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Executive summary


China is broadly seen as one of the foremost energy economies given its record of and prospect for supported levels of outstanding development. It has more web clients than any other nation and quickly expanding levels of broadband entrance. This is explained by the fact that it is also the most populated country in the world. But in order to be able to rank as a leader, each company must comply with strict Internet security laws and Baidu- the owners of the Chinese search engine market at the moment do (EVS, 2018). 
Google, which is the most popular search engine with a 89.95% market share in the world made its first steps on the Chinese market in 2000 through its version of Google.cn in Chinese language. Alas, business strategy that the Google won the world market did not work for their benefit in the lucrative Chinese market. Lack of understanding of Chinese language, culture and values, and neglect of local laws, has led to censorship of the search engine and the site has stopped working in the country. To date, Google still negotiating with the Chinese government seeking to regain the market in their country (Sheehan, 2018). 
Why the US company has failed to unleash its potential and the Chinese market is still an untapped goal for them? What are the external and internal factors that have affected Google's failure in China? What they need to do to win a larger market share? Which strategies will work effectively for Google on the Chinese Internet market and how to use them to achieve a greater competitive edge over Baidu? Which is the right way for a successful business in China ... I will find out in this case and I will offer recommendations to help Google overcome cultural differences with the Silicon Valley and regain its market!
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Google LLC is an American multinational technology company, founded in 4 of September 1998 by Larry Page and Sergey Brin. Since 2015, Google is a subsidiary of Alphabet Inc., based in Mountain View, California, U.S.  The company's business is related to Internet products and services, including online ads, software and hardware, as well as cloud computing. Google is the most visited website in the world, who’s 87% of its revenue is mainly from advertising (Wikipedia, 2019). In 2015, the company announced a profit from $75b. Along with giants like Amazon and Facebook, Google is considered one of the largest technology companies (Wikipedia, 2019).
Looking at the statistics to date, Google remains the leader in the search engine market with a 89.95% market share as of January 2019 (Statista, 2019). These results are achieved thanks to the fact that the company follows its corporate mission and vision. From its foundation to the present day, the Google mission is focused on providing people with access to the information they need. The corporate vision of the company goes with the mission, namely to provide access to the required information with just one click (Google, 2019). The incredible success and growth of Google face the company with various challenges such as privacy issue, hacker problem, and controversy with Chinese browsers. To look at the problem, they are facing in China and what strategic opportunities would be successful for the company in their market, we will compare Google with their competitor and leader of the Chinese market – Baidu. 
Baidu Inc. was founded on 18 of January 2000 in Beijing, China. A multinational technology company, specializing in the internet, was created by Robin Li and Eric Xu. Baidu is one of the largest AI and Internet companies in the world (Wikipedia, 2019). The mission of Chinese company aims to provide the best and most just way for people to find what they are looking for (Baidu, 2016). While Google is the leader of the global internet market, Baidu dominates the Chinese market. The company owns 62.06% from the Chinese market, while Google reaches barely 2.72% (StatCounter, 1999-2019). 
In that case study, the business strategies of the two companies will be addressed and will be applied in appropriate frameworks, which will analyze why Google cannot conquer the Chinese market. After analyzing the situation, strategies will be proposed to help Google gain a larger market share in China, and to be a worthy competitor of Baidu.
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To balance their business and to achieve their organizational goals. Each company must have built a good business strategy. The latter is a plan, containing different levels, that helps managers think strategically (D.Campbell & G.Stonehouse, 2011). Strategic thinking and leadership are the necessary techniques, because they help the leader to think creatively, regarding the future of their business (D.Campbell & G.Stonehouse, 2011). 
Even though both-Google and Baidu are working in similar areas of web services, statistics show that Google's business strategy is not successful on the Chinese market. The main reason for the failure of Google's business strategy in China is that, the company did not work according to government guidelines. For non-compliance with local laws, in 2010 Google was a censored layer that brought Baidu to leadership on the Chinese market (Johnson, 2010). 
To tackle the challenge faced by Google in China-which represents an enormously important market for the future, require the analysis of the macro environment of both companies. With this analysis, it will be shown how the external factors of business affect both companies, and how important it is to create a profitable business strategy.
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PESTEL is an instrument, designed to show how the external environment influences the business of Google and Baidu in China. Changes in political, economic, social, technological, environmental and legal factors, identify opportunities and threats for both companies, as well as impact on profitability and their competitive advantage (T.Wheelen & J.Hunger, 2011). 
Political factors:  These factors include the influence of governments and determined the effect, that they have on business (T.Wheelen & J.Hunger, 2011). In China, the political factors that negatively affect the strategy of Google are different government laws and regulations. Non-compliance with these laws leads to censorship of the search engine. In contrast, their Chinese competitors Baidu, declared clear privacy policy on its’ website (Brustein, 2010). It is typical of the Chinese authorities that they require data from companies in their market through court orders and regulations. Delete this fact is the next political issue, that Google need to consider, that their business strategy to be effective in China, because many of these laws are vaguely defined and often subject to interpretation by the authorities (Simonit, 2018). 
Economic factors:  China is a very different market, because is growing. Also is a huge investment for its shareholders. That’s means conditions change every day and each company should be close to that market if it’s wanting to be part of it. The economic factors influencing the development of Google in China are economic stability and growth. If the company improves these economic externalities, it will gain Chinese expansion, which will increase Google's income and capabilities, and will reduce its costs on china market (Fannin, 2018). Baidu, on the other hand, must take into account the economic system currently operates in Internet Sector, in order to maintain its position in front of its competitors Alibaba Shenma and Tencent. The growth of the Chinese company is also influenced by the rate of GDP growth in the country (Horwitz, 2018). 
Social factors:  Although there is much greater cultural freedom in China today, the sensitive information and contents have been justified as not suitable for Chinese culture and morality. The culture of the country, that is the reason today China to has the world's most complicated regulations and laws for the Internet. On these regulations and laws, Google should study and understand running successful their business in China. As the Chinese leading local search engine, Baidu is a step forward because it is easier for them to share the beliefs, attitudes and values ​​of the Chinese nation, than Google does. Nationalist feelings and cultural nuances made sites operated by US companies feel alien to Chinese consumers (Thompson, 2006). 
Technological factors:  These factors played main role in business for both of the companies. Thanks to the Internet services offered by search engines, they compete on the Chinese market. Although, in the middle of 2014, the government is blocking almost all of Google's services in China, such as Gmail, Google Maps, and Google Scholar, many of which are essential to the international business, Google is starting to search for roads back to China. An example of this is the first direct investment in Mobvoi in 2015, made by the US company in China (Sheehan, 2018). The disappointing attempts of Google to remain on the Chinese market have led to the official suspension of the company in 2017 and the launch of a new research center AI in Beijing (Sheehan, 2018). “Dragonfly” is the next developed project from Google, with which the company will try to cross the market entry barrier in the Silicon Valley. But whether China State interference will allow this project to be admitted to their market? We cannot answer this question so far (Fannin, 2018). Compared to the US giant, Baidu commands 74% of the Chinese market. This successful company duels its superb search algorithm for Mandarin language, which focuses on cloud words in the search engine. Lower cost-per-click (CPC) is another example for Baidu success. Baidu has an average cheaper CPC than Google, but also the advertising costs are exponentially more expensive than the cost of Western companies (Ross, 2018). 
Environmental factors:  Climate change, Policies regulating environmental pollution and Ordinances on Air and Water Pollution in the Internet Information Service Industry are the environmental factors influencing strategic business management (Lynch, 2015). Google and Baidu must carefully evaluate them before expanding their business to new markets. 
Legal Factors:  The power that Baidu has in the Silicon Valley market, is due to the company's subordination to all the laws and requirements that the Chinese Communist Party has. However, Google should make efforts to work alongside Chinese legal constraints that are quite sensitive if advertising is incorrect. 

As a summary of the external factors affecting the two companies, we can say that to benefit their business in China, Google should consider the disadvantages that have been mentioned with regard to political, social and legal factors. For example, Google must accept the Chinese culture and the laws it has in place to introduce business into their market. This will lead the company, a larger market share in China and a greater competitive advantage for Baidu. In my Recommendation list on page 14, you can find more options with which Google can improve their business on the biggest internet market on the world.
Chinese competitors, in turn, have to emphasize innovation in their technological factors to maintain the leading position in their country. The huge advantage that Baidu has been that knows a local market, but Chinese search engine is facing namely competitors on its territory in the face of Alibaba Shenma and Tencent. Successful e-commerce proposals have led to an increase with 15% in the market share of the search engine on Alibaba. “WeChat”- the messaging service, was the reason Tentent was getting popular in China. 

The exploration of external factors and their influence, shapes the success of the business strategy and help to solve the problems, which companies encounter while managing their business. We will continue to analyze the external environment for both companies through SWOT-framework. It is important to mention that this framework shows the company's internal capabilities and external factors that affect how these opportunities are used (Lynch, 2015). So in advance we will say that the writer of this case study is aware that strength and weakness are mainly internal because are related to resources of an organization, and opportunities and threats, are related to the external environment of the companies. But in order for the analysis to be clearly presented, the framework will be presented in full, not divided, in terms of the external and internal environment for our companies.
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Strengths: The largest strength that is common to both companies is that they are market leaders in the search engine. With the difference that Google is the world market leader, and Baidu of the Chinese market. Google can also boast that it is the largest traffic generator, produces more than 1.2 billion hits, the company takes a clear advantage over its competitors like Bing, Yahoo and Baidu. The American company also relies on the strong recognition of its brand and 
and of its advertising, from which most of the company's revenue comes (Cuofano, 2019). Not least, is the record of innovations aimed at consumers, that Google achieved increase its market share in the Silicon Valley (L.Lin & J.Nicas, 2017). 
Similar to its competitor, 86% of its revenue Baidu wins from its ad. Another strong side of the search engine is that it is the first Chinese company listed in the NASDAQ 100 index. The leadership of Baidu in voice search and AI software is another strength of the fast-growing Chinese market, of which the Google even is absent (Capital, 2018). 

Weaknesses:  Although they are leaders on the search engine market, weaknesses are not missing for both companies. First and in general the biggest weakness for Google is their global business strategy. It did not play a good role for the company, because it turned out to be inappropriate and “insufficiently educated” for the Chinese market. Second one is that Google’s business is mainly online, and with it the physical presence of the company is minimized, and this leads to poor competitiveness with companies such as Apple for example. According to eMarketer (Editors, 2018), it is expected to reduce the market share of Google from 38.8% in 2017 to 37.2% in 2018, due to the ongoing economic recession and growing competition from Facebook. 
The late appearance of Baidu in the smart phone industry, brought the company a low market share. Another weakness of Baidu is that it is poorly recognized by people outside of China. If a search engine wants to expand its territory and not be limited to China, it should consider promoting its brand.

Opportunities: After USA, the Chinese Internet population is the second largest in the world. The Chinese market is developing at a fast pace and could bring high revenue to the company. Local collaboration is an opportunity for Google, which can bring profits to the company because while local companies are limited to local expertise, the US company can bring global processes and knowledge to the Chinese market. Building a business model without advertising is another option for the company to bring sustainable revenue. With your know-how in the USA, Google Chinese have the opportunity to expand their economy in the states, because the US economy is improving faster than any other developed economy (Statista, 2019). 
Attitudes for Baidu competitors are to tap their market share and increase ad and paid search. Power that keeps Baidu on the Chinese market gives the company an opportunity to become the biggest brand technology and web service. In the world, Baidu has no particular advantage over its paid search and there is plenty to learn from Google and their successful programs as “Adwords” and “Adsense” (Zheng, 2016). 

Threats: However, Google global success, the company faces threats that have to find a way to manage, because they can be potentially dangerous for the company's position in China, and the perceptions of its users. Working in a definitive administration without legitimate certainty is continuously unsafe (Williamson, 1983). Thus, the censored search project “Dragonfly”, managed to bring more criticism to its creators over their alleged co-operation with China. Another threat to Google is not only their direct competitors, who have the Chinese market, but also Facebook and Amazon, who with their innovation and popularity slowly catching up with the American giant (Blystone, 2018).  
Baidu also boasts threats. The biggest of which is the limitations of Google and the presence of very strong competitors. Several times in this case study it was mentioned, that Baidu enjoyed success in his country thanks to the censorship of Google, but when the time has come for them to be removed, the Chinese search engine has to defend its position. Potential threat to Baidu's growth abroad is also competing companies as Bing and Facebook, which have a large market share in the global market (Desjardins, 2018). 

An important note is that the writer of this case study applied SWOT analysis for both of the companies focused only in China market. Delete it can be inferred that managers in Google Chinese identify weaknesses and threats, that are a serious obstacle to expanding their organization to Chinese territory. The main reason for the low competitiveness of Google to Baidu is the non-compliance with the Chinese culture, values ​​and laws. Thus, Google's leaders need to use the strength they own and direct their attention to creating a new strategic goal and a new project, comply with Chinese requirements. 
On the basis of them, Google will have a chance to increase its growth and profit on the fast-growing Chinese market. If Google addresses its weaknesses and threats, will overcome the impact of unfavorable factors in the macro environment. And Baidu not only will be shifted from the first place but will not be compared with them.

The external and internal environment is inextricably linked to the life of one organization. PESTEL and SWOT are tools that describe external factors and their impact on a company. Nevertheless, they are also influenced by wage factors that are part of the company's internal environment. To analyze the impact of the relationship, the workforce on Google and Baidu's business environment, will be presented McKinsey 7S model, and Brief Financial Analysis, as part of the internal environment for both companies.
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McKinsey 7S Model is a tool, which helps to improve organizational performance of a company, analyzing 7 key elements for her and determines whether they are effectively used to achieve their organizational goals (Kenton, 2018). These 7 internal elements are:
Strategy: The main business strategy of Google is based on innovation and services through which people get easy access to information when they use the Internet. Undoubtedly the company's strategy can be considered successful because Google is one of the most influential companies in the world. From 2018, the company is also focusing on building a new strategy that is consistent with China's stringent data sharing policy. The US search engine's approach to developing a censored application for searching, thereby automatically blocking search results banned by the country (Sarnoff, 2018). 
The strategy of the main competitors Baidu is similar to Google, namely an internet platform in which people connect, seeks and receives information. But the dominant position of the Chinese market is not entirely devoted to their business strategy, but rather the Chinese language of Baidu, knowledge and compliance with local laws (Baidu, 2016).
Structure: In order to focus more on the diversification strategy and to maximize the use of the resources they hold, in 2015 Google was restructured and became a subsidiary with a parent Alphabet Inc. Part of independent businesses such as NEST, Google Ventures и Google Capital will also be “children” of Alphabet, but Android and YouTube remain belonging to Google (Yarow, 2015). 
The structure of Baidu has several subdivisions (Wikipedia, 2019):
· Global Business Unit, which has different applications and services
· Baidu App Store, which include download apps  
· Shouji Baidu, include download apps
· DU AD Platform is the advertising platform

System: For the numerous operations it performs, Google has:
· Employee selection system
· Business intelligence system
· Customer relationship management system 
· Knowledge management system
The most important Google system is the algorithm of the company, by which web pages are ranked according to search queries (Hosch & Hall, 2018).
 Systems of Baidu are: Baidu Online Network Technology System, Baidu Netcom Science Technology System, with which the company carries out its business and serves its customers in China (REUTERS, 2019).
Shared values: Internet technologies change the world around us, so successful business leaders need to be able to manage this change. The success of Google for 21 years has been devoted precisely to the values ​​that the company owns and their reasonable use. The main ones are: users are placed first, the company always sets bold goals that some competitors would be indiscriminate to achieve, when they break the borders, as an example is their business in China, the company accepts the failure, but does not give up on this market, always innovative in building global technologies and products (Georgiadis, 2014).
And Baidu does not give way to its American rivals in that puts consumers in front of profits (Executive, 2016). Another value of the company is able to respond quickly to a problematic situation, which example is a change in their strategy, when the company has a problem with a policy on advertising medical products that have led to a death (Clover, 2016). 
Style management of Google is management, to the principles of high freedom, which is also practiced by a number of successful companies such as Service Masters and Marriott International. In other words, in this style of leadership, managers stop being managers. The unique company culture and the lucky employees are the result of this great freedom (Schwantes, 2018). 
Baidu's management is influenced by Chinese culture, in which the leader is respectable and dominated person. Unlike a Google, Baidu makes a huge division between a director and a worker, because Baidu employees have no freedom, on the contrary they are waiting for instructions from their leader (Rabkin, 2012).
Staff and Skills: The Google's unique corporate culture has already been mentioned. Thanks to it, it creates a supportive environment for people around the world to fight for a position in the company. Some of the other benefits that Google provides for its employees are 
unlimited free meals, free fitness cards. These advantages provide the choice for Google of choosing and attracting the best and most talented minds, and they provide the company with higher productivity and profit (Blackiston, 2019).
Due to the numerous Chinese population, Baidu encounters difficulties in retaining quality footage. The workforce in the country is being transformed at a fast pace and thus increases the need of the servants for better pay and conditions in the workplace. Research on Baidu for Talent Intelligence Company in 2013 helped to keep staff and employers make great efforts to the stimulus preservation of their talents (Greeven, 2017).
McKinsey 7S model shows that all of the internal factors works excellent for Google and that their business strategy has been successful so far. On the power of their style of management and staff, together with their values, creating a new project, working with Chinese requirements, is the only thing that divides them from the conquest of the internet market. However, the path of Baidu for conquering new markets will be much longer. The way of leadership, as well as the employees, are heavily influenced by the Chinese Communist culture. They work in favor of the company on the Chinese market, but the world would be an obstacle to taking the first place, and to tackle the competition.
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Table 1 Financial ratios for both companies 
	Google Ratios
	2016
	2017
	2018
	Baidu (2018)

	Total Revenue
	90 272
	110 855
	136 819
	27 195

	Price-to-sale ratio
	6.14
	6.69
	6.29
	4.01

	Debt-to-equity ratio
	0.03
	0.03
	0.02
	0.4

	Gross margin
	61.08%
	58.88%
	56.48%
	49.41%

	Operating margin
	26.27%
	23.59%
	19.24%
	15.39%

	Return on assets ratio
	11.63%
	6.42%
	13.20%
	9.96%

	Return On Equity ratio
	14.01%
	8.30%
	17.30%
	19.31%


Sources: Google Alphabet Inc. and Baidu Inc. Annual Reports

The financial indicators are intended to represent the financial position of a company on the market. In Table 1 are presented some of the main indicators and their changes in Google, over a period of 3 years, as well as the financial condition of their competitor Baidu to date. 
In the three-year period 2016-2018, the profits of the US company increased significantly from 90 272 to 136 819 million at the moment. Most of this increase (87%) in Google's earnings is dull of its AdWords advertising. The rest of the company's revenue comes from their diverse products such as Google Apps, Android, Play Store (Yahoo Finance, 2018). Profit of “Chinese Google” in 2018 is 27 195 millions and it is thanks to the advertising activity of the company, just like its competitors. The table clearly shows the huge difference in the welfare of the two search engines, which are abstinent in the markets on which they operate, Google is a leader on a global market, Baidu only on China market (Statista, 2019). 
During period 2016-2018, there is no significant difference in the ratio price-to sell for Google, which is 6.29 in 2018, but there is one with Baidu and there’s 4.01. This difference shows us that stock price trading on Baidu is better, because it earns more than its business investment, compared to Google on which share prices are increased due to its name.
The ratio of debt to equity shows us the total debt of the two competing companies to their own capital. US search engine uses its investments to expand business more effectively than its Chinese competitors, and assumes its debts without burdening capital through a maximum level of sales. The decrease from 0.3 to 0.2 in 2018  means that the risk of shake-up of the financial situation in bad economic conditions is less for Google than that of Baidu.
Gross and operating margins are critical indicators for companies' financial analysis. In regard to Google, gross margin ratio deteriorated from 61.08% to 56.48%, which means that the company lowers prices to increase sales. However, Google remains a more efficient company than Baidu, because their competitors cannot to turn even half (49.41%) of what they sell into gross profits. Operating margin of 26.27% in 2016, gives a result that the operations of Google's core business have been profitable for it. But lowering the percentage to 19.24% lowers the company's level, because a strong operating margin of over 10% makes the company a good one, and a value of over 25% excellent. In Baidu, such a reduction does not make sense, because the company remains good (15.39%) and cannot compete with Google on this financial concern (Depersio, 2018).
When we talk about profitability ratios ROE and ROA from Table 1, both companies can not boast of achieving desired results. However, we cannot fail to note that Baidu's ROE numbers are more favorable than those of Google. Although the power of Google's management and balance is good, their competitors generate a higher return on the capital used in 2018. 
In conclusion of that analysis, we can say that because of Google censorship in China, its sales and financial position there still suffer. The company has to invest in developing new products and services that will be assessed and allowed on the Chinese market. Their success will lead to an increase in sales revenue of the company, will increase market share and improve their financial condition in China. 
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After the analysis of the external and internal environment and the impact of their factors, let's say that Google must make serious changes to its business strategy, to operate on the Silicon Valley Market. Following the implementation of each of the frameworks as PESTEL, SWOT, etc., Google's recommendations were made to restore their business to China. In order to successfully develop Google's business in China, we can make more recommendations:
To deliver better market share in China: A certain Google is the world leader in search engines, but its presence in China is limited. In order to increase its market share, the company has to create a new project that should fully comply with local culture and laws. 
Hiring Chinese staff: The sales of ads are Google's most lucrative products and the company has only 800 people in China, compared to competitors Baidu-3855. Instead of working with agents from third countries, Google has to hire Chinese workers, which would be useful to the company not only by speaking Chinese, but also by knowing the local market. 
American benefits for Chinese staff: It was mentioned in the McKinsey model, the wonderful conditions that Google provides to its workers in their working environment. And also the problems that Baidu encounters in detaining its workers. In conclusion of the framework analysis, it was confirmed that Google record better employee loyalty than Baidu. The application of US benefits in China will be a strategic approach on behalf of the company for winning highly qualified workers there, as well as a competitive advantage over Baidu.
Business strategy for a competitive advantage:  The arrival of Google again on the Chinese market will lead to attacking by their competitors. As their business strategy is working around the world, but not in China, the company must focus on creating a new one that works only for the Silicon Valley. For example, one of the features that Google offers or the search engine to make use of without the Internet or to invest in projects with artificial intelligence. Another possible strategy is to improve their technical capabilities.
Changes in Google’s corporate culture: Creating innovative programs to provide information that meets demand from Chinese consumers, because their expectations of use the internet are different from western consumer’s expectations and, of course, complies with the laws. 
Strategic plan for merger: For example, if Google merger with Yahoo and withdraw resources together and their strategic goals, will be stronger in eliminating competition. But why Chinese based companies would like to connect with Google?
Stop the supply of internet services on “Western model”:  Google did not know the Chinese internet market and did not know that the use of the Internet by consumers there was different from Europe and USA. So their model of work has not been successful. On its return, the company should be more receptive in studying cultural differences and not provide information to consumers via its Western model if it wants it to be adopted.
Differentiation strategy: This strategy will be profitable for the company in China, because will gain a competitive advantage in meeting the needs of consumers, and will also bring more sales from the prices of their existing products, differentiating them into a new business.
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In this case study, was analyzed the failure of Google in China. A comparative analysis was carried out with their chief competitor Baidu, on the external and internal environment and the factors, which affect the business strategy of Google. Of these, we can draw the following conclusions. 
The first and the best, is that there is no way to circumvent the rules when you want to develop your business in the Chinese Communist Party. As you do not make deals with an authoritarian government, you face ethical problems. Second, even if you're the best in the world, that does not mean you're good in China. Despite the fact that Google is the leader of the global Internet market, thanks to its superior infrastructure, in China the company did not understand the tastes of its consumers and was dominated by his rival Baidu. Third, Baidu is doing better on the local market, thanks to Google’s withdrawal. Poorly-made management decisions and the Chinese government's disobedience by Google, led to a search engine shutdown in China, which was also the main advantage of the Baidu to conquer the local market.
Despite all of this, the writer of this report think that Google has tremendous potential to achieve success and competitiveness in the fast-growing Chinese market. This success will favorably affect both sides: for Google- increasing profit if it adapts to local standards, because the Chinese market has the most internet users in the world and is a huge investment for shareholders. But for Silicon Valley- a new model and management ideas brought about by Western culture would encourage the government of China to allow more freedom of expression when developing a business on their territory.
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