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CASE STUDY

Foreign Companies in China Under Attack'
While China is stll a very auracive and growing market
for focign businesss, & mumber of prominent compunies wre
expericncng a shar crease i problens while opersting there.
This was confirmed by the AmCham China Busness Survey in
2014, whic indicated that 60 percentof memmbersfel s wel-
come than before, up from 41 percent ayear ago. Thee mermber
irms report continuing challenges, nclding risng labor costs,
inconsisten applicaton of laws, confusing information, pres.
sure from government-owned departments, poltcal tensions,
and sloving gronth. I aciton, s number oftargeed ks on
forcign s have detrrd many European and US. s from
cther new o incresed imestment in Chins.

In targeting technology companies through an sntirust
imvestigaton, China’s National Development and Reform
Commission concluded that the US. chip manufacturer
‘Qulcomm had used monopoly tactics o st preferabe iens-
img fecs. The mov was scen asgiving preference 1o local companics, and the U.S. Chamber of
Commerce has accused the Chincse government of protectionis and violatin its commitmeats
according (0 the World Trade Organization, which China joned in 2001 Microsoftwas alo the
subject of yet another investigation in carly Scptember as Chinese officials made unansounced
inspections of Microsofts ofices in Beijing, Shanghai, Guangzhou. and Chengdu. This move
followed 3 purchasing ban on Microsoft’s Windows § PC software in May by the Chinese
overnment., supposedly over securty concerns follovwing the revelatons of spying by the
Unitd States made by Edward Snowden.

Targting other ndustrie,the U.S. food processor OS1 Goup,supplicr 0 & number of fast-
food chuins in Chinaforover 20 years, was accused of using expired meat. Chinese regulators and
persistent reporting o alleged problerms on sate media puta sudden halt 10 OST's aperatons. The
‘auorites closed down the plan, and restaurants such as McDonald'sand Burger King canceled
funher onders with OSL. While there may have been 2 problm, the company was treated very
harshly givn that no tes results were given and there were o feports of lness from the OSI
prodcts.

(Chincse regulaors have becn targeing various ndustrics, as well as technology and food
processing. including pharmaccuticals, car companics, and in paricular, high-profe companics.
The US. Chumber of Commerce has sccused China o using the animonopoly law o force for-
cign companis o cut prices. Mercedes- Ben staf forcxample, wereshocked when ten men from
e antitust investgators from China's National Development and Reform Commission (NDRC)
roughly crtered the company's cast China sales offce near Shanghai’s Hongaiao intematonal
siport snd subjeced employecs to intense questions fo en hours, fing through the offces
demanding data an other information. Mre s mre focign companies e been sbjected o
arly morning raidsand had thir desks, compuers safes, ke, and s0 o inspected and “evidence”
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taken avay, ofin downloading datafrom the companies” computers. Legl rights typical n Europe:
and North America are not acknowledged in China, and information is dilfcult (o acquire about
theprocessesthere. It scems that Cina'santitast enforcemment agencics the NDRC, and the Stte
Administstion for ndustry and Commerce (SAIC), has become increasingly sggrcsive i sizing
ll evidence thatcouldgivethe leads 10 other comparics for sntaust iolsions or cormuption.

o ther pa, the Chinese authoities clam that the investigations ae 10 kecp competi
e and 0 protet consumer rights. However, often the investgators advise forcign companies
ot 10 seck legal advice:in addiion, European companies reporing 1 the European Chamber
of Commerce clsim that they hve been intimidated nto aceepting punitive measues without
requesting a court hearin. In fact, 61 percent of Earopean companies that have 2 long tenure
operating in China now say that doing business there is geting more difficult.

‘A number of Wester frms blame poor regulaton i the supply chins and srctr imposi-
tion of regulations than on Chinese frms. As a el frms such as Walmartand others involved
in oo have set up ther own supply sources and implemented their own inspection and over-
sight oftheie supply chains. These moves, however, rise the overallcosts of thei products.

‘While there are many challenges for forcign companics operating in China, the activiies
desribed e sr bt and hve s 3 comderabie decine i s g o operse
there, acconding o the AmCham survey. The surey concluded that further deterioration of the
investment elimate would harm ventures and inkages smong counties fo some tme.
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Case Questions

742, Whatfactors do you tink s beind these evenis? Do some eseach o i cut whethe thexe
v b more such problems sinc tis wriing. I i Just Amerian companis ht e being
rgeted?

743, What can s cumendly operaing in Chin,or consideraing nvestment e, do 0 lessen the
kelbood ofthese problems for tei managers?





