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This paper has two aims. First, we clarify the belief that many Chinese firms
have operated quite successfully both onshore and offshore by following cost-
cutting strategies, through process efficiency rather than innovation. Second, we
explain the reasons why Chinese firms are not all innovative by means of a
review of empirical studies, as well as our own examination of two technology
companies. We argue that there might be a dynamic sort of innovation that
combines strategic costing with organisational and technological changes, and
which has contributed to the fast growth and business success of some Chinese
firms on the global stage in recent years. We use institutional theory and a
resource-based view of the firm to explain why firms follow either innovative or
imitative strategies. In analysing the three areas of innovation in two technol-
ogy-based firms, we detect both innovative and imitative behaviour in Chinese
firms. Our conclusion is that not all Chinese firms are innovative. Most Chinese
firms follow an imitative strategy because of an imperfect institutional environ-
ment which diminishes the protection of intellectual property rights, which we
regard as a prerequisite for innovation. Where Chinese firms do exhibit innova-
tive behaviour, this is still predominantly strategic cost innovation, not innova-
tion as it is commonly perceived and understood by researchers in the West.

Introduction

To examine whether Chinese firms are innovative or imitative, we need first to
understand the actual meaning of ‘innovative’ and ‘imitative’. ‘Imitation’ is under-
stood to be an individual or organisation observing, learning and replicating
another’s behaviour, product or practice (Ramachandran, 2006). The emphasis here
is on imitative learning and adaptation. In contrast, the meaning of ‘innovation’
tends to vary, depending on context. Following Schumpeter (1934), contributors to
the literature on innovation typically distinguish between invention (an idea made
manifest) and innovation (an idea applied successfully in practice). According to
the Oxford Advanced Learner’s Dictionary, ‘innovative’ means introducing or using
new ideas, techniques. BusinessDictionary.com defines ‘innovative’ as having the
quality of an idea which is new and different; and ‘innovation’ in the business con-
text as encompassing ‘all processes by which new ideas are generated and con-
verted into useful products and services’ (BusinessDictionary.com).

As our discussion of innovation or imitation in Chinese firms is set in the busi-
ness context, we define an innovative firm as one that introduces or generates some-
thing new and applies new ideas and techniques to provide useful products or
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services. An imitative firm, on the other hand, is one that observes, learns and adapts
products and services provided by other firms. Both types of firms could create value
for organisations as well as customers, the end users of the products and services.

On the surface, many Chinese firms may fit in either the innovative or the imita-
tive category. Since the implementation of the open door policy in the late 1970s, par-
ticularly after China’s accession to the World Trade Organisation in 2001, Chinese
firms have indeed learnt, used, adapted and adopted ideas and techniques. These have
come largely from the West through the increasing accessibility of knowledge and
international education, as well as through global value chains, foreign direct invest-
ment and technology transfer via multinational companies (Cheung and Lin, 2004).

An innovative firm must introduce something ‘new’. Have Chinese firms
brought out anything new? If so, is their innovation new to themselves only, or to
the country/region, or to the world? We take the view of the OECD (1997) in mea-
suring a firm’s innovativeness as creating something novel, not only in the firm
itself, but also in its country of operation as well as in the world as a whole.

Indeed, for the past 30 years, structural changes among Chinese firms have been
rapid. The activities of multinational companies from China have captured a great
deal of attention. Some writers (e.g. Mathews, 2006; Williamson, 2010) believe that
a dynamic ‘innovation’ that combines strategic cost and organisational, as well as
technological change initiatives contributes to the success of such fast-growing
Chinese firms. However, empirical evidence is weak. It can just as easily be argued
that the impressive performance of Chinese firms has been the result of their excel-
lent imitative capacity, not an innovative strategy (Xie and White, 2006; Altenburg
et al., 2008).

Therefore, it is uncertain whether Chinese firms are actually innovative and imi-
tative. This paper looks for evidence by cross-examining two Chinese technology
companies. We will review the literature on why firms innovate or imitate. Several
empirical studies on the innovation performance of Chinese firms are also exam-
ined. Whether the two Chinese companies investigated are actually innovative or
imitative will be assessed in the light of this literature.

Literature review

Theories explaining the drivers of innovation

The existing literature provides two theories to explain the drivers for firms either
to innovate or imitate. These are institutional theory and resource-based view
(RBV). According to institutional theory, innovative/imitative behaviour and strate-
gic choices are driven primarily by isomorphic pressures embedded in formal and
informal institutions (DiMaggio and Powell, 1983). A firm is motivated to enhance
its legitimacy either by doing things that are dramatically different (‘innovative’,
but economically, politically and socially acceptable) or by conforming to what oth-
ers do (‘imitative’) (DiMaggio and Powell, 1983; Zhou and Li, 2007; Yang, 2009).

In the context of Chinese firms, state advocacy of enterprise modernisation and
its drive to build national innovative capacity (see Hu and Mathews, 2008; Lu and
Etzkowitz, 2008) have greatly induced the coercive force to drive innovation at the
firm level. This has also pushed the transformation of organisational structure,
especially in state-owned enterprises. In addition, the state allows the establishment
of other types of enterprises, such as privately-owned, wholly-foreign-owned, and
town–village enterprises, thus intensifying the competition. This hyper-competitive
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environment has not only induced uncertainty, but also promoted both innovative
and imitative behaviour among firms.

In addition to an uncertain environment, a weak institutional framework encour-
ages firms to model their own behaviour and practices against the leading firms,
especially in the areas of technology upgrade and adoption of management know-
how. For example, Deng (2009) discusses a number of formal institutional con-
straints (such as an inefficient legal framework and weak intellectual property
rights) which discourage innovations, making businesses reluctant to invest in R&D
or to build global brands. Consequently, Chinese firms tend to acquire strategic
assets by expanding overseas because internal development of technology capabili-
ties is time-consuming and determined by firms’ existing resources. Chinese firms
rarely create new products, but typically compete on volume and low price, and
often simply imitate each other’s products (Deng, 2009).

Without clear rules of the game, imitation is the best strategy for Chinese firms
in the short term, if not the long term, especially in their early stage of development
when they are facing great uncertainty in their environment (e.g. changing regula-
tions or World Trade Organisation membership). However, when firms become
established and familiar with the rules in the competitive environment it becomes
possible to break rules and be different, to be innovative. A longitudinal study of
1004 cross-border mergers and acquisitions by 671 Chinese firms over a 20-year
period suggests that there has been a gradual decrease in conformity (Yang, 2009).

One needs to be very careful when examining the innovative activities of
Chinese firms, assessing not simply what they say, but what they have actually
achieved. The Chinese definition of ‘high technology’ or ‘innovation’ is very broad
and only some activities would conform to the definitions of innovation commonly
accepted in developed countries. Chen and Kenney (2007) give the example of
‘personal computer assembly’ as an innovative, high technology activity in China:
few in Europe or the US would agree. Chinese firms gain tax and other benefits if
they are considered to be innovative. Such incentives encourage Chinese firms to
present themselves as innovative (especially to funding bodies and administrative
agencies controlled by the communist party) so they can gain government support
in R&D funding and tax avoidance. The Chinese government plays an important
role in instilling values and indirectly influencing investment decisions through tax-
ation and loan schemes. The government targets certain industries and devises
sophisticated tax concession schemes to promote innovations in products and pro-
cesses at firm level (Lu, 2000). Firms are required to meet certain requirements,
such as number of technology personnel and percentage of sales contributed by
new products.

There are few empirical studies of the innovative capabilities of Chinese firms
based on the resource-based view (RBV) (Barney, 1991). Yam et al. (2004) studied
the technological innovation of 213 firms in Beijing. They specified seven techno-
logical capabilities as R&D, resource allocation, learning, manufacturing, marketing,
organising and strategic planning capabilities, though without theoretical justifica-
tion. They measured innovation performance in line with the Chinese convention
that an innovative firm is one which has an innovation rate of greater than 20% in
the last three years, though this rate is never explained. Is it the rate of new product
creation in the given year? Nevertheless, they found that only 72 out of 213 firms
(30%) could be categorised as innovative firms. Hence, the majority (70%) of these
Chinese firms were actually imitative firms without substantial investment in R&D.
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Liu et al. (2009) examine a 10-year strategy to build strategic capabilities to
enhance technological innovation in a textile company in China. They found that
the firm’s strategic capabilities were broadly influenced by neither technological
resources nor innovation resources, but by organisational culture, human resources
and organisational structure, among which human resources was the most dynamic
(p.411). The emphasis was on creating an innovative human resource development
system to generate technological innovation. So, the empirical evidence suggests
that an imitation strategy dominates the innovation of Chinese firms. Mathews
(2006) and Williamson (2010) relate the success of Chinese firms to a dynamic pro-
cess of innovation, and there is a need to examine this process.

Three types of innovation: strategic, organisational and technological

Strategic innovation involves breaking rules and being revolutionary (Kim and
Mauborgne, 2005). Anecdotal evidence (see Anderson and Markides, 2007;
Williamson, 2010) suggests that companies from emerging economies, such as
China, are particularly good at moving away from the bloody waters saturated with
big giants and breaking into new territories. Systematic study of the strategic inno-
vation of Chinese firms is yet to be explored. Patchy empirical studies (e.g. Zhou
et al., 2005; Zhou, 2006) conclude that imitation, not innovation, remains the com-
mon strategy in Chinese firms. It is likely that, at the strategic level, Chinese firms
focus on cost-cutting strategies instead of innovation.

There are many theoretical explanations of organisational innovation; three
deserve brief review here. First, organisational design theories emphasise changing
organisational structural forms in order to do something new. The unit of analysis is
the organisation and the main aim is to identify the structural characteristics of an
innovative organisation, or to determine the effects of organisational structural vari-
ables on product and process innovation (Lam, 2004). Indeed, recent mergers and
acquisitions of Chinese firms and firms from the East Asia tiger economies, such as
Hong Kong, Singapore, South Korea and Taiwan, tend to be treated as innovative
because they form highly unconventional global cellular clusters and integrate
global operations (Mathews, 2006).

Second, organisational cognition and learning theories tend to look at micro-
level processes to examine how organisations develop and adapt new ideas for
problem solving. The focus is on the cognitive foundations of organisational inno-
vation and on understanding the capacity of organisations to create and exploit new
knowledge necessary for innovative activities (Lam, 2004). In assessing multina-
tional companies from emerging economies, many attribute their success in interna-
tional markets to their keenness, leapfrogging or springboard approach, not only
with technology, but also with management and organisational know-how (Buckley
et al., 2007; Luo and Tung, 2007).

The third perspective is based on organisational change theories. Emphasis is on
the processes underlying the creation of new organisational forms in the context of
internal and external environments. Interest is in whether organisations can over-
come inertia and adapt in the face of radical environmental shifts, and whether
organisations have capacities to respond to changes in the external environment,
and to influence and shape it (Lam, 2004). Since the economic reforms, and particu-
larly after WTO accession, Chinese firms have been under enormous pressure to
change and innovate as a result of the government economic policies and changing
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market conditions. Responses may well take the form of radical new organisational
types, such as town and village enterprises, joint ventures, privately-owned firms,
and merged and acquired global network firms (Yang, 2009). Given the new devel-
opment of Chinese firms, it is necessary to know whether they are innovative at the
organisational level. Is there a relationship between organisational structural forms
and innovativeness, and/or a relationship between organisational learning and
knowledge creation and innovativeness; and/or a relationship between organisational
capacity for change and adaptation and innovation in the context of a turbulent and
changing environment?

The last area of innovation often discussed in the literature is technological
innovation, which is described as the process by which new or improved technolo-
gies are developed and brought into use through the interaction of a number of
organisational and contextual factors (Lam, 2004). Individual, organisational as well
as contextual variables have been found to be good predictors of technological
innovation (Kimberly and Evanisko, 1981). One of the key organisational variables
impacting on technological innovation is people. Howell and Higgins (1990, p.318)
describe five types of personnel in the firm’s technological innovation process. In
their taxonomy, gatekeepers acquire, translate and distribute external technological
knowledge and advancements to their colleagues. Project champions distil creative
ideas from information sources and then promote them within the organisation.
Business innovators provide support, access to resources and protection from organ-
isational interference as innovations emerge. Technical innovators design and/or
develop the innovation. Lastly, user champions implement the innovation by train-
ing and providing assistance to users.

Altenburg et al. (2008) explicitly define the champions in modern Chinese and
Indian firms as those highly mobile, technically skilled engineers, scientists and
entrepreneurs travelling between leading and latecomer countries, creating backward
and forward linkages and promoting technology transfer and diffusion. It is believed
that the latecomer countries are no longer fearful of brain drain, but they utilise a
‘brain circulation’ of entrepreneurs, scientists and engineers to build up technologi-
cal innovation capabilities.

The debate is nonetheless still on whether Chinese firms genuinely have techno-
logical innovation capabilities or whether they imitate new technology, taking
advantage of technology found in the many multinational companies operating
within China (see Cheung and Lin, 2004; Altenburg et al., 2008). Under its ‘market
for technology’ policy, China has been providing policy incentives to attract foreign
direct investment in order to obtain advanced technology from developed countries.
As Teece (1986) and Mathews (2006) have argued, first movers in technology inno-
vation may not gain significant economic returns if they allow newly developed
technology to spread across borders and diffuse to local subsidiaries. Firms in the
latecomer countries can take the benefits of technology diffusion and modify tech-
nology (creative imitation rather than innovation). Imitation is easy when multina-
tional firms and local governments allow – even encourage – their subsidiaries and
local firms to imitate. In China, many multinationals willingly trade technology for
market access. The Chinese government, ostensibly enthusiastic about technological
innovation, has in fact been more interested in simple quantitative statistics, such as
rates of growth and the number of patents. Many Chinese patent statistics are of
dubious merit. In addition, many are filed by foreign firms seeking protection in
China, and are not Chinese in origin (Chen and Kenney, 2007). Therefore, it is
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generally quite difficult to assess the technological innovation capabilities of Chi-
nese firms, even though multiple indicators are used (Altenburg et al., 2008). Anec-
dotal reports suggest that there is still a long way to go before Chinese firms will
be able to compete thoroughly; many are still ruled by cost-based decision-making
(Xie and White, 2006, p.239). The capacity of Chinese firms to innovate indepen-
dently still remains low (Lu and Etzkowitz, 2008).

Case analysis

Two technology/knowledge-based Chinese firms in Wuhan were selected as cases
for analysis. They are referred to here as IE1 and IE2 (IE=innovative enterprise).
IE1 is a privately-owned Chinese company, established in 1993, and currently listed
on the Shenzhen Stock Exchange. The company, employing over 5000 people, uses
biofuel to generate electric power. It is also working on developing new energy for
the chemical industry, and new products for environmental protection and water
treatment. IE2 is a collective, a Chinese company with a single state agency owning
40% of its shares. The company was established in 1999, and listed on the Shang-
hai Stock Exchange in late 2010. Employing over 1000 people, the company
focuses on security data management, producing various cards and chips for the
telecommunications industry (mobile phones), banking (credit cards) and transport
(e-travel cards). The company has operations in over 20 countries, mainly in the
Middle East and Africa. Questions were asked in Mandarin and translated back to
English by the first author, who is fluent in both English and Mandarin.

Results

In both firms innovation was internally driven, and promoted by fierce competition
in both domestic and international markets. As private or collective companies, both
saw survival is their main goal. To survive in current market conditions, firms had
to do something new every year to please their shareholders. Nonetheless, the
importance of government policy and funding support were also acknowledged,
especially by IE2 (the collective with a 40% stake held by a state agency). Even so,
the respondent insisted that the firm’s R&D was all self-funded and not funded by
the government or externally. It may be that the respondent felt obliged to praise
the government’s innovation policy.

IE1 had apparently been granted over 100 patents in China (none in the US),
and had made a further 54 inventions patent applications. Even so, it feared its
inventions would be copied, most likely as a consequence of publication by the
Chinese Patent Office. IE1 had fought a three-year court case over ownership of the
initial patent (involving the use of a particular chemical to clean water). This had
actually benefited hundreds of small firms which followed the court case and
became wealthy after learning and using the water management technology. So it
appears that even though there might be an innovative firm with its own patent,
such as IE1, there is little to stop other firms imitating its technology.

Both firms adopted similar HR strategies, such as recruiting high profile R&D
personnel from top Chinese universities, even around the world in the case of IE1.
Both firms provide incentives to reward innovative ideas. There are rewards for pat-
ents granted, especially granted in the US, though neither firm held any US patents.
IE1 also invested in the families of R&D personnel, especially those recruited
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offshore. Decent allowances were provided to family members, with additional
expenses provided for children in school. IE2 also provided tuition fees for those
with three years of service in the firm to undergo further education and training.
Both IE1 and IE2 insist on performance evaluation and feedback, often monthly, to
maintain, retain and improve innovative capabilities.

There has been technological innovation in both firms, even though the initial
technology in biofuels and in chips on cards could have been created by companies
outside China and transferred to China by multinational companies. For example,
many features of the Chinese versions of the iphone or Blackberry, so-called shanz-
hai appliances, were directly copied from Apple, with only small components
invented locally. There are certain elements of the creative innovation suggested by
Zhou (2006), but not the creative innovation defined by Kriz (2010) as invention
with new products. Chinese firms may have innovative spirits, but few produce
genuinely novel products (Kriz, 2010). What might be seen as collaborative innova-
tion between university and industry is evident in the case of IE1, and in an early
joint venture between IE2 and a foreign firm. IE2 began by manufacturing SIM
cards with technology provided by its foreign partner. When IE2 broke up with its
partner, it established its own brand name and now controls 40% of the Chinese
market in security cards/chips.

The products and services provided by IE1 are the result of collaborative inno-
vation by Chinese staff from a Chinese university and the private Chinese firm. In
contrast, the products from IE2 are less indigenously Chinese. IE2 claimed inven-
tions and had been granted patents, but its technology had been imitated, adapted
and adopted from its foreign partner. In areas of organisational innovation, there is
evidence of changes in structural form, learning and knowledge creation, and quick
adaptation to a changing external environment. For example, one of the intervie-
wees (the manager for organisational strategy at IE1) especially emphasised three
stages of transformation of the firm, each stage accompanied by new thinking, new
products and new growth of the firm. IE2’s rapid transition from a joint venture to
a collective also illustrates changing organisational structure, though the novelty of
products was not clearly demonstrated. Supported by a state agency, IE2 was able
to capture a large share of the domestic market, and markets across the Middle East
and Africa.

IE1 and IE2 provide evidence that investment in both R&D and human capital
is conducive to innovation. Both firms have over 50% staff in R&D – a strong indi-
cator of internal learning and new knowledge creation. Both firms show pride in
their use of a low cost strategy to beat their Western counterparts, especially in
international competition. In the case of IE2, as its assistant general manager indi-
cated, the firm was more willing to go to the countries where Western competitors
did not want to go (see Kim and Mauborgne, 2005). In fewer than five years, IE2
had tripled its overseas’ sales, almost reaching 40% of total sales.

Discussion and conclusion

Zeng and Williamson (2007) define cost innovation in the context of Chinese firms
as offering niche and customised products at an increasing price. Many Chinese
companies, especially those operating offshore, have tapped into both upstream and
downstream markets with a mass market strategy. They reduce price, but are still
able to sell products containing advanced technology and R&D inputs to make a
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profit. Williamson (2010) describes cost innovation as: (1) offering customers high
technology at low cost; (2) selling a variety of customised products at low cost; and
(3) switching low-volume, high-priced specialty products to high-volume and low-
cost, but still high-end products. Chinese firms, including the two firms interviewed,
displayed all three facets. They produced biofuel electric power and SIM cards with
a high-level of R&D input, yet sold at low price to ensure mass consumption; in
return, their profit margins were large enough to meet shareholder expectations.

It is necessary, however to be mindful that cost innovation can be achieved only
when two conditions are met: first, the existence of a global value chain to facilitate
continuing technology acquisition and diffusion; and second, continuous downward
pressure on global wages. Chinese firms are able to deliver high technology at low
cost because they are able to tap into cheap sources of technology (Lu, 2000;
Mathews, 2006; Williamson, 2010). This is facilitated by the government’s ‘market
for technology’ initiative and by the willingness of foreign firms to trade technology
in return for market access. Additionally, the local supply of qualified Chinese
scientists and engineers remains steady. Without organised effort, it looks very unli-
kely, at least in the short term, that they will be able to negotiate higher wages. In
the absence of these advantages, firms would have had to focus on actual organisa-
tional and technological innovations to find new ways to do more with less.

Even an extensive review of the literature gives little clue as to whether Chinese
firms are innovative. All that is evident is that some Chinese firms have engaged in
strategic innovation, especially cost innovation. Some forms of organisational inno-
vations are in place, but empirical evidence is lacking. It appears that an imitation
strategy is much more widely adopted among Chinese firms than an innovation
strategy. For the time being, Chinese firms can take advantage of a cost reduction
strategy and successfully share niche markets internationally. In the long run,
though, only investment in human resources and a new organisational identity will
allow Chinese firms to break the imitation cycle and move into a creative paradigm
(Xie and White, 2006; Kriz, 2010).

We used two case companies to assess the extent to which Chinese firms are
driven to innovate or imitate, whether they have innovative capabilities. Although
the two companies are gradually developing internal capabilities to generate techno-
logical innovation, there were still traces of imitative behaviour – more precisely,
collaborative innovation. Interviewees mentioned organisational innovation, yet stra-
tegic cost innovation is predominant. The water treatment patents of IE1 had an
impact only on the domestic market. Even though the products and services pro-
vided by IE2 were sold in the Middle East and Africa, the fact that neither IE1 nor
IE2 had been granted patents outside China may indicate that the products created
by the two firms may be new only to the organisation concerned and may have had
an impact on only the Chinese market. The limitation of our current study is obvi-
ously the small sample size. The two firms investigated demonstrate both innovative
and imitative traits, but further work needs to be carried out with a large sample to
evaluate the innovative capabilities of contemporary Chinese firms.
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