

GateDellway Corporation (GDW) is one of the great American success stories.  From its modest beginnings in rural Florida, GDW has emerged as a powerhouse in personal computer sales.  GDW produces a full line of computers, laptops, printers and related peripherals that are sold primarily over the internet.  GDW also takes orders over the phone, although the majority are done on line.  GDW is known for its cutting edge technology combined with incredible efficiency and low costs.  This allows them to keep prices low and to compete successfully with IBM, HP, and other well known brands of personal computers.  


By the year 2000, GDW realized that the American market for personal computers was slowing down.  The combination of the dot com crash and the saturation of PC’s in the USA meant that only modest growth could be expected in the coming years.  This was having the predictable effect on GDW’s financial condition.  Profits had slipped and the stock price was a fraction of its earlier value.  GDW concluded that foreign markets were likely to be much more attractive in the foreseeable future.  However,GDW had limited experience in global competition and the managers were unsure how to approach this new opportunity. 

After conducting research on the world PC market, GDW concluded that China presented an exciting opportunity.  Analysts predicted that China was destined to become the second largest personal computer market in the world.  In 2002, it was estimated that approximately $25 billion in PC sales had occurred in China.  Furthermore, the industry in China was up for grabs.  No single firm held a dominant market share.  Sales were split between several Chinese companies and a handful of international firms that were trying to make inroads. GDW felt that their efficient operations and good brand name would provide a strong platform for entering the Chinese market.  It was just too good to pass up.


However, it wasn’t going to be easy.  GDW may be a household name in the USA, but they were unknown in China.  Their internet-based sales approach could be problematic, as relatively few Chinese consumers had internet connections.  Few Chinese consumers had sufficient income or even credit cards with which to make a purchase.  Many computers in China were sold through retail stores, a distribution channel that GDW had avoided like the plague.  The added overheads and complexity of retailing seemed inconsistent with GDW’s strategy of keeping prices and costs to an absolute minimum. The Chinese government also played a key role.  They were the largest buyer of PC’s and made no secret of the fact that they preferred to deal with local firms. GDW had only a handful of employees who even spoke Chinese and none of them had ever lived there.   Entering the Chinese market was going to be expensive and risky.  GDW estimated that it would take approximately $200 million in investment to create a viable market position in China.  It could be several years before they receive any return at all on this money.   
Enter MaoSoft


While contemplating the best way to enter the Chinese market, GDW received a call from MaoSoft, a large Chinese technology firm.  MaoSoft had started as a software producer, but has extended its operations into many areas, including a relatively small and unsuccessful personal computer division.  MaoSoft had decided to become more aggressive in PC’s and had contacted GDW to see if they could work out some sort of deal.  MaoSoft wanted to sell branded GDW machines in China.  They had good relations with the Chinese government, excellent connections to the retail channels, and excess cash from their highly successful software operations.  However, they had been unable to apply these strengths to selling personal computers.  Their PC’s were too expensive to compete with the ultra cheap local brands.  The MaoSoft machines were not viewed as advanced as the American, Japanese, or European products that were starting to sell well despite their higher prices.  For this reason, MaoSoft approached GDW for help and to investigate the possibility of working together.
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