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[bookmark: _Toc153993249]Introduction
Current market liberalisation and globalisation trends have offered multinational companies unlimited expansion opportunities. Experts associate the global expansion strategy with benefits like revenue increase, economies of scale, market share growth, and profitability optimisation (Rizea, 2015). However, the international expansion strategy exposes multinational companies to challenges in adapting to diverse market conditions (Duus, 2013). Most companies experience challenges in adapting to highly dynamic and different macroenvironmental forces in different nations globally. Successful penetration and survival in these markets require these businesses to implement evidence-based business strategies. The multidimensionality and intricacy of the global business environment necessitate the classification and evaluation of its components using relevant frameworks. Markedly, business environmental analysis enables these companies to choose appropriate business strategies for specific markets. Specifically, an evidence-based business strategy can enable Diageo to effectively penetrate and maintain competitiveness in the Chinese alcoholic beverage market. 

[bookmark: _Toc153993250]China as an Investment Destination
China is an East Asian nation bordering the South China Sea, Yellow Sea, Korea Bay, the East China Sea, and several sovereign states. The nation shares borders with 14 nations, namely Tajikistan, Laos, India, Vietnam, Kazakhstan, Macao, Russia, Pakistan, Mongolia, North Korea, Afghanistan, Myanmar, Kyrgyzstan, and Bhutan (BLITA International, 2022). China is located around 7,799 kilometres from the US and covers an area of approximately 9.597 million square kilometres (CountryReports, 2023; Finance.co.uk., 2023). The East Asian nation is categorised among the largest and most populated countries in the world considering that it has approximately 1.412 billion inhabitants (Data Commons, 2023). Notably, around 50.6% of the inhabitants reside within its rapidly expanding cities, including Guangzhou, Shanghai, Shenzhen, Hangzhou, and Tianjin (CountryReports, 2023). Market reforms adopted within the past four decades by the community government have helped in hastening its economic development and growth. The World Trade Organisation recognises China as a developing nation despite it being the world’s second-biggest economy after the US (Kanwit, 2023). Today, the nation has a market-oriented economy that supports foreign direct investment, firm privatisation, foreign trade, price liberalisation, and state enterprises’ autonomy. The market economic system makes China an attractive investment destination for all multinational companies, including UK-based firms. 
[image: ]
China (Vector Map, 2023)

[bookmark: _Toc153993251]Business Environment Analysis
The business environmental analysis can enable Diageo to make an evidence-based decision regarding its entry into the Chinese alcoholic beverage market. In this scenario, the analysis focuses on external environmental forces that can influence the company’s performance in this market. The analysis considers that the external business environment comprises macro and micro-environmental variables that influence business performance. Macro-environmental variables refer to unpredictable and uncontrollable external forces that affect business operations (Hogan et al., 2017). The PESTEL analysis framework indicates that the macro-environment comprises variables like legal, social, political, environmental, technological, and economic forces (Barkauskas et al., 2015). The success in globalised markets depends on companies’ capability to react and adopt to these external forces. Conversely, micro-environmental variables refer to controllable external forces that influence organisational performance. Porter’s Five Forces framework indicates that the micro-environment has components like competitive rivalry, substitution threat, buyer power, new entry threats, and supplier powers (Zeriti et al., 2014). Comprehending these micro-environment forces allows businesses to design an effective competition for target markets. 

[bookmark: _Toc153993252]PESTEL Analysis
	PESTEL Analysis of the Chinese Business Environment 

	Macro-environmental variables
	Description

	Political  
	Political factors influencing business performance within the Chinese market can be categorised into foreign trade policy, government policies, leadership, and internal political issues. For instance, the Chinese socialist government makes regular policy amendments to support its 5-year plans, which impacts foreign and local investors (Hu, 2013). Businesses are expected to adopt strategies that align with the Communist Party’s ideal to avoid being banned. The ongoing Chinese-US trade wars have further created uncertainties for multinational companies from Western countries. Nonetheless, the Chinese government’s positive attitude towards direct selling, FDI, and a market-oriented economy has encouraged foreign firms to penetrate its market.


	Economic 
	Economic factors influencing organisational performance in China are labour cost, job growth, interest rates and inflation, liberalisation, and economic growth. For instance, the Chinese GDP increased from $12.265 trillion to $17.886 trillion between 2017 and 2022 (Textor, 2023). The rapid GDP growth shows that the Chinese economy recovered swiftly from the COVID-19-related global financial crisis. The nation’s inflation rate rose to 2.0% in 2022 and was expected to remain constant throughout 2023. In 2017, China had an individual consumption rate of 38.7%, which was relatively that of the UK (65.7%%) (Xiong et al., 2022). The low consumption rate is attributed to its lower individual disposable income than the UK. However, market analysts estimate that the nation’s consumption will increase tremendously in the future because of the increased employment rate and continuous economic development. 


	Socio-cultural 
	Important socio-cultural factors in the Chinese business environment are consumer attitudes, demographics, population size, socio-cultural changes, and employment patterns. The huge population provides a huge market and labour force for foreign and local firms. The continuous increase in the minimum wage has led to tremendous growth in consumer spending. The growing household income has increased expenditure on luxury items, including expensive alcoholic brands (Bian & Forsythe, 2012). Nonetheless, the low birth rate and ageing population have caused a general shrinkage in the available labour force in the nation. 


	Technological 
	Chinese government understands the need for technological advancement in promoting business and economic growth. As a result, the government has focused on substituting its conventional labour-intensive economy with the new innovation-driven system. The technological development has helped in revolutionising trade, communication, manufacturing, and marketing processes. Specifically, technological advancement has enabled companies to improve production, preservation, and packaging of alcoholic beverages to meet consumer needs. Foreign multinational companies have viewed this technological advancement as an opportunity to exploit the expanding Chinese alcoholic beverage market. Telecommunication and cloud computing has supported management teams for UK-based companies to oversee operations in their Chinese subsidiaries.

	Environmental 
	Carbon-intensive industries and rapid urbanisation have created a serious environmental pollution problem in China. As a result, the Chinese government has created environmental sustainability programs and set emission reduction goals to address the issue. For instance, the government has integrated environmental protection strategy and industrial pollutant governance with its 5-year plan. The East Asian nation focuses to lead in the creation of zero-waste cities. The Chinese government has encouraged citizens to minimise waster and embrace eco-friendly lifestyle. The government has further encouraged businesses to adopt eco-friendly packaging materials, utilise renewable energy, and reduce coal use.

	Legal 
	Legal factors influencing business operation in the Chinese market includes consumer rights, health and safety, FIL (Foreign Investment Law), environmental protection law, and employment law. For example, the government enacted the FIL in 2019 to encourage foreign investors to enter the local business environment. The 2020 environmental protection law supports the government in discouraging waste emission in business organisations. Additionally, the employment law protects employees from abuse while the consumer law protects consumers from unsafe products.



[bookmark: _Toc153993253]Porter’s Five Forces
	[bookmark: _tyjcwt]Porter’s Five Forces of the Chinese Alcoholic Beverage Market

	Micro-environmental variables
	Description

	[bookmark: _3dy6vkm]Competitive Rivalry
	Companies operating in the Chinese alcoholic beverage market experience intense competition pressure from multinational and local companies. Major players in this industry are Niu Lan Shan Distillery, Tsingtao Brewery Co Ltd, SABMiller plc, Dynasty Fine Wines Group, Anheuser-Busch InBev, Molson Coors, Yanjing Beer, Resources Group, and Jiangsu Yanghe Brewery (GlobalData Plc, 2023). The intense competitive rivalry indicates that Diageo might experience challenges in increasing its market share within the Chinese market (Wood, 2022). However, the continuous expansion trend of this industry offers new entrants an opportunity for gaining market share. 


	Substitution Threat
	The substitution threat in the Chinese alcoholic beverage market is moderately high due to the presence of multiple alternatives. The industry enables clients to choose between non-alcoholic beverages, wine, beer, spirits, and whiskeys (Wood, 2022). Non-alcoholic beverages that serve as substitutes for alcoholic products include bottled water, seltzer, juice, and soda. Still, the diversification technique can support Diageo in overcoming the substitution threat.


	Buyer Power
	The buyer power in the Chinese alcoholic beverage market is moderately high due to the presence of numerous players. High competition implies that customers change alcoholic beverage brands easily because of the numerous alternatives’ availability (Wood, 2022). Therefore, companies must utilise competitive pricing, strong advertising campaigns, and quality optimisation campaigns to retain loyal clients and attract new ones.


	New Entry Threats
	The new entry threat in the Chinese alcoholic beverage market is relatively low because of complex legal processes, huge capital requirements, and production challenges. Businesses must possess economies of scale to remain competitive and profitable in the alcoholic beverage industry (Wood, 2022). Huge marketing costs and taxation on alcoholic beverages increase operating costs for companies in this market. 


	Supplier Power
	Suppliers’ bargaining power in the market is low because of the highly reliable supplier population. The population enables players in the industry to obtain key ingredients and packaging materials easily (Wood, 2022). The low supplier power enables beverage companies to obtain low-cost but high-quality raw materials.




[bookmark: _Toc153993254]Opportunities and Challenges
Diageo’s management should understand that China has a rapidly expanding alcoholic beverage market with several opportunities and challenges. Various opportunities available in the Chinese alcoholic beverage market include rapid expansion, cultural transformation, changing consumer taste, growing foreign brands' popularity, increasing consumer purchasing power, technological growth, and government regulation. The continuous expansion in this market has offered foreign companies an opportunity for continuous growth (Wang, 2023). Markedly, the revenues for the alcoholic drinks market reached 319.9 billion in 2022, which was expected to increase to $385.6 billion in 2027 (GMA, 2023). The market expansion trend is attributed to factors like the booming middle class, increased disposable income, and changing consumer tastes. The increased disposable income has increased Chinese citizen’s access to expensive wines, beer, spirits, and whiskies. Specifically, the growing popularity of Western lifestyle and fashion in the increased wine consumption among Chinese women (Nelson, 2011). The cultural transformation has also increased the consumption of Western alcoholic beverages in China. The role of the Chinese government in liberalising the economy and eradicating corruption has allowed Western beverage companies to sell products directly to local customers. Additionally, technological development has supported companies in reducing their production and marketing costs. 
However, the Chinese alcoholic beverage market exposes companies to challenges like intense competition pressure, restrictive policies, health and safety concerns, local tastes, pricing issues, and distribution challenges. Intense competition pressure in the Chinese beverage market threatens to reduce profit margins and restrict the growth of Diageo. The management should understand that top Chinese beverage companies have depended on acquisition and mergers in consolidating themselves within the alcoholic beverage sectors. Still, Diageo can replicate the strategy in facilitating its penetration and growth within this foreign market. The process would involve choosing an effective strategy to overcome price and quality sensitivity among middle-class populations in China. Satisfying the consumers’ need for diverse, premium, sustainable, and high-quality products is a major challenge for foreign companies. The challenge normally results from the need to customise traditional Chinese alcohol to meet new consumer demands. Health concerns associated with increased alcohol consumption in China have exposed alcoholic beverage companies to challenges in marketing their products (Hu et al., 2022). The vast Chinese landscape further creates distribution challenges for beverage companies, which creates the need to adopt intricate, broad, and expensive logistics networks. 

[bookmark: _Toc153993255]Chinese Market Entry Barriers
Foreign companies face different barriers during Chinese market entry, including strict traditional culture, HRM challenges, legal complications, government-related issues, and stiff competition. Foreign beverage companies experience challenges in offering products and implementing challenges that align with Chinese traditional values. In particular, most Chinese still demonstrate a negative attitude towards Western alcoholic beverages like whiskeys, beers, and wine. The proportion demonstrates a strong attachment to traditional Chinese alcoholic beverages like wines and spirits. The Chinese market entry requires foreign firms to comply with strict regulations concerning intellectual property rights, tax registration, permits and licence acquisition, and labour compliance (Niu et al., 2012). Some businesses avoid the market due to huge costs and heightened regulatory risks linked to bureaucratic complications. Successful penetration into the Chinese market requires businesses to align their operations with government plans and procedures. The Chinese government always discourages foreign firms from adopting strategies that contract its economic development plans (Ross, 2019). Additionally, hiring and managing local employees is challenging because of language, religious, and cultural barriers. For instance, Western firms must adopt HRM strategies that embrace the Chinese language and collectivist culture in their Chinese outlets. 

[bookmark: _Toc153993256]Appropriate Organisational Strategies for the Chinese Market
The situation means that foreign companies must adopt strategies that effectively address these market entry barriers to avoid failure. Effective organisational strategies for the Chinese market include price differentiation, product diversification, strategic partnership, culturally competent management, proper market research, effective marketing, and regulatory compliance (Whittington et al., 2020). For instance, Diageo should focus on offering its diverse alcoholic brands in the Chinese market to satisfy different consumer tastes and preferences. Various brands that the UK-based beverage company should focus on offering in the Chinese market include Windsor, Smirnoff, Captain Morgan, Guinness, Johnnie Walker, Baileys, and J&B (Diageo, 2023). The company should partner with local wholesalers, joint ventures, retailers, distributers, and suppliers in strengthening its supply chain. Specifically, a strategic partnership can support the UK-based company in overcoming logistical problems associated with the local market. Partnerships with local suppliers can also support Diageo in producing whiskies, beers, and wines using traditional Chinese techniques and ingredients. Diageo’s management should view this as an opportunity to compete favourably in this local market. 
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Diageo Products (Food Business Africa, 2022)
Effective marketing, price differentiation, and culturally competent can also offer Diageo a competitive advantage in this market. The price differentiation tactic can support the multinational company in setting competitive prices for its products in the local market (Da Silva Lopes, 2015). Competitive pricing can support the company in overcoming stiff competition pressure from key players in the market. The multinational company should liaise with local suppliers to reduce the costs of raw material acquisition, which can reduce its operating costs. Proper market research can guide marketing and pricing strategy for the UK-based company to maintain its competitiveness in this market (Barney & Hesterly, 2015). A thorough market research can further support the multinational company in implementing proper strategies to facilitate its compliance with Chinese regulations. Culturally competent management can support Diageo in implementing a customer-focused and employee-centric culture. Creating a multicultural workplace can support the company in accommodating Chinese employees and serving local clients. 

[bookmark: _Toc153993257]Conclusion
Current market liberalisation and globalization trends offer Diageo unlimited expansion opportunities. Nevertheless, the company should adopt evidence-based strategies to overcome challenges associated with foreign market entry. Particularly, evidence-based business strategies can support the UK-based company in making a successful entry into the lucrative Chinese market. In this regard, Diageo can utilise PESTEL analysis and Porter’s five forces in comprehending macro-environmental and micro-environmental variables for the Chinese market. Diageo’s management should understand that the rapidly expanding Chinese beverage market provides benefits like rapid expansion, cultural transformation, government regulation, changing consumer taste, technological growth, growing foreign brands popularity, and increasing consumer purchasing power. The company should focus on overcoming Chinese market entry barriers like stiff competition, HRM challenges, legal complications, government-related issues, and strict traditional culture. Appropriate organisational strategies for the Chinese market are product diversification, strategic partnership, proper market research, regulatory compliance, culturally competent management, effective marketing, and price differentiation.
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