Summary
The purpose of this assignment is to give a critical review followed by the previous presentation. After a brief introduction to the scandal, more details will be provided. Based on it, the reasons behind the scandal will be analysed. This provides different interpretations of the scandal. Then, through comparison with the Johnson & Johnson scandal, the report will propose logical suggestions to reduce negative impacts and avoid the recurrence of such incidents. These suggestions will target at Shapuaisi Pharma, the government and the market.
Introduction 
As mentioned in the previous presentation, Shapuaisi Pharma is a listed company with annual sales of 750 million yuan. Its main product is Shapuaisi eye drops, which is claimed to ease and treat cataracts. Through high-frequency television advertisements, the company convinced a large number of elderly people that their products can cure cataracts. After purchasing and using the product, consumers may suffer from various complications due to lack of timely treatment. At the end of 2017, the scandal was revealed through social media and caused public concern. The company quickly responded by denying Shapuaisi's eye drops for deceptive advertising. The stock price of the company dropped badly. Nearly half of the company value has lost (Neuro.dxy.cn, 2017).
Main findings 
According to the Drug Administration Law of the People's Republic of China, drugs is divided into ethical drugs and over-the-counter drugs (cfda, 2015). Different kinds of drugs are managed differently. Among them, ethical drugs can only be purchased with the prescription prescribed by a doctor. This makes the sale of ethical drugs must be approved by a professional doctor. Over-the-counter drugs can be sold directly to customers by pharmacies. Pharmaceutical companies are allowed to increase sales through advertising, like other general merchandise. 

Initially, as an ethical drug, the main promotion channel of Shapuaisi eye drops is based in hospitals (Finance.sina, 2017). However, the eye drops are not used by most doctors because it have no proved therapeutic effect on cataracts. Shapuaisi Pharma also mentioned in the prospectus that although the company tried its best to promote it in hospitals, it did not achieve the desired results (Csrc.gov, 2014). In 2004, through the unremitting efforts of the company, Shapuaisi eye drops was converted from ethical drugs to over-the-counter drugs. This means that the drug can be released from the doctor's constraints and directly sold to the general public. Since then, the company has gradually used advertising to convince the public that the drug can cure cataracts.
Reasons behind the scandal
The executives` greed may be one of the main causes of this scandal. The company places economic responsibilities in the first place regardless of legal responsibilities and ethical responsibilities. When Shapuaisi Eye Drops was originally used as an ethical drug and sales were blocked in hospitals, what the company did is not to improve the quality of the products. Instead, they used immoral means to bypass the doctors. There is evidence that during the period from 2004 to 2008, the company’s staff repeatedly paid bribes to officials of the local Science and Technology Bureau (Money.163, 2017). This coincides with the date when it is converted to over-the-counter drugs. The company may have passed the test for products that were not clinically effective in this way. In previous commercial activities, this kind of immoral management had given the company benefits. The result in turn may motivate the company to ignore legal responsibilities and ethical responsibilities, which eventually led to this scandal. 

The government also bears certain responsibility for this scandal. Although there is still controversy over whether the government should intervene in Corporate Social Responsibility (CRS) among companies (González and Martinez, 2004), as the supervisor, it should formulate corresponding laws and supervise companies to comply with these laws to avoid the occurrence of such scandals. In China, the Drug Administration Law of the People's Republic of China stipulates that drugs must pass clinical effectiveness tests before they can enter the market (cfda, 2015). The Advertising Law of the People's Republic of China also stipulates that advertising must be authentic and effective (Gov.cn, 2012). The government has regulated the behavior of enterprises, but it lacks corresponding supervision mechanisms. As mentioned in previous presentation, Shapuaisi Pharma has repeatedly violated similar regulations before this scandal (News.sina, 2012) (Sohu, 2017). Lack of supervision makes it difficult to find the company`s illegal activities, and the cost of the company's illegal activities is quite low. This in some cases allows the company to obtain economic benefits through continuously illegal or irregular behaviour, which may contribute to the scandal.

[bookmark: OLE_LINK9][bookmark: OLE_LINK10]The major technical problems in this scandal focused on the clinical efficacy of the eye drops. As mentioned in previous presentation, the State Food and Drug Administration requested the company to immediately carry out clinical trials. While, there is evidence that the company has conducted clinical trials before. According to the company’s previously announcement, Shapuaisi Eye Drops completed the Phase II and Phase III clinical trials at the end of 1998 and obtained a formal production approval from the State Food and Drug Administration (eastmoney, 2017). The results at that time showed that eye drops had a certain effect on retarding the development of senile cataract and improving or maintaining vision. However, Cui Hongping, director of ophthalmology at Shanghai Oriental Hospital, stated that due to technical limitations, the efficacy evaluation of cataract drugs at that time was quite difficult in China (Industry.caijing, 2017). The trails did not use lens turbidity as an objective indicator. Instead, the description from the test subject was used as a subjective indicator. This means that the results of the trails are not credible.

The misdirection of customers by the company leads to the failure of market forces, which is one of the reasons for the scandal. When the market and people’s tastes change, companies competing in the market will change. According to Morrison (2016), one of the most important forces in market is the customers. Joseph Heath (2014) believes that market forces imply business ethics. This means that the market can optimally meet consumer preferences. However, Marc and Dean (2017) pointed out that under this view, market forces are limited and sometimes fail. For example, in this scandal, the company misled consumers by deceptive advertising. The customer's preference for the company's products is not real, which makes market forces lose control of business ethics. 

The environment of pharmaceutical market in China could contribute to the company’s huge advertising investment. According to Chinanews (2014), although the Chinese pharmaceutical industry is large in size, the research and development (R&D) capabilities are not enough. The generic pharmaceutical companies accounted for more than 90 percent in China. Due to the lack of pharmaceutical patents, the products of these companies are not competitive. In this case, the most effective way to attract consumers is the advertising. Shapuaisi Pharma is the most typical, but not the only one. Pharmaceutical companies whose advertising costs far exceed R&D costs are common in China. According to Xinhuanet (2017), in 2016, there are 10 Chinese pharmaceutical companies whose advertising expenses exceeded 10% of their revenue. In this way, many pharmaceutical companies have grown rapidly. R&D that requires a lot of capital and time is not as beneficial as advertising for them. This environment may prompt pharmaceutical companies to increase investment of advertising rather than R&D.

According to CCTV Finance, information asymmetry may be one of the reasons for this scandal (Youtube, 2017). It is impossible for the consumers to go deep into studying ophthalmic knowledge. They cannot accurately determine whether eye drops can treat cataracts. While the company should know the answers to the above question. It is precisely because of this that the company have the opportunity to mislead consumers through deceptive advertising.

[bookmark: OLE_LINK3][bookmark: OLE_LINK4]Shapuaisi Pharma scandal compared to Johnson & Johnson crisis
Johnson & Johnson is one of the largest providers of diverse health products in the world (Marketline, 2018). In 1982, 7 people died of cyanide poisoning in Chicago after taking Tylenol capsules, the company's flagship product. After the news was reported, dozens of people across the United States claimed to be poisoned by cyanide. This triggered public panic and caused Tylenol's sales to plummet (Tribune, 2002). Although the company firmly believes that the product has no problem, Johnson & Johnson immediately recalled all Tylenol. For consumers, the company paid for hospital visits to who bought Taylor. Then, the company actively cooperates with relevant departments, to investigate the source of the problem. After this series of activities, the company won the support and understanding of the public. Tylenol regained its market leadership a year later. 

With a similar start, the two companies has different results. Faced with similar situation which the products is questioned by the public, Johnson and Johnson chose to abandon short-term profits and retrieval customer trust with a series of activities. However, Shapuaisi chooses to focus on economic benefits and ignores others. According to Freeman`s theory, a good strategy should meet the interests of all stakeholders (Freeman, 1988). The management of the crisis by Johnson & Johnson accords with this theory. For customers, recalling the problem drugs protects them from economic and health losses. For the government, the active cooperation of the company has prompted the investigation, thus eliminating public panic. For shareholders, although these activities have spent a huge amount of money and thus damaged short-term interests. In the long term, through this crisis, the company has won the trust of customers and the future development.

Solutions to the scandal
The scandal causes losses to different stakeholders. It is necessary to propose some solutions to reduce the losses or stop similar scandals in the future. 

Government solution 
[bookmark: OLE_LINK7][bookmark: OLE_LINK8][bookmark: OLE_LINK23][bookmark: OLE_LINK24][bookmark: OLE_LINK25][bookmark: OLE_LINK26]Crane and Matten (2010) state that people are ambiguous about the role of the government in business activities. On the one hand, people are always complaining that the power of the government is excessive. This limits their activities. On the other hand, people also hope that the government can play a greater role in protecting their interests. Anyway, it is the government`s responsibility to set a baseline for business. Sound laws and regulations is needed to prevent companies from unfair competition for their own interests. And self-regulation is expected to give a major push to corporate citizenship. In China, under the influence of Confucianism, the public hopes that the government's involvement in enterprises which will provide better quality products and services (Ackerman, Hu and Wei, 2009). As mentioned above, the government does have relevant laws and regulations involving advertising and curative effects. However, there is a lack of effective supervision. The government did not realize the problems of the company until the scandal broke out. In China, such problems caused by the lack of government supervision are no longer new. Child labour, corporate fraud and other issues have repeatedly emerged (The Wall Street Journal, 2018) (edu.people, 2016). This shows that the government needs stronger supervision to ensure that companies comply with laws and regulations. In addition, bribery also contribute to the scandal. With this, the government loss the restrictions on business in some case. Therefore, reducing the government’s tolerance for corruption can also prevent the similar scandals in the future. Finally, the access threshold for pharmaceutical companies should be higher. According to Hu and Mossialos (2016), due to the need for reforms, the Chinese government has relaxed the examination for access to medicines in recent years. The large number of drugs entering the market led to lower drug prices, while some problems appear. The access for Shapuaisi eye drops is partly related to it (YouTube, 2017). Raising the access threshold could exclude such drugs from the market. 

Reducing stakeholder losses also requires government involvement. According to a report from China Central Television (CCTV), many elderly people who purchased Shapuaisi eye drops are anxious about how to protect their rights and interests (YouTube, 2017). An authority is needed to show them if the drug is harmful to them and what compensation will they receive. As the most credible party, the government has the responsibility to do these. China is usually considered to have a powerful government which highly involved in the business (Meyer and Lu, 2005). This means that the government needs to assume more responsibilities. As mentioned in the previous presentation, the China Food and Drug Administration has notified Shapuaisi Pharma to conduct clinical trials of the eye drop according to relevant laws. This is a good start, but it should not be the end. The company is also involved in deceptive advertising, which related to advertising supervision department. This department should investigate whether the company’s advertisements have deceptive components. Cooperation in different government departments is required to reduce the loss of stakeholders.

Technical solution
With the development of technology, the turbidity of the lens can be measured by photographing or laser (Birkeldh et al., 2015). Technology is no longer a limitation. In this case, the company should re-conduct clinical trials to produce credible results. This is the most powerful clarification of all questions.

Market solution
Market forces could be better guided through the Internet. With the development of information technology, better-informed investors are forcing companies to comply more and more with moral governance practices. (Iveybusinessjournal, 2002). In this scandal, by spreading the ophthalmology knowledge, the public could have an objective judgment about the efficacy of the eye drops, so that the company may make changes. 

Ethics solution
[bookmark: OLE_LINK21][bookmark: OLE_LINK22]Ethic plays an important role in the scandal. Steward theory could be applied to Shapuaisi Pharma for avoiding the scandal. This theory believes that it is not appropriate for internal assumptions of managers' opportunism and laziness in agency theory. Moreover, managers' pursuit of their own dignity, beliefs, and inner working satisfaction will make them work hard and do a good job of steward (Fernando, 2012). This means that managers will motivated enough to ethically manage the company and be responsible for their actions. It is needed for Shapuaisi pharma before the scandal. The company needs professional managers who have good relation with executives to manage the company. For the purpose to act responsibly for the company, managers may refuse to use deceptive advertising and keep the trust of customers.

Conclusion 
In conclusion, there are many interpretations of the reasons behind the scandal. The greediness of executive leadership is the most important one. This drives the company to gain profits at the risk of illegal. Then, the government's imperfect supervision mechanisms and low entry threshold give the company opportunities to do so. In addition, technical and market factors also bear some responsibilities. Technical limitations prevented the efficacy of the drug from being accurately judged. While, the failure of market forces and China's unique market environment have motivated the company to gain profits through advertising instead of R&D.
[bookmark: _GoBack]
When dealing with the crisis, compared with Johnson & Johnson, Shapuaisi Pharma's main failure lies in abandoning customer trust for short-term benefits. As a result, both the company's share price and sales have fallen sharply. The long-term interests of the company have been impaired.

In order to avoid similar scandals, the government needs to improve the medical supervision system. Besides, the cooperation between different government departments is required to reduce stakeholder losses. The development of technology make it possibility for the company to accurately verify the efficacy of drugs. So it is necessary to restart clinical trials. Through information transparency, market forces can be better guided, forcing companies to make changes. Finally, according to Steward theory, professional managers may be a good choice to avoid such scandals.

Recommendations
1. Shapuaisi Pharma should immediately conduct clinical trials to verify the efficacy of the drug.
2. Shapuaisi Pharma should propose compensations for consumers who have suffered due to the purchase of the product.
3. Adjust advertisings and drug descriptions immediately. Make appropriate changes to the content which is questioned.
4. Recalling the products being sold on the market could be one of the responsible performance.
5. Changing the corporate governance structure and using professional managers may led to more ethical decisions.

Self-reflection
Through this assignment, I have a deeper understanding of the Shapuaisi scandal. The reason why I choose this scandal is that my grandma is a cataract patient. Her illness makes me to focus on this company. During the presentation stage, I learned some CRS theories. By applying these theories to the scandal, I am able to recognize the role of business ethics in corporate business activities and what a good company should be. During the reporting period, I learned about the reasons behind the scandal and possible solutions. Because the scandal I chose was a recent one, I have found very limited information. So I have to learn similar cases to give comments. In addition, reading other people's opinions gives me a variety of perspectives on the scandal.

To be honest, many aspects in this assignment needed to be improved. There is more room for me to explore CRS theory in the context of this scandal. And it seems that I have talked too much about government instead of others. The time is limited during this assignment. It is barely no time for me to do more research. I should start earlier next time if possible.

Although in future, there is quite little chance for me to be a manager. The knowledge I learned from this assignment made me understand how to judge whether a company is moral. I will prefer the products from ethical companies. 
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