases have been reported in China, leading to a loss of revenue and brand reputation. For instance, Apple Inc. has encountered significant issues with intellectual property infringement in China. Apple's products, such as the iPhone and iPad, were counterfeited, leading to consumer confusion and brand dilution.
[bookmark: _Toc141298302]Appropriate Strategies to Enable British Petroleum to Succeed in China
The company should prioritise localisation efforts by hiring Chinese talents and understanding business practices that align with Chinese values (AESC, n.d.). China's contribution to civilisation accounts for 28% of all growth worldwide. The Chinese people's determination as a country and economy is undiminished (AESC, n.d.). Therefore, building businesses based on Chinese talents can foster trust and British Petroleum's growth in the Chinese market. Additionally, British Petroleum must emphasise and commit to clean energy solutions and renewable sources. China plans to reach 36% of renewable energy consumption by 2050, with 90% of Chinese power demand coming from solar and wind energy shares over 60% (IRENA, 2022). As China seeks to transition to a greener economy, positioning British Petroleum as a leader in clean energy can enhance its competitive edge.
[bookmark: _Toc141298303]Recommendations
The British Petroleum senior executives must focus on enhancing their cultural competence and understanding of Chinese business practices and customs. For instance, the chief executive officer of General Motors in 2014, Mary Barra, appointed Chinese experts to General Motors' local executives and other key leadership positions to ensure a deep understanding of the Chinese market. Learning from Mary Barra will give the senior executives valuable insights into Chinese cultural practices and effective strategies for building strong relationships with local stakeholders.
[bookmark: _Toc141298304]Conclusion
Succeeding in the Chinese market requires a comprehensive understanding of its unique business environment and the ability to navigate serious challenges and opportunities. British Petroleum can position itself for success in China by adopting various strategies, including cultural sensitivity, sustainable practices, strategic partnerships and continuous learning. By embracing local customs and values, British Petroleum can effectively engage with customers, partners and government authorities, leading to a successful market presence. Ultimately, British Petroleum's focus on sustainability and clean energy aligns with China's commitment to environmental protection and its growing demand for renewable solutions. In any case, strategic partnerships with local Chinese companies can provide British Petroleum with invaluable market insights, distribution networks and government support. Moreover, these established players can help British Petroleum to navigate the Chinese market's challenges and identify growth opportunities. Regulatory compliance is paramount in China's business environment, and British Petroleum must stay informed about evolving regulations and adapt its strategies accordingly. Continuous learning can ensure that British Petroleum remains responsive to changes in the Chinese market. By drawing from the experiences of other managers who have successfully operated in China, they will provide valuable insights and guide British Petroleum's decision-making.
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