

HKBM7005 Strategic Change and Organisations

Management Report for Expansion of Microsoft Corporation in the Guangdong-HongKong-Macau Greater Bay Area of China









Wong Lai Fong Yvonne 
Student Number: 1922252 


Table of Content

1.	Company Background of Microsoft Corp.	4
1.1 Organizational Structure of Microsoft	8
2.	Issues to be studied:	11
3.	PESTEL Analysis	11
3.1 Political – Tensions between two countries	11
3.2 Economic – Opportunities from 14th Five Year Plan and GBA Outline Development Plan	13
3.3 Social – Availability of Young talents	17
3.4 Technology –Opportunity from New Infrastructure	18
3.5 Environmental – Improve Livability of GBA	21
3.6 Legal – Data Security Law and Data Regulations	23
3.7 Microsoft’s GBA Expansion plan	25
4.	SWOT Analysis	26
4.1 Strength	26
4.2 Weakness	28
4.3 Opportunities	30
4.4 Threat	30
5.	Porter’s Five Forces Analysis of Microsoft	31
5.1	Bargaining power of suppliers	31
5.2	Bargaining power of customers	31
5.3　Threat of Substitutes	32
5.4　Threat of New Players	32
5.5	Competitive Rivalry	33
6.	VRIO Analysis	33
6.1 VRIO Analysis of Microsoft	34
7.	Recommendations:	35
8.	• Action Plan	37
8.1  Execution Plan of the GBA Market’s Expansions	39
9.	Conclusion:	42
10.	References	44



1. [bookmark: _Ref68190587][bookmark: _Toc68342756]Company Background of Microsoft Corp. 
Founded by Bill Gates and Paul Allen in 1975 and incorporated in 1981, Microsoft is a technology company that develops and supports software, services, devices, and solutions. Headquartered in Redmond , Washington, Microsoft is a Nasdaq listed company (“MSFT”) under the management of Chief Executive Officer Satya Nadella. After first CEO Bill Gates (1975-2000) and second CEO Steve Ballmer (2000-2014), Satya Nadella has become the third CEO of Microsoft Corporation starting from 2014.  Board Chairman of Microsoft Corporation is John W. Thompson.  The revenue of Microsoft is 143 billion in the fiscal year ended on 30 June 2020 (Table 1). Microsoft ranked 47th in the 2020 Fortune Global 500 (ranked 60th in 2019) and it is the 23rd year for Microsoft in the Global 500 list.   The company ranked 3rd in the World’s Most Admired Companies in 2021 and it ranked 21st in Fortune 500 U.S. companies.  The mission of Microsoft “is to empower every person and every organization on the planet to achieve more”.  Microsoft products target at both small business and large enterprises from different sectors.  Riding on the trend of cloud computing and edge computing, the company offers comprehensive solutions for business transformation (Microsoft, 2021).  The company currently has 168,263 staff and 122 subsidiaries worldwide. Operation Centres of Microsoft include Ireland, USA and Singapore.  Microsoft has built and maintained an ecosystems and Microsoft partners can use Microsoft products to develop new software and solutions for their clients so as to enhance the digital capability of businesses and organizations.  
[image: ]
Figure 1 Lists Ranking of Microsoft 2020 (Fortune, 2021)
Apart from operating systems, software or server applications, Microsoft provides products such as personal computers, tablets, gaming consoles, intelligent devices and related accessories etc. Microsoft Windows are preinstalled in most brand name personal computers (PCs) such as Dell, HP etc (David & David, 2017).  Windows Operation System replaced Disk Operation System (DOS) and succeeded as the dominant operating system since the 1980s.  The company offered comprehensive IT solutions for its customers (Microsoft, 2021). In the global trend of Artificial intelligence (“AI”) , Internet of Things (“IoT”),  5G, Smart City, e-Learning, e-Health and so on, Microsoft continue its research and development developments by providing full-range of solutions to its customers. 
During the Covid-19, the company had new projects in the healthcare, telecoms, retraining, education and public sectors.  For example, Microsoft Azure was adopted to conducts simulations to help more patients to gain access to ventilators in Duke University and State of California adopted GitHub and Azure DevOps to build its Covid-19 infrastructure (Microsoft, 2020).      
Apart from software products, Microsoft also offers consulting services, cloud-based services as well as training certifications (David and David, 2017) Microsoft Certified Partner is a recognized brand name in the software industry.  Microsoft Certified Professionals is a well-recognized qualification in the IT community with certifications in Developer, Administrator, Solution Architect, Data Engineer, Data Scientist, AI Engineer, DevOps Engineer, Security Engineer, Functional Consultant (Microsoft, 2021).  Microsoft is a relatively open platform for innovation because trained and certified Microsoft engineers or solution architects can write different software on Microsoft platform.  



Table 1 Microsoft FINANCIAL HIGHLIGHTS (Microsoft, 2020)
 
	(In millions, except per share amounts)
	 
	 
	 
	 
	 

	 

	 
	 
	 
	 
	 
	 

	Year Ended June 30,
		2020	
		2019	 (a)
		2018	
		2017	 (d)(e)
		2016	 (d)

	 
	 
	 
	 
	 
	 

	Revenue
	$	143,015	
	$	125,843	
	$	110,360	
	$	96,571	
	$	91,154	

	Gross margin
		96,937	
		82,933	
		72,007	
		62,310	
		58,374	

	Operating income
		52,959	
		42,959	
		35,058	
		29,025	 (f)
		26,078	 (g)

	Net income
		44,281	
		39,240	 (b)
		16,571	 (c)
		25,489	 (f)
		20,539	 (g)

	Diluted earnings per share
		5.76	
		5.06	 (b)
		2.13	 (c)
		3.25	 (f)
		2.56	 (g)

	Cash dividends declared per common share
		2.04	
		1.84	
		1.68	
		1.56	
		1.44	

	Cash, cash equivalents, and short-term investments
		  136,527	
		  133,819	
		  133,768	
		  132,981	
		  113,240	

	Total assets
		301,311	
		286,556	
		258,848	
		250,312	
		202,897	

	Long-term obligations
		110,697	
		114,806	
		117,642	
		106,856	
		66,705	

	Stockholders’ equity
		118,304	
		102,330	
		82,718	
		87,711	
		83,090	

	 


 (a)	GitHub has been included in our consolidated results of operations starting on the October 25, 2018 acquisition date. 
(b)	Includes a $2.6 billion net income tax benefit related to intangible property transfers and a $157 million net charge related to the enactment of the Tax Cuts and Jobs Act (“TCJA”), which together increased net income and diluted earnings per share (“EPS”) by $2.4 billion and $0.31, respectively. Refer to Note 12 – Income Taxes of the Notes to Financial Statements. 
(c)	Includes a $13.7 billion net charge related to the enactment of the TCJA, which decreased net income and diluted EPS by $13.7 billion and $1.75, respectively. Refer to Note 12 – Income Taxes of the Notes to Financial Statements. 
(d)	Reflects the impact of the adoption of new accounting standards in fiscal year 2018 related to revenue recognition and leases. 
(e)	LinkedIn has been included in our consolidated results of operations starting on the December 8, 2016 acquisition date. 
(f)	Includes $306 million of employee severance expenses primarily related to our sales and marketing restructuring plan, which decreased operating income, net income, and diluted EPS by $306 million, $243 million, and $0.04, respectively. 
(g)	Includes $630 million of asset impairment charges related to our Phone business and $480 million of restructuring charges associated with our Phone business restructuring plans, which together decreased operating income, net income, and diluted EPS by $1.1 billion, $895 million, and $0.11, respectively. 

Source: Microsoft’s Annual Report 2020 



[bookmark: _Toc68342757]1.1 Organizational Structure of Microsoft
Former CEO Ballmer revamped Microsoft ‘s organizational structure in 2013  and subsequently the structure was changed by new CEO Nadella in 2015 (David & David, 2017).   The current structure of Microsoft comprise of Engineering Groups and Business Functions Groups.  Its Engineering Groups include Cloud + AI Group, Experiences + Devices Group and Technology + Research Group.  The Business Functions Group consists of business units such as Business Development Group, Corporate, External, and Legal Affairs, Finance Group, Global Sales, Marketing and Operations, HR Group, LinkedIn, Marketing Group and Worldwide Commercial Business. Microsoft is now headed by CEO Satya Nadella (Figure 1). 
The organization structure of Microsoft is matrix of product division and departmental functional structure (Figure 2).  The benefits of this structure is that, on service side, employees are specialized in particular products and can become product experts so as to have quick response to customer’s enquiries and increase customer satisfaction (Doshi and Chak, 2017).  On the functional side, the company can provide centralized and specialized support to different units.  For example, the HR group can handle all the recruitment and talents retention issues.  The Corporate Affairs group can concentrate its effort in government and public affairs.  

[image: ]
Figure 1 Organization Chart of Microsoft (TheOrg.com , 2021)

[image: Microsoft Organizational Structure]
Figure 2 Organization Structure of Microsoft (Dudovskiy, 2019)

To facilitate company growth, the company has adopted merger & acquisitions and divestiture strategy.  For example, Microsoft had divestitures of AOL and Uber in Jun 2015.  Since July 2015, Microsoft has undergone 62 acquisitions including the most prominent ones shown as follows (Wikipedia.com, 2021) : 
· July 19, 2015:	Adallom,	Cloud security (from Israel) at US$ 320,000,000 
· February 3, 2016: SwiftKey,Virtual keyboard (from United Kingdom) at US$ 250,000,000
· December 8, 2016:	LinkedIn,	Professional social network  (from United States) at US$ 26,200,000,000
· June 8, 2017: 	Hexadite , Cybersecurity (from Israel) at US$ 100,000,000 
· June 28, 2017: Cloudyn, Cloud business management (from Israel)	at US$	50,000,000
· May 18, 2018: Semantic Machines, Conversational AI (from United States) at US$ 400,000,000
· October 9, 2018: Glint, Employee engagement (from United States)	at US$ 400,000,000 	
· October 26, 2018: GitHub, Software development and version control platform (from United States)	at US$ 7,500,000,000
· March 26, 2020: Affirmed Networks, 5G networking (from United States) at US$ 1,350,000,000
· June 22, 2020: CyberX, IoT/OT Security (from United States)	at US$ 165,000,000 	
· September 21, 2020: ZeniMax Media, Video games (from United States) at US$	7,500,000,000
With such a strong financial strength and wide range of products and services, Microsoft is believed to be able to further expand its market share and continue to deepen its services globally.      

2. [bookmark: _Toc68342758]Issues to be studied:
Since Microsoft has a number of business e.g. operating system, social media, communication tools (e.g. Microsoft Teams), gaming and so forth, it has strong presence in the Asian market despite the tension between US and China.  With the Guangdong-HongKong-Macau Greater Bay Area (GBA) Outline Development Plan announced in February 2019 and GBA was mentioned for the fifth times in the 2021 National Government Work Report of China.  This paper will perform strategic analysis for Microsoft in further development in the GBA market.
3. [bookmark: _Toc68342759]PESTEL Analysis 
[bookmark: _Toc68342760]3.1 Political – Tensions between two countries  
The tensions between United States and China propagated to business field.  One of the most recognized case was the deal between Microsoft and Byte Dance.  Under the pressure from President Trump, TikTok was required to divest its U.S. operation due to accuse national security concern (Bishop, 2020).  The estimated valuation for purchasing TikTok’s U.S. was about $20-50 billion and Microsoft was believed to be the most suitable buyer for this deal.  There was an executive order from President Trump for Microsoft and Byte Dance (mother company of TikTok)  to close the deal by 15 September 2020 (Zhou, 2020). At that moment, Microsoft might have thought that the deal would be able to please White House for future relationship building so that the company might win more government contracts.  At the same time, it also could result as a risky decision as it may sacrifice its Chinese market which accounted for 10% (i.e. $125 billion) of Microsoft’s total revenue though the President Brad Smith claimed that China only “comprised less than 2% (about $2 billion) of the company's global revenue” (McKay, 2020).  Microsoft started to establish in China since 1992 and Bing is the only search engine within the Great Firewall for foreign sites (Kirkpatrick, 2007).  In 2020, the company now had about 6000 staff in China (McKay, 2020).  Bill Gates is a frequent speaker and spoke for the Boao Forum for Asia in Hainan several times.  The relationship with China is surely an asset to Microsoft.  Relationship with both the U.S. and Chinese government are equally important to Microsoft.  If Microsoft purchased TikTok U.S., Microsoft might offend the Chinese government.  TikTok’s case had already drawn attention from the Chinese government. Chinese government supported ByteDance not to accept the unfair deal.  The acquisition failed finally as ByteDance declined the offer from Microsoft and Walmart (Bishop, 2020).   The company subsequently submitted a proposal with Oracle as a “trusted technology partner” because “Oracle co-founder Larry Ellison publicly supported the former president”(Gerstein, 2021) . But ByteDance finally put the deal on hold because Donald Trump was not elected.  This maybe a good ending to Microsoft because the company can escape from this political dilemma and continue to keep a low profile. Microsoft wishes to stay in the China market and further develop its businesses riding on the current Belt and Road Initiatives.  
[bookmark: _Toc68342761]3.2 Economic – Opportunities from 14th Five Year Plan and GBA Outline Development Plan 
In the recent Government Work Report 2021, announced during the “Two Sessions” annual parliamentary meeting, Premier Li Keqiang announced the in 2021 the government will heavily promote technology innovation and accelerate industry upgrade and transformation (Li, 2021).  The government will develop various international technology innovation centre and comprehensive national science centres.    
[bookmark: _GoBack]As a top agenda in the Two Sessions 2021, the 14th Five Year Plan aimed at helping China to become stronger through “high-quality development” as well as “innovation-led growth” (GT staff reporter, 2021).   According to the new 14th Five Year plan, China aims to improve its economic and technological capabilities in the coming five years so as to increase the national strength.  For example, China sets a target of 7% per annum growth in R&D spending when shaping its own new form of development.  It is the first time the government use R&D spending as one of its development targets.  This implies that the China central government has a strong will to upgrade the economy to an innovation-driven one.  This is the first time for the Five Year Plans of China not to officially announce an annual growth target (GT staff reporter, 2021).    Furthermore, the 14th Five year plan has introduced an important term called ‘dual circulation’.  Dual circulation has two meanings.  Internally, the government will boost domestic demand, upgrade its supply chain and promote independent innovation and attract more foreign investments.  Externally, Belt and Road Initiative (BRI), Regional Comprehensive Economic Partnership (RCEP) Agreement and Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP) agreements are considered to be the major channels for international collaboration.   The 14th Five Year Plan will continue the national ‘reform and opening up’.  China will strike the best effort to improve its business environment through improvements in regulatory and monitoring functions and open-up of markets for foreign investments.  China set a target to become a high-income country by the end of the 14th Five Year Plan in 2025, and to double the size of its economy and GDP per capita by 2035.  
CCTV (2021) has counted the frequency of some keywords used in the 14th Five Year Plan and they included development (195 times), construction (used for 125 times), reform (49 times), culture (51 times) and innovation (47 times).  That means the 14th Five Year Plan laid much emphasis on development and construction. 

[image: Major targets of China's 14th Five-Year Plan (2021-25). Graphic: GT]
Figure 3 Major targets of China's 14th Five-Year Plan (2021-25) (GT staff reporters, 2021)
China is believed to be the only major country to achieve economic growth in 2020 despite the outbreak of Covid 19 (GT staff reporters, 2021). China will continue to focus on technological innovation and sustainable development.  This offers great opportunities to foreign investors especially in the technological field.  Since Greater Bay Area is one of the city clusters in China with fast growth, the further expansion of Microsoft in the Greater Bay Area may imply more opportunities for the company and deepen its presence in the China market. 
GBA is important because it is the door of the country to go to the Belt and Road countries.  For example, it only takes less than 24 hours to travel to most major cities in the world through Hong Kong or Shenzhen.  GBA is also the place for international cooperation.  It is a place for mainland enterprises to cooperate with professionals in Hong Kong and Macau to go to the Belt and Road.  The west bank of the GBA is positioned as an advanced equipment manufacturing industry belt while the east bank of the GBA is positioned as high-end manufacturing industries cluster with industries such as AI and electronic communications.  With the development a world-class airport cluster, highways and inter-city high speed rail links, connectivity of GBA would be much improved in future.  The GBA initiative places a strong focus on the environment, with a particular emphasis on ecological conservation and green and low-carbon development models (KPMG et al, 2020). The 2019 survey of KPMG and HKGCC found that 56 percent of survey respondents regarded technology and innovation sector as the top beneficiary of the region’s development followed by financial services (42%), trade and logistics (35%) (KPMG et al., 2020).  As a result, further market expansion in GBA implies high growth potential for Microsoft.  
[bookmark: _Toc68342762]3.3 Social – Availability of Young talents 
The Guangdong-Hong Kong-Macao Greater Bay Area (GBA) refers to Hong Kong, Macau and nine cities of Guangdong province (i.e. Guangzhou, Shenzhen, Foshan, Zhuhai, Zhongshan, Donguan, Huizhou, Jiangmen, Huizhou, and Zhaoqing). The total population of GBA is around 73 million and it contributes to about 11 percent of China’s GDP (Textor, 2021).  Approved by the State Council, GBA is one of the national city clusters and it’s development is part of the national strategy.  
Research and Development in GBA core cities such as Hong Kong, Macau, Shenzhen and Guangzhou can create spill-over effects towards the region and they have “a pivotal role as creation centre, gateway city, international hub and tourism centre of the GBA” (Deloitte China, 2019).  A study from Deloitte China (2019) found that positive impacts from “GBA’s transformation into an I&T hub would have on businesses including new market and revenue, accelerated development of R&D projects that will produce innovative goods and services, and greater access to high-calibre R&D talents”.  
The digital economy of GBA is thriving because of the availability of high-level talents in manufacturing, consumer goods and information and communications field.  More than one-quarter of GBA talents have overseas learning experiences and more than 30% are master degree holders.  According to a study by the Tsinghua University’s School of Economics and Management and LinkedIn (2019), it was found that “Shenzhen has become a magnet for high-level employees and workers skilled in the Internet Economy” and GBA is more attractive to digital talents compared to Shanghai and Beijing.  LinkedIn, a subsidiary of Microsoft Corporation, has 45 millions individual members and1.1 million employer companies members in China.  LinkedIn found that Shenzhen, Guangzhou and Hong Kong are ranked as the top digital talent centers. The report forecasted that 400-800 million jobs would be replaced by digital technologies (Lin, 2021).  We can deduce that development of digital economy and availability of talents in GBA can bring huge opportunities to innovation and technological companies such as Microsoft in future.   
[bookmark: _Toc68342763]3.4 Technology –Opportunity from New Infrastructure 
The Politburo Standing Committee of the Communist Party proposed more investments on "new infrastructure” projects to facilitate innovation and to offset the economic impacts from the pandemic for sustainable economic growth.  According to the estimation from CNBC, it was expected that there will be 34 trillion RMB total investment on major new infrastructure projects. Unlike traditional infrastructure such as highways, power station, old railways, “new infrastructure” refers to 7 major areas: “5G telecommunications network, industrial internet, inter-city railways, data centers, artificial intelligence (AI), ultra-high voltage power transmission as wellas new-energy vehicle charging stations” (Wong, 2020).  The new infrastructure can help China to transform to an innovation-driven digital economy with industry and smart city upgrade through the advancement in 5G networks, AI and internet of things (IoT).  Operational efficiency can be much improved and people can enjoy better services.  
Industrialization 4.0 is a global phenomenon and the new infrastructure strategy of China echoes with the worldwide trend.  During the Covid-19 period, many companies were forced to upgrade themselves and go digital in order to maintain its normal operation.  There are strong needs for digitalization and development in science and technology especially in promoting the collaboration in university-industry-research institution.  
The new infrastructure plan can be classified into three areas, namely, innovative infrastructure, information infrastructure and integrated infrastructure.  Innovative infrastructure includes research and development institutions, research infrastructure as well as innovation focused industrial parks.  They are infrastructure that “support science and technology infrastructure, science and education infrastructure, and industrial technology innovation infrastructure” (Wong, 2020). Information infrastructure include “5G, IoT, industrial internet, AI, cloud computing, blockchain, data centers, and internet communication network infrastructure” They are technologies that can improve productivity, speed and accuracy and also support transformation and upgrade of traditional industry.   Integrated infrastructure includes “constructing inter-city high-speed rail and intra-city rail systems, charging stations for electric vehicles (EVs), and ultra-high voltage (UHV) power transmission.” These will support higher efficiency in traveling and power transmission as well as provides an infrastructure for smart cities. 
After the speech of President Xi Jinping in the 40th Anniversary of Shenzhen in October 2020, the National Development Reform Commission (NDRC) announced 27 measures and 40 authorized initiatives granting the Shenzhen city autonomy to reform in 6 areas such as “market-based allocation of factors of production, doing business, technology and innovation, and opening-up” (KPMG et al., 2021). Shenzhen has been delegated power to further development in the newly emerging industries such as artificial intelligence, electric vehicles, drones, big data and biotechnology which promote industry and talent upgrade.  Since the development of GBA is “driven by innovation and led by reform” as per its basic principle stated, many opportunities can be found in the core engines of GBA -- Guangzhou, Shenzhen, Hong Kong and Macau.  
The new infrastructure initiative surely created much opportunities for Microsoft.  In fact, the Greater Bay Area is the fastest region in China in digital economy. 
[bookmark: _Toc68342764]3.5 Environmental – Improve Livability of GBA 
Apart from the “to be driven by innovation and led by reform” principle listed in the six basic principles of the GBA Outline Development Plan (2019), “to pursue green development and ecological conservation” and “to share the benefits of development and improve people's livelihood” are also worth to note from a environmental and developmental’ s perspectives.  Among the 7 areas for the development, two areas are related to environment --- “taking forward ecological conservation” and “developing a quality living circle for living, working and travelling”.  From this we understand that the Outline Development Plan also pursue environmental friendliness.  Due to global resources depletion, it is not possible to continue the resources-driven development in the past.  We need to minimize the use of resources and achieve sustainability.  Ocean economy is one of the major area for further development in GBA.  The Ocean economy has several meanings – 1. to develop the coastal economy for tourism, 2. to use ocean’s resources for advanced biotechnical research 3. to apply the tidal or water current energy for power generation and 4. to explore the ocean’s resources for economic development.  
In addition to the development of ocean economy or blue economy, building a livable GBA is also important.   We need to have a good living environment with metropolitan lifestyles so as to attract international high calibres to migrate to GBA and develop their career.  Therefore, we can see many green initiatives in the design of GBA such as bicycle track within the city so that people can be travelled by the environmental friendly “sharing bicycles”.   Many parks are built in the city areas as the “lungs” of the city and give people more space for leisure and sports activities.  
In the 14th Five Year Plan, it has initiatives to reduce carbon emissions and development of green economy.  There are lots of academic and industry research in energy saving, new energies, electric vehicles etc.  For example, Building Information Modelling is applied in the design and construction process of physical infrastructure.   Companies are encouraged to “go green” and conduct environmental friendly practices.   Since Microsoft is a business having green goals, it is believed government’s environmental restrictions on business will not affect the operation of Microsoft in China to a large extent. On the other hand, the leveraging of technology such as BIM and cloud to facilitate sustainability will benefit Microsoft’s businesses. 
[bookmark: _Toc68342765]3.6 Legal – Data Security Law and Data Regulations 
National People’s Congress of China published the Data Security Law draft for public comments in October 2020.  The Digital Security Law categorized “data based on its importance to the state’s economic development, national security and public interest while also providing additional safeguards for important data” (Latham & Watkins, 2020).  The proposed Data Security Law extends the scope of the National Network Security Law.  Together with the proposed Personal Information Protection Law, these “three laws would formulate a comprehensive legal framework for China’s information and data security” (Latham & Watkins, 2020).   The Data Security Law will not only apply within the territory of China, it is also applicable outside China if those data activities may harm the national security or public interest.  The Digital Security Law is as powerful as the European General Data Protection Regulation (GDPR).  Since the law has specific obligations for online data processing operations, data intermediaries, data collection entities, company like Microsoft should be alerted on the impact from the new law for its cloud computing and other businesses.  
	Apart from the National Data Security Law, cities such as Shenzhen is now drafting Data Regulations.  The Judiciary Bureau of Shenzhen Municipality announced the Data Regulations of Shenzhen for public opinion in July – August 2020.  The proposed regulations will review on the usage of data and the ownership of data.  The new law hope to set up a solid legal background for coming data transaction trade.    This is the first time to bring out the concept of “data right”: 
“Data is the description and induction of objects (such as facts, events, things, processes, or thoughts), and is the material that can be processed or reinterpreted through automation and other means. Natural persons, legal persons, and unincorporated organizations enjoy data rights in accordance with laws, regulations and these Regulations and no organization or individual may infringe upon such rights. Data rights are the rights of the rights holder to make independent decisions, control, process, gain, and claim compensation for specific data in accordance with the law.” (Yang & Chen, 2020) 
The draft regulations define the ownership of personal and public data.  Public data should be owned by the state and it is a government asset. 
	Microsoft need to be aware of the latest development in the data security law, personal information protection law and data regulations in China and ensure compliance in order to maintain its business in China. 
[bookmark: _Toc68342766]3.7 Microsoft’s GBA Expansion plan 
In 2019, Microsoft studied the GBA Outline Development Plan and wish to ride on the opportunity of GBA as the global innovation powerhouse.  Microsoft has organized Greater Bay Area Innovation Summit in March 2019 and showcased with the innovative solutions by Microsoft technology partners and startups.  Furthermore, the senior executives from Microsoft Hong Kong planned a retreat trip to GBA and studied the opportunities in the region.  Microsoft believed that Artificial Intelligence (AI) and Internet of Things (IoT) would have much potential in the GBA. For example, AI-powered chatbot (chat robot) built on Microsoft platform with real-time English, Mandarin and Cantonese translation capability would have high potentials in the market. Another example is sentiment of netizens solutions based on social media platforms’ discussions can provide insights for customer for smarter business decision (Ngai, 2019). Microsoft partners can help GBA entrepreneurs and companies to scale globally and develop new markets. 
4. [bookmark: _Toc68342767]SWOT Analysis
[bookmark: _Toc68342768]4.1 Strength
Microsoft is a company with strong technological background.  The product range is very wide.  According to Microsoft’s Annual Report 2020, in terms of IT applications and infrastructure, 95% of the Fortune 500 companies are running on Azure.  For Data and AI, Azure Synapase, Azure SQL Hyperscale, Cosmos DB, Azure Cognitive Services, Azure Machine Learning are the most popular products.  In Developer Tools, Visual Studio, VS Code are the most welcome code editing tools by developers.  GitHub under Microsoft’s LinkedIn is the community having more than 50 million developers.   In the cyber security sector, Microsoft has Defender, Microsoft Endpoint Manager and Azure Sentinel etc. for identity, security, management and compliance’s purposes.  Gaming is the most promising sector of Microsoft.  Microsoft Xbox has more than 15 million subscribers with brilliant products such as Flight Simulator and Minecraft.  The total solutions of Microsoft give ease to IT Managers as they do not need to worry about compatibility among its products and solutions.   Microsoft’s ‘pay as you go’ services provide flexibility for companies in their IT infrastructure planning. 
During the fiscal year 2020, Microsoft Corporation spent 19.6 billion USD on sales and marketing and the company invested 1.6 billion U.S. dollars in advertising (Statista, 2021).  The sales and marketing spending recorded the company’s highest annual expenditure to date.  The company has steady increase in the sales and marketing expenses in the last 3 year and increased from $17.469 billion USD to $19.596 USD.  The increase in sales and marketing expenses was driven by investments in LinkedIn, commercial sales as well as bad debt expenses.  The percentage of sales and marketing expenses to total revenue was decreased from 16% in 2018 to 14% in 2020 (Microsoft, 2020).  
In terms of research and development, the company spent about $19.269 billion in 2020 which accounts for 13% of the total revenue which was steadily increased from $14.726 billion in 2018. The percentage of research and development expenses to total venue was 13% from 2018 to 2020 due to investment in cloud engineering.  The research and development expenses of Microsoft was increased by $2.4 billion compared to last year, owing to investment on LinkedIn Devices and gaming products as well (Microsoft, 2020).    
Microsoft has a long history in the China market. It started in China since 1992. The company has about 6,000 staff in China. The software of Microsoft is being used by the Chinese government and many Chinese companies.  In addition, LinkedIn is a social media platform welcomed by many Chinese professionals. Microsoft has a research lab in China as well (Sherisse Pham, 2020).  Microsoft is one of the few American technology companies that helped China to build the Great Firewall (Bass and Banjo, 2020).  The Great Firewall in China reflected the regulation and restrictions which is part of the national security policy. Bing is the only approved foreign search engine in China. The browsing data of Bing truly added value to the company and become its competitive strength.  
[bookmark: _Toc68342769]4.2 Weakness
Microsoft is well-known for overpriced and unsuccessful acquisitions.  For example, in the purchase of aQuantive (an adverting metrics company) in 2007, Microsoft wrote off US$6.3 billion (Clark, 2016; Davenport, 2016).  The company wrote-off US$7.2 billion for Nokia’s phone business (Davenport, 2016).  In 2008, the company failed to purchase Yahoo! for nearly $48 billion under the leadership of former CEO Steve Baller because Yahoo! demanded more than Microsoft was willing to pay (Clark, 2016 ).  After the new CEO Nadella was on board in 2014, Microsoft closed the deal with LinkedIn Corp in December 2016 at US$26.2 billion and it was the largest purchase recorded in Microsoft’s 40-years of history (Greene, 2016).  Research analysts felt skeptical to the Microsoft and LinkedIn deal in 2016 because LinkedIn recorded losses in both Q3 to Q4 in 2016 and the number of users of LinkedIn in 2016 was just 500 million (Greene, 2018) while the number of users of Facebook was about 1860 millions during similar period (Statista.com, 2021).   From the performance of Microsoft in 2020, we can observe that Microsoft is a company with cash-cow businesses for steady growth.  
The matrix structure of Microsoft is also being criticized.  On one hand the matrix structure can groom more specialists, on the other hand, it can result in internal competition.   Different business groups will try to compete with each other and strike for better performance.  The winner-loser relationship can be harmful to internal harmony.  Collaboration and synergy is hard to achieve.  Competitiveness of the company may be affected.  
Apart from internal competition, Microsoft is competing with other competitors in the market for talents.  In the United States, Microsoft is not as attractive with its global giants rivals like Google and Facebook.  In China, Microsoft is not as appealing as large high tech enterprises such as Tencent and Huawei or high tech start-ups such as DJI, Zhuhai’s Yunzhou Tech etc.  It is because young technology talents would like to pursue a company with high growth potential and innovative atmosphere.  


[bookmark: _Toc68342770]4.3 Opportunities
Despite the stressful U.S.-China relationship, Greater Bay Area still implies much prospects to Microsoft.  With the new 14th Five Year Plan and development in digital economy, many opportunities unveil themselves to high-technology industries.  The 70 million people’s market and vibrant GBA means high growing potentials.  There are currently 21 GBA firms on the 2020’s Fortune Global 500 List.  Therefore, GBA can be a flourishing market in the coming 10 years due to national strategy.  Furthermore, China is the only country that can achieve economic growth in 2020, there is no reason for Microsoft not to deepen its presence in China.  New opportunities can be implied to multinational corporations in the Greater Bay Area.     
[bookmark: _Toc68342771]4.4 Threat
International supply chain was seriously affected due to global epidemic.  Many countries still cannot resume to normal operation.  The economic recession bought form Covid 19 is now affecting many companies all over the world.  The sales of Microsoft in 2020-21 would be of a big question mark.  
In the recent Xinjian cotton’s case, many U.S. and foreign brands are being blamed or boycotted in China.  There is a risk that the cotton case may spread to U.S. high tech products such as mobile phone and software products so that Chinese people or companies will avoid to use U.S. products such as Apple and Microsoft?  It may be a potential threat to Microsoft.  
Furthermore, with the signing of RCEP, the national strength of China can be increased.   Instead of staying at an inferior position, China may take a more keen and proactive role in the global market with stronger presence. Would the increase in national strength imply the decreasing bargaining power of multinational firms like Microsoft?  Such uncertainties can be potential threats to Microsoft.  
5. [bookmark: _Toc68342772]Porter’s Five Forces Analysis of Microsoft
5.1 [bookmark: _Toc68342773]　Bargaining power of suppliers
For large corporation like Microsoft, the bargaining power of its suppliers is moderately low.  It is because the company’s strong financial position allow it to choose different suppliers easily.   Many suppliers may be willing to sacrifice profits in order to become Microsoft’s suppliers so as to earn their brands.  Suppliers are vulnerable to be replaced and its bargaining power would be rather low.     
5.2 [bookmark: _Toc68342774]　Bargaining power of customers 
While Micrrosoft has been a major if not dominant player in many aspects, customers do have a choice. In terms of operating system, Microsoft windows is under the threat of products such as Apple, Linux and Andriod although Microsoft Windows is still the market leader.  In terms of computer desktop software, Microsoft Office is under the competition with Apple’s products, Google’s products and Open Office.  In terms of search engine, Microsoft’s Bing is competing with Google, Firefox, Baidu, etc .   In terms of cloud businesses, Microsoft Azure is under the threat of Amazon Web Services, Google, Alicloud, etc. In terms of gaming market, customers can choose Nintendo Switch, Sony Playstation or even PC or mobile phone games instead of Microsoft X-box or related Windows games. More and more alternatives have come to the market and this increases the bargaining power of customers and decreases the bargaining power of Microsoft. However, another angle to look at this the switching cost. For current customers the switching cost of an operating system or enterprise system is high while for gaming or search engine it is rather low. The bargaining power of customer is moderate.  
[bookmark: _Toc68342775]5.3　Threat of Substitutes 
Microsoft’s has been a dominant player in the desktop world and a major player in the server world. However as mobile devices had surpassed desktops in China the threat of substitutes comes from an area where Microsoft has missed several changes. In the IoT area Microsoft is also in a rather underdeveloped stage. In the gaming industry, the market also has different alternatives to replace the Microsoft X-box.  Therefore the treat of substitutes is rather high in most situations. Another major threat is the Chinese government plan to do “independent innovation” in major areas including IC’s and chips. The change of CPU and chip-set could easily led to the introduction and potential development of a new operating system which could be a major threat of substitution.   
[bookmark: _Toc68342776]5.4　Threat of New Players 
As the product range of Microsoft is rather broad, major competitions come from existing large competitors such as Facebook, Google and Apple.  The threat of having new players is no so high.  It is very hard for a new company to be as competitive as technology giant like Microsoft as a whole. However in most specific areas such as AI, Big Data, IoT etc smaller companies spin-offs from giants such as Tencent, Alibaba and Xiaomi present clear and present threat to Microsoft in these specific areas.
5.5 [bookmark: _Toc68342777]　Competitive Rivalry 
With the growth of competitors such as Apple, Amazon, Google etc., competitive rivalry faced by Microsoft is rather high.  Microsoft did not have competitive edge in the search engine business and is also facing fierce competition in mobile OS and office utilities. The growing of competitors such as Kingdee and Yonyou also present hugh threat in the traditional ERP area where Microsoft had already been dealing with large rivals such as Oracle and IBM Furthermore, Amazon and Alibaba are major competitors in cloud computing platform while IBM, HP and their service partners had already been giving heat in the cloud services areas.Therefore, Microsoft needs to formulate strategies to maintain its competitive position and stay strong in the market.  

6. [bookmark: _Toc68342778]VRIO Analysis
VRIO  (Value, Rarity, Imitability and Organization) analysis is adopted to determine the core competencies and competitiveness of a company for sustainable growth.  A company can also figure out which area in the company can be further strengthen so as to become its core competency.  


Table 2: VRIO Analysis of Microsoft 
(London Business School, 2021; Pratap, 2020; Rivera, 2019)

	Core Competencies
	V
	R
	I 
	O
	

	Brand Recognition
	✔
	✔
	✔
	✔
	Sustainable competitive advantage

	Strong Financials
	✔
	✔
	✔
	✔
	Sustainable competitive advantage

	Product Portfolio
	✔
	✔
	✔
	✔
	Sustainable competitive advantage

	Technological Innovation
	✔
	✔
	✔
	✔
	Sustainable competitive advantage

	Capability in AI
	✔
	✔
	
	
	Temporary competitive advantage

	Talented Human Resources for technological advancement
	✔
	
	
	✔
	Competitive parity 

	Leadership Team
	✔
	✔
	
	✔
	Temporary competitive advantage

	Sales and Distribution Network
	✔
	✔
	
	✔
	Temporary competitive advantage

	Relationship with Microsoft Partners
	✔
	✔
	
	
	Temporary competitive advantage

	High customer rating
	✔
	✔
	✔
	✔
	Sustainable competitive advantage



[bookmark: _Toc68342779]6.1 VRIO Analysis of Microsoft 
Microsoft is strong is brand recongnition, financials, product portfolio, technological innovation and customer rating which provides sustainable competitive advantage for the company to further expand in the China. Microsoft ranked 3rd in the World’s Most Admired Companies of Fortune Magazine (Fortune, 2021).  The brand image or equity of Microsoft is very strong because it is a customer-oriented and innovative brand.  The product portfolio of Microsoft is wide-range and diversified so as to have a wide portfolio targeted for different customers.   Since the percentage of research and development spending of Microsoft is rather high, this can imply high technological innovation capabilities of Microsoft.  
The capability in AI, leadership team, sales and distribution network and relationship with partners are temporary competitive advantage of the Microsoft which requires enhancement in order to further develop in the South China market.  Talented human resources for technological advancement of Microsoft is just competitive parity.   Technology talents in GBA is of strong demand and high calibres talents have many choices.   Comparatively, Microsoft looks less attractive.
The company needs to rethink its strategies and package in order to attract high technology talents to join the Microsoft’s team.  

7. [bookmark: _Toc68342780]Recommendations:
Although the TikTok case seems to come to an end, the US-China tension is still unclear.  Microsoft has to prepare itself for worse situations and stay low profile in the unclear political climate.  Having too close relationship with China may arouse unwanted political attention.   At the same time, having too close relationship with US politicians may result in losing market share in China.  The company needs to be prudent for a fine and precise balance.  Moreover, the recent Xinjian cotton’s case may be a potential challenge to Microsoft in China. The company is required to equip itself and plans for potential crisis.    
If Microsoft wishes to capture more market share in Greater Bay Area (GBA) and further develop its business, the company needs to prepare different strategies.   Firstly, the company need to study any particular area to be focused on.  For example, the company has to review its company strength and see whether it should develop in which areas such as cyber security, social media (i.e. LinkedIn), 5G, gaming industry.   Secondly, the company has to review the benefits of developing GBA market to the company.  Since GBA is the windows to the Belt and Road countries, multinational corporations can join hands with Chinese enterprises to develop overseas market.   Many opportunities can be implied to Microsoft.  Moreover, the further development of GBA market can create radiation effects for Microsoft and enhance Microsoft business in China.    Thirdly, the company has to review the opportunities from dual circulation and new infrastructure.  Microsoft has to study how its services help the industry upgrade of traditional companies and facilitate the digital economy of Guangdong Province in the dual circulation.  These can help Microsoft to fix its market niche for future market development.
In terms of operating system and office tools, the company should continue its low cost strategy so as to capture market share.  In addition, operating system and office software are good entry points to lock customers in.  In this way, this can help enhance the search engine business of Bing and enhance Microsoft Bing’s advertising business.  Furthermore, the low-cost strategy can prevent customers from using Linux or apple products.  To future compatibility, it is easier for customers to continue to use Microsoft products.  Low cost strategy can also help Microsoft to target to wide range of customers in first glance and help company develop a large customer base.   Having a large customer base can also assist the company to build a large customer database and gain enough big data with different application scenarios for future cross-selling use.   
For server, HR solutions and gaming business, the company should adopt a differentiation strategy.  The company should produce unique products and services to particular niche markets so that it can provide tailor-made solutions for B2B (business to business) customers.  For example, the company can provide different cloud services or HR solutions tailor-made to a particular sector such as manufacturing, IT & telecommunication, professional services, culture and creative industries.   For the B2C (business to customer) gaming business, Microsoft should target to the rising middle class in the GBA because the GDP per capita in GBA is on rising trend.  There should be huge potential in the middle class groups.  Differentiation strategy can help Microsoft to extend its market development in GBA. 
8. [bookmark: _Toc68342781]• Action Plan 
Microsoft can increase market share of its products in GBA through product development, acquisition and partnership building.  
In terms of cloud business, the company can further promote its Microsoft Azure products to Chinese factories and enterprises because they can provide full range and one-stop shop services for its customers.  The company should expand its partner network and provide value-added services to their customers.  For example, the company should bundle with other cyber security products, software and hardware products.  If more software are written in Microsoft platform for businesses to use, it can improve attractiveness of Microsoft products.  The Microsoft’s Pay as you Go services can suit both high-end and low-end customers and mass promotion strategy is needed.    
In terms of gaming business, Microsoft can sell its game consoles to middle income families with the increasing purchasing power of Guangdong province.   In order to strengthen the gaming business of Microsoft, the company has to adopt acquisition strategy.  Microsoft can explore any good gaming companies to cooperate and even purchase the whole company to become its subsidiary so as to increase its capabilities and market share. The benefits of acquiring new creative ventures can also help Microsoft to recruit more entrepreneurial talents for the company. 
In terms of desktop solutions, the company can further promote its Microsoft Windows and Microsoft Office products to companies in the area.   In terms of browser and search engine, Microsoft has to convince its customers that Microsoft Bing is the best companion of customers to search information of foreign countries and help customers to connect to overseas market.  After the lesson learnt in the pass, the company should keep it low-cost strategy in its Windows and Office products.  Otherwise, it would attract pirated products again despite the sense of intellectual property in China has been much improved.    
In terms of social media, Microsoft can strengthen LinkedIn services in GBA and recruit more members.  It is because the international professional network of LinkedIn can help China large enterprises to recruit talents all over the world.  Since GBA wishes to develop into an International Technology Innovation Hub, LinkedIn can help companies to dig out high calibre and industry experts from foreign countries.  LinkedIn training services can also help companies GBA to train up their talents which are very useful to customers.  Furthermore, LinkedIn is a good social media for corporate brand to promote itself and strengthen its brand equity in the international market.   A company with LinkedIn Page can increase its trustworthiness and brand image.  The company can aim at the medium to large enterprise market as they are the companies with more tendencies to recruit oversea talents.  
The success of the above areas require partnership and collaborations.  The company can explore partnership with well-established hardware companies in China such as Huawei, ZTE and Lenovo for its operating system and cloud businesses.  Microsoft can also invite more innovative start-up companies to write useful and attractive software on Microsoft platform empowered for artificial intelligence, business automation and digital transformation.  In the partnership development process, the company can pick some high-potential small and medium companies to acquire so as to recruit new manpower for the future development of the company. Young and creative talents from small and medium companies can become impetus to Microsoft and stimulate more innovative ideas for product and market development.  With wider range of quality products and services, it can improve the attractiveness of Microsoft’s brand.  Partnership building can help Microsoft to create its own ecosystem in the Greater Bay Area and increase its competitiveness.  
[bookmark: _Toc68342782]8.1  Execution Plan of the GBA Market’s Expansions 
1. Thoroughly study the Outline Development Plan, the 14th Five Year Plan and the National and Provincial Government Work Report from 2019-2020 and understand the area of potentials. 
2. Study the government policy paper related Digital Economy, New Infrastructure, Industry Internet, Digital Law, Free Trade Zone and Pilot zone so as to dig out area of further development.
3. Organize a retreat trip in Greater Bay Area and discuss with related government departments in the 2 special administration zones (i.e. Hong Kong and Macau) and 9 cities of Guangdong province so as to have clear picture about the Greater Bay Area.  This can also help Microsoft senior executives to understand the developmental plan and industry policies of city governments.  
4. Set up a new GBA team under Microsoft China for the market development after the new Greater China’s CEO Hou Yang (Blain, Robert, 2021) has been on board in 2021.  The GBA team should have team members familiar with national policy and having industry domain expertise knowledge so that they are able to maintain excellent and all-round communications with (national, provincial and city) governments, industries, research institutions and academia.  
5. Formulate a 5-year strategic plan with budget for the new market development plan and set up relevant annual performance KPI. 
6. Organize Partner’s Days in Greater Bay Area and build partnership with small and medium companies with high potentials.  
7. Organize Microsoft Solution Days in different cities of Greater Bay Area and showcase innovative solutions to potential customers in the region.
8. Arrange internal staff communications to get the buy-in of different business groups and functional groups. 
9. To facilitate the cooperation with research institutions and academia, the government affairs team should establish close connections with research institutes and universities in the region.  For example, the company can consider to set up a Microsoft Labs in some of the 11 cities in GBA.  This can enhance the innovation capability of the company.  
10. Conduct campus recruitment campaign to attract high calibres to join Microsoft.  
11. Organize related PR campaign so as to improve Microsoft’s brand name in the area. It is important to make customers have Microsoft in their mind.  
12. Evaluate the results quarterly and annually.
13. Fine-tune or enrich the strategic plan for better results.  

9. [bookmark: _Toc68342783]Conclusion:
 China is a market with high growth potentials and it is a strong market that can survive adversity.  For example, it was the only major country that achieve economic growth despite the Covid-19 in 2020.   However, relationship between U.S. and China is not ideal at the moment.  This is a paradox and ambivalent situation to U.S. companies like Microsoft to further develop in China.   The company has high priority to protect the interest of their customers.  At the same time, they do not want to offend either the Chinese or US government.  The challenging situation is as if maintaining a fine balance on a thin wire. Keeping a low-key can help Microsoft to stay away from the eye sights of political leaders.   The company should go for stakeholder engagement strategy below the line instead of heavy-advertised mass communication strategy.  
Microsoft is a financially strong high-tech company with strong branding in the world. It is proven to be a cash cow company with continuous profit generated for its shareholders.  This forty-five years old company is facing its “middle-age” crisis. The company has reached a bottom-neck for high growth.  The company must figure out areas with high potentials to sustain its continuous progress.  The nearly 30-year experiences of Microsoft in the China market is believed to be an asset in assisting the company’s further development in the GBA market.  
A company under political turbulence does not mean that it should do nothing in market development. It can still increase its strength and capabilities for new market development.  Firstly, the company can thoroughly study the potentials of the Greater Bay Area by analyzing the GBA market through political, economic, social, technological, environmental and legal analysis.  Secondly, the company can scrutinize its strength, weakness, opportunities and threat in GBA so as to better equip its team and improve its capabilities. Thirdly, the company can formulate related strategies for future development and develop its strategic and execution plan.  Looking ahead, GBA is a region full of potentials and possibilities.  Market expansion in GBA market can surely add value to Microsoft.  
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