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Preface

International marketing in a connected world

Most countries have more or less recovered from the financial crisis in 2008-09. Real estate
prices are back up in many places around the world. Stock markets are up in most countries.
Largescale unemployment characterizes Southern Europe, and Greece in particular faced
issues with foreign debt. Financially, countries around the world have probably never been
as dependent on each other as in this era.

The world economy is increasingly becoming an interwoven Web of connections and
interdependencies. Three of the challenges which inspired this eighth edition of Interna-
tional Marketing and Export Management are related to this increased financial connected-
ness. The influence of these challenges has become clearer in recent years and they are on
course to be increasingly vital to companies and consumers alike.

The first issue relates to the global connectedness of companies and consumers, large
and small, in the marketplace. Hardly any company today is exempt from thinking about
international marketing issues. Even the local shoe manufacturer which only sells domes-
tically must understand international marketing because the customers are likely to have a
range of domestically and internationally branded shoes to choose from. Consumers who
disidentify with their own country might hinder the domestic manufacturer in being suc-
cessful. Alternatively, ethnocentric consumers who want to support the domestic econ-
omy might help the domestic manufacturer gain a competitive advantage. Either way, it
is increasingly critical that domestic, exporting, and multinational companies alike gain a
thorough understanding of international marketing.

Secondly, the drive towards increased connectedness is evident as a mindset both
among managers of companies, as well as among customers. More and more companies
adopt a co-creating philosophy in which they cooperate with their suppliers, customers and
wider network to provide a value proposition. Customers also drive increased international
connectedness aided by technology like Trip Advisor, Meetup, and Airbnb Consumer. Using
these and many other apps and sites, customer networks are getting wider and increasingly
defy borders.

Thirdly, technological advances both drive and are driven by the increased connected-
ness. The present phase of the IT evolution is characterized by the Internet maturing. For
example, companies have discovered working business plans online, and users find value
in many new advances in usability. Access is relatively easy for small and large companies,
as well as for consumers. However, as the Internet has matured, increasingly the deep Web
and corners of the Web with shadow economies are within range of a larger part of the pop-
ulation. These corners have proven hard to regulate and control. The file-sharing platform
Pirate Bay and the black marketplace Silk Road were both closed, only to spring into exis-
tence again. Blockchain technology led by poster boy Bitcoin is the main means of payment
on Silk Road. Bitcoin can be very difficult to trace and was critical to the success of Silk
Road. We must remember however that by far the majority of drugs and illegal guns are

XV
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not bought with Bitcoin but dollars and other similar currency. Bitcoin and the blockchain
technology promise great leaps in human productivity and wealth for consumers as well as
for companies, but are still at an infant stage with many further innovations needed.

New to the eighth edition

The aim of the eighth edition is to provide a more balanced view of international market-
ing and export management. In the process, certain aspects have been prioritized more
than in previous editions. For example, cultural perspectives of international marketing are
more in focus for this edition compared to previous editions. Another example of higher
priority relates to theories and models specific to international consumer behavior such as
country-of-origin theory and the theories and models that focus on understanding consum-
ers’ country biases. On the other hand, information technology is viewed as a host of tools
rather than a specific set of strategies or tactics. For this reason, information technology-re-
lated topics have, where possible, not been afforded separate sections but are integrated
into the text.

The changes in the international marketing landscape discussed above are reflected in
both new material and in expanded coverage of topics previously emphasized. The material
in this new edition has been updated, integrated, or extensively rewritten.

Aims and objectives
The aims and objectives of this eighth edition are:

1. to provide a text in international marketing which will be as applicable and valuable for
small and medium-sized enterprises as it is for large international corporations;

2. to provide a text which is a balance of research insights, cases and practical examples. In
doing so we also continue the reputation for being one of the most comprehensive texts
in international marketing and export management.

3. to provide a text which is a trusted companion for the student and manager alike.

Target audience

The eighth edition of International Marketing and Export Management is designed for any-
one desiring to increase his or her knowledge of international marketing and export man-
agement. The book provides comprehensive coverage of both the basic marketing concepts
and how they relate to international marketing, as well as coverage of models and theories
unique to international marketing and export management. The text is particularly well
suited for:

e managers who are involved with international marketing from CEOs to marketing
managers and country managers. Export/international marketing practitioners
interested in fresh insights in the rapidly changing field of international marketing;

e undergraduate and graduate students taking courses in export management or interna-
tional marketing;

e those enrolled in management education courses and other tertiary non-university pro-
grams that cover export management and/or international marketing;

e entrepreneurs who are interested in starting export or import ventures.
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Learning outcomes

In Chapter 1, we discuss:

e setting the scene in the world economy today: from recession to recovery, and
longer-range prospects

e the importance, opportunities and challenges of international marketing,
factors affecting its growth: current problems and long-range opportunities

® being effective: the nature and practice of international marketing
e export marketing strategy and planning, and relationship to importing

e the increasing impact of the Internet, Internet, and e-business; the critical
importance of technological advances, increased competition and innovations;
the growth of non-traditional exports

@ how the book is designed to be of use to students, entrepreneurs, and
marketing professionals

Five case studies are provided at the end of the chapter, offering examples of how the mate-
rial in the chapter (and book) relate to current opportunities and problems in international
business and marketing. In Case 1.1 Voice4u, a small business, looks for ways for promo-
tion. Case 1.2, NUMMI, examines the reasons for formation of the Toyota-GM joint venture,
obstacles overcome, lessons learned, benefits obtained by each of the partners and reasons
for the closure of the company in 2010 after 25 years of successful operation. Case 1.3,
Export of art goods, discusses questions facing a potential exporter. Case 1.4, eBay, Inc.
shows how an emerging technology and entrepreneurship created a new type of international
marketplace. Case 1.5, Dell Inc. shows how changing consumer demands and competition
forced an international company to change its business model.



Chapter 1 International marketing and exporting
Introduction

The growing importance of international marketing
and export management

Recession and recovery

In 2015-2016 most countries are recovering from the financial crisis and recession begin-
ning in 2007-2008. This recession temporarily reversed a long period of economic growth
and international trade. As will be shown, renewed growth in international trade is neces-
sary for economic recovery and resumption of growth. Because of this, international mar-
keting will continue to be of great importance in the future. While this chapter will discuss
the recession, the primary focus will be on the opportunities and challenges facing business
in the near and long-range future.

The recession that began in 2007-2008 has been called the ‘Great Recession’ because
of its wide, serious, and prolonged effects (Zukerman, 2010). It sharply reduced demand
in most of the nations around the world. International trade, which had been increasing
more rapidly than investment and Gross Domestic Product (GDP) for several decades, was
directly affected. In 2009, for the first time in 50 years, the volume and value of interna-
tional trade decreased. At the time of writing, international trade and recovery from the
recession are progressing slowly. There is some fear that some economies may regress into a
‘double-dip’ recession because of the present sovereign-debt crisis in Europe or other prob-
lems (Premack, 2010). Whatever the short-range changes in the world economy, the other
factors discussed below will retain their importance. Some comments regarding the causes,
development and repercussions of the recession are given in the Appendix to this chapter.

As growth has resumed in most countries in 2016, even though it was uneven and seri-
ous concerns remained, three things became apparent.

1. The importance of international business to national and regional economies, companies
of all sizes, workers and consumers, in regaining growth.

2. The role of exports, along with innovation, as critical engines of economic growth (this
was demonstrated again, as it had been in the past, by the experience of China and
others).

3. All of the factors that brought about previous rapid growth in international business and
the growing importance of international marketing will continue to drive increasing glo-
balization and economic development in the future.

Increased international interdependence

Small and medium-size companies, as well as giant multinationals, have increased opportu-
nities to enter foreign markets as goods, services, technologies, and ideas move more easily
across national boundaries. Even an individual with a sufficiently good product, service, or
idea can now find customers abroad if he or she understands international marketing and
develops an appropriate strategy. Small domestic businesses with well-designed Web pages
are increasingly receiving otherwise unsolicited orders from overseas, and have the poten-
tial to exploit new opportunities. Unfortunately, many small and medium-size companies
are so daunted by their lack of knowledge of international business that they fail to follow
up on the opportunities.
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Is international marketing only of concern for large and so-called international firms? Far
from it. Worldwide, most companies are now selling to, buying from, competing against, and/
or working with enterprises in other nations. Many of the goods appearing in marketplaces
in any country include materials or components produced abroad, have been assembled or
packaged overseas, and/or use technologies developed elsewhere. Increasingly, production,
and even research and development efforts are being carried out in cross-national cooper-
ative efforts. Technological advances in communications and information processing have
made it possible to provide a wide range of services across borders.

For many companies, small as well as large, international sales provide additional
profits, and often are all that enable some companies to make a profit at all. Research
and development costs for many products simply cannot be recovered unless they can be
sold internationally. Examples of these include: new medicines and equipment to combat
disease; Japanese and American computer consoles and games; major American movies;
machine tools; BMW’s Rolls-Royce automobiles; mid-range commercial aircraft made in
Canada by Bombardier and in Brazil by Embraer; long-range commercial aircraft made
by the United States’ Boeing and Europe’s Airbus; and many other products. For example,
recently the super-hero genre has gained cinematic popularity, and Marvel and DC-based
movies have been very successful. While some earlier Marvel movies did almost the same
in the United States as well as in the rest of the world, the box office for all eight Marvel
movies between 2008 and 2015 have all done more internationally than domestically (to
Marvel) in the United States. Guardians of the Galaxy did 43% domestically and 57% inter-
nationally, while Avengers: Age of Ultron did only 33% domestically and 67% internation-
ally. There is a clear trend toward the US domestic market being less and less important,
and the international market being more important.

For consumers, international marketing and trade are providing an increasing range and
selection of goods and services, often at lower prices and/or of better quality. It is no longer
only better products that can enable an enterprise to expand internationally. Companies
that have developed better ways of doing business or new concepts (business models) can
use these in expanding overseas (eBay, Google, Canada’s Cirque du Soleil, the UK’s Tesco,
Sweden’s Ikea, the USA’s Costco, etc.). Similarly, companies that have created new types
of retail outlets to meet lifestyle needs or desires can successfully establish chains abroad
(Japan’s 7-Eleven, Starbucks from the United States, etc.). All of these companies are dis-
cussed in cases or exhibits in this text. In the increasingly competitive business environment,
even very successful business models may need to be adjusted for changing competitive rea-
sons as well as for other cultures.

For most nations and regions, economic health and growth have become increas-
ingly dependent upon export sales as an engine of growth, and as a source of the foreign
exchange necessary for the import of goods and services. International trade will continue
to grow more rapidly than international investment and world GDP. Overall, the countries
most open to international trade and investment, as we shall see in Chapter 2, have enjoyed
both higher per capita GDP growth rates and lower unemployment rates. Those that have
stressed self-sufficiency have generally lagged.

Exports as one engine of growth

At the time of writing this book, German industry has more or less recovered from the reces-
sion (Storm and Naastepad, 2015). Small and medium-size companies in Germany had suf-
fered most early in the recession but are now leading in expanding exports. Countries in
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Europe that have not been able to increase exports sufficiently continue to lag in recovering.
Japan’s fragile recovery depends upon growth in Japanese exports (Lau, 2010). ‘Exports
have been the key driver of growth’ in the United States according to the director of eco-
nomic research at AllianceBernstein LP in New York (Homan and Feld, 2010). Though the
former referred primarily to high-tech products, a number of other industries are also ben-
efiting. Exports from America’s Caterpillar, Inc., the world’s largest manufacturer of con-
struction and mining equipment, allowed the company to increase its annual dividend in
June 2010. US exports of high-tech products and services are increasing. Increasing exports
are leading Japan out of recession, and highly specialized small and medium-size compa-
nies in Japan hold world leadership in their areas of technical superiority. The increased
strength of the Japanese yen, as discussed in Chapter 11, may push Japan back into reces-
sion even as other economies grow.

During the recession, China’s exports declined more than imports and the nation actually
contributed to the strength of the economies of a number of its supplying countries. China
was able to continue to grow during the recession because the foreign exchange it had accu-
mulated through exports in preceding years supported a major stimulus, with continuing
importing, during the international crisis. China has a continuing growth in demand for a
wide range of goods from automobiles to cosmetics, agricultural products, parts for use in
making final products, and raw materials for its domestic and export-oriented industries.
India, which continued to grow during the recession, but at a lower rate than China, is now
growing more rapidly as their exports increase.

Many companies made changes specifically to accommodate, or take advantage of, the
recession and other economic changes. Some brief examples are given in Exhibit 1.1.

Exhibit 1.1 Selected company responses to economic
and competitive changes

During the recession, the Japanese convenience store chain 7-Eleven began a major
expansion in the United States and a retrenchment in Japan. It saw the depressed
real estate prices in the United States as an opportunity to expand its number of out-
lets there at relatively low cost. In Japan, real estate prices had been depressed for
20 years, and the cutback in consumer spending during the recession there resulted
in its weaker stores losing money. It thus began closing weaker stores there (see
Case study in Chapter 5).

Avon Products, Inc., a major US cosmetics company and the world’s largest direct seller,
receives approximately 80% of its revenue from overseas sales. It saw the economic down-
turn as an opportunity to grow its representative (sales) staff and its customer base in China
and elsewhere. It thus carried out its most massive recruiting campaign in its history, simul-
taneously carrying out a restructuring program to improve its global supply chain operations
(see Case study in Chapter 7). Several years earlier, it had been necessary to change its
marketing model in China because of unexpected legal changes there (see Case studies in
Chapters 4 and 7).

Coach, Inc. introduced a new line of handbags selling for about 20% less than other
purses offered by the company. J. Crew, Inc. opened a new boutique selling accessories
that carry a higher margin than its other products. Nordstrom, Inc. and Sacks, Inc. reduced
inventories of slower-selling and/or lower margin items (Jargon, 2009).

Germany’s Volkswagen AG was faced with relatively slow growth in most of its European
and North American markets. However, China, VW’s largest single market, was growing
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rapidly. Thus, in 2010 the company increased its investment funds for China to $7.8 billion
for the period 2010 through 2016 (see Case study in Chapter 9).

The UK’s Tesco, the third-largest grocery chain in the world, encountered problems in its
entry into the US market, based on problems with its small store model and the recession.
The company did not withdraw but, at least temporarily, scaled back the number of stores
to be opened.

In 2009, all three of McDonald’s restaurants in Iceland were closed by mutual agreement
between the franchise holder and McDonald’s. The nation’s financial crisis and collapse of
the Icelandic krona made it economically unfeasible to continue to import meats, cheeses
and packaging from Germany as required for quality control by McDonald’s (US). While
McDonald’s has exited eight countries from 1996 to 2002 because of poor profits, it con-
tinues to operate in 119 countries. It is expected that the three restaurants in Iceland will be
reopened under another name, and using more locally produced products, by the present
franchisee (Helgason and Wardell, 2009).

Walmart’s heavy advertising showing how families could save money on breakfasts and
other purchases resulted in increased market share and profits. In 2010, it announced an
international expansion goal to serve a billion customers per week by 2030. It plans to do
this by developing a global e-commerce platform that includes a delivery capacity (USA
Today, 2010; Birchall, 2010).

Newspapers in several European countries, Japan, and the United States have been
experiencing falling sales as a result of both long-term trends and the recession. Papers
in the three areas have taken different approaches to coping with change. In Europe, most
newspapers have cut costs and gone to more online offerings. In Japan, the country’s larg-
est business newspaper, with three times as many subscribers as The Wall Street Journal,
has developed a new pay-to-view website and greatly restricted online access to any free
content. A number of other Japanese newspapers are also restricting the amount of con-
tent people can see online (Tabuchi, 2010). Most US newspapers have seen even greater
declines in circulation and revenue from advertising than European and Japanese papers.
Most US papers have focused primarily on cutting costs, including major layoffs. Two US
papers have chosen different methods to offset the declines. (1) The Christian Science Mon-
itor, sold abroad as well as domestically, moved to reduce costs by ceasing to produce its
daily print edition. It established an e-edition with a subscription rate that it hoped would
provide enough income to support continuing operations. Though the e-edition did not
gain the hoped-for number of subscribers, the Sunday edition which it continued to publish
gained enough additional subscribers to allow the company to continue publishing under
the new model. (2) The regional San Francisco Chronicle changed its business model to
increase the percentage of income from sales of the newspapers while accepting a lower
percentage of income from advertising. Assuming that core subscribers would be willing
to pay a higher price for an improved paper, it raised the subscription cost by over 75%,
stopped offering special discounts for new subscriptions, and ceased delivery to low-vol-
ume areas where it was uneconomical. In its newspapers, it used higher-quality paper in
some parts, added color printing to certain pages in daily editions (including the front page
and comic strips) and to special pages in some of the advertising sections of weekend edi-
tions. It strengthened its business section through agreements with Bloomberg. The strat-

egy returned the paper to profitability.
. J

Innovation and entrepreneurship as engines of economic growth

China’s more rapid growth, while greatly increased through exporting, actually started
when the government allowed more widespread private ownership. Farmers responded
by becoming more productive as they benefited more directly from their individual efforts

5



Chapter 1 International marketing and exporting

than they had as simply members of a cooperative. Some also began increasing output of
higher value-added products such as vegetables and meat. Private ownership also led to the
development of additional more productive small businesses. Another major increase in the
growth rate occurred when manufacturing of products for sale overseas led to increases in
exports, and also brought in foreign investment, which helped to create even more factories
to produce additional exports as additional technology spread to Chinese firms as well as
joint ventures. The entrepreneurial spirit of the Chinese, previously demonstrated by the
overseas Chinese throughout the world and those in Taiwan, increased the rate of growth in
the People’s Republic.

Japan was not able to begin rapid recovery after World War II until orders for purchases
by the American military provided enough foreign exchange to enable the highly entrepre-
neurial Japanese to put their technical and entrepreneurial talents to use. Import of tech-
nology from the US and Europe further fueled Japan’s export drive and rapid growth.

The US and Europe have both grown through innovation and entrepreneurial activities,
many of which led to increased exports.

Five reasons why rapid growth in international business will continue
to be the norm rather than the exception

In addition to the changes in short-term economic conditions, five major changes that have
occurred during past decades will continue to drive increasing globalization, and the ever-
greater importance of international marketing and export management. They are:

e The information revolution with the technological advances and lowered costs in com-
munications, the development of the Internet and e-commerce, and the development
of increasingly sophisticated and diverse software to support a wide variety of business
functions. New companies and industries have emerged while a number of existing com-
panies have undertaken major changes or failed. New communications networks, some
of which were initially developed as social network sites, have enabled easier gathering
of information by individuals as well as providing new opportunities for businesses. They
have provided means for companies to more effectively interact with key stakeholders:
obtaining information on consumer preferences, demands and suggestions as well as
advertising to the customers; obtaining suggestions from and providing information to
company personnel as well as other stakeholders and the public.

e The further development of logistics and supply chain management, drawing upon new
concepts and methods, advances in information technology in its most broad sense and
major advances in physical equipment and facilities. This has resulted in goods moving
around the world with increasing efficiency and lower costs.

e The increased importance of innovation as ideas and advances in technologies, strate-
gies and business models, spread more rapidly. The advantages of being ahead, and the
dangers of failing to adjust to new conditions, have increased greatly.

@ The recognition that increasing incomes, and the increasingly diverse populations in
some countries, have provided new and often more segmented markets. Niche markets
have emerged that provide additional opportunities for small companies and the need
for larger companies to respond to the increasing diversity in demand.
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The lowering of governmental and other barriers to trade and investment, the changes in
international trade patterns, and changes in location of some major economic activities,
partly the result of the greater participation of China and India in international trade
and investment. China has become a major consumer of resources and products, a major
supplier of industrial goods, an important recipient of foreign investment and a major
creditor country. It has become a major competitor to businesses in both developing and
advanced industrial countries. India is also growing and has become a world competitor
in some activities, particularly in the export of services of knowledge-industry workers,
and to a lesser extent in manufacturing (see Exhibit 1.2).

The increased competition and increased opportunities for companies of all sizes, result-

ing from the greater mobility of goods, services, information and ideas due to all of the
changes noted above.

Exhibit 1.2 China and India in the international economy

China is the world’s fastest-growing major economy, and has overtaken Japan to become
the second largest in the world. At over $3.5 trillion dollars as of June 2013, its foreign
reserves are also the greatest of any nation (Yi-Chong, 2014). It has enjoyed an average
annual growth rate of over 9.5% over the past 30 years. While China’s annual rate of invest-
ment is variously estimated to be between 36% and 45% it ranks among the world’s high-
est. China is a major consumer of raw materials, using 47% of global output of cement,
37% of cotton, 30% of coal, 26% of crude steel and 21% of aluminum (Energy Depart-
ment & Agriculture Department, 2010). In 2010, China accounted for about 40% of world
copper demand. Whereas price changes on the London Metal Exchange used to trigger
price changes on the Shanghai Futures Exchange, the situation is now reversed. Fertilizer is
another major commodity consumed in large part by China (Farchy, 2010). China has now
passed the US to become the world’s largest consumer of energy according to the Interna-
tional Energy Agency, though China says ‘this is not very credible’ (Hook and Hoyos, 2010).
In any event, it is both the world’s largest coal producer and the world’s largest importer
of coal (Hoyos, 2010). China has become a major purchaser of many types of goods from
a wide array of countries. As an example, it has overtaken Japan as the largest purchaser
of US agricultural exports (Meyer and Hook, 2010). Overall, it is now the world’s largest
exporter and second-largest importer. Combined, China is the largest goods trader in the
world (Anderlini and Hornby, 2014).

Beginning in 1979, China started a series of market-oriented reforms and an opening
of its economy to foreign investment. Economic growth was stimulated by both increasing
domestic entrepreneurial activity and increasing investment. In 2001, the nation joined the
World Trade Organization (WTO) in a stepped process, further accelerating both interna-
tional investment and trade. The final step in the process was completed in December 2006
(Tucker, 2007). The agreements China signed in order to gain acceptance into the WTO
were concerned more with the export of cheap manufactured goods than with the problems
now faced by major foreign investors, as noted further on in this Exhibit. There is thus a
problem in addressing these issues because there are inadequate provisions concerning
them (Beattie and Anderlini, 2010).

In the 1990s, with its population of approximately 1.3 billion people, China had appeared
to offer substantial market potential in the long run. Short-run potential at the time was
limited by low average incomes and remaining restrictive government regulations on for-
eign companies entering the domestic market. The nation did, however, offer immediate
advantages as a potential source of manufactured goods based on its very low wages, high
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literacy rate (89%), availability of workers, and some government incentives for exports. As a
result, most of the foreign direct investment in China, and substantial domestic investment,
was in facilities for manufacturing goods for export. (There were notable exceptions. See
Case 8.3 on VW in China and Case 4.3 on Avon.)

In the mid-1990s, low-tech manufactured goods dominated China’s exports. This has
changed rapidly as foreign manufacturers have worked with Chinese companies and/or
set up manufacturing facilities to assemble and/or produce more advanced products. Now
computers and electronics, and TVs, phones, and audio gear are the biggest categories of
exports (Saminather, 2006). China is now the world’s largest exporter of technology goods,
though half of the goods China exports have been assembled from imported parts. China is
adding massive capacity in steel, chemical, and high-tech electronics plants (Bremmer and
Engardio, 2005).

Large Japanese, European, and American companies have established R&D centers
in China, with 196 foreign-owned facilities in Shanghai alone. They have located in China
to utilize the large pool of individuals with science-related backgrounds and relatively
low wage rates (Watanabe, 2007). Much of the work being done is for products for the
international market, though some is for specific products for the Chinese market. Chinese
technology and manufacturing companies, encouraged by the government as well as their
own recognition of the need for innovation, are increasing their own R&D expenditures. In
2004, entities in China made over 130,000 patent applications, the fifth-highest nation in the
world (Einhorn, 2006a). Some of China’s large companies have set up laboratories abroad
to design products for markets there, and to be at centers of product innovation. For exam-
ple, China’s Huawei Technologies has established R&D laboratories in India, Sweden, and
the United States as well as in China. The Chinese government broke new ground in 2007,
appointing as Minister of Science and Technology a non-communist party member with 15
years overseas experience.

China’s domestic market has grown rapidly as the economy has expanded. China’s
retail sales were estimated at $860 billion in 2006, and are expected to climb to $2.4 trillion
by 2020. It is now the world’s largest market for automobiles. European, American, and
Japanese automakers are manufacturing cars in China for the Chinese market in partnership
with domestic companies. China is the world’s largest market for beer. London-based
SABMiller is in a thriving joint venture with China Resources Snow Breweries Ltd (Einhorn,
2006b). A number of foreign retail companies are in the market, including 7-Eleven Japan,
the UK’s Tesco, France’s Carrefour, US’s Walmart and McDonald’s, Malaysia’s Parkson, and
others. Foreign firms account for 23% of the sales of the top 100 food retailers in China
(The Economist, 2006).

Doing business in China, in competition with China, or just buying from China continues
to present a number of specific problems. These include, but are not limited to, the following
(not listed in any particular order): corruption, a judicial system that is sometimes capricious
and unfair, lack of protection of intellectual property, counterfeiting, production of foodstuffs
including unlisted dangerous ingredients, manufactures of products that are not safe, sud-
den and disadvantageous changes in laws and regulations, cases of Chinese partners in
joint ventures setting up parallel competitive wholly owned Chinese companies using tech-
nology acquired from their foreign partners.

For years, foreign businesses have been concerned about Chinese government policies
that they felt ignored intellectual property rights, forced technology transfer, and biased
government purchases toward domestic companies. Most experts agree that there still is
a fairly weak enforcement of intellectual property rights in China (Cao, 2014). Chinese com-
panies with state subsidies are also increasingly challenging the Chinese subsidiaries of
Western companies in third country markets as well as in China itself (Beattie and Anderlini,
2010). In 2009, Philippe Mellier, CEO of Paris-based Alstom Transport, claimed that China
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was closing its market to suppliers of locomotives and other types of rolling stock from other
countries. Tenders for high-speed trains to be used from Beijing to Shanghai specified that
they be entirely designed and built in China. At the same time, China is attempting to sell
its trains, made in China improperly using technology gained from Europe and elsewhere, in
Europe. He said that China had forced foreign companies to transfer technology as a condi-
tion of getting orders, and then used that technology improperly (Wright, 2010).

While many foreign businesses have been reluctant to complain for fear of reprisals,
more are now speaking out. In July of 2010, the CEOs of two major German companies
met directly with the Chinese Premier, Wen Jiabao. Jurgen Hambrecht, CEO of the chemi-
cals giant BASF complained about foreign companies being forced to transfer technology
to Chinese companies in order to gain market access. Peter Loescher, CEO of the indus-
trial conglomerate Siemens and also chairman of the Asia-Pacific Committee of German
Business, criticized restrictions on trade and financial services, and lack of access to gov-
ernment contracts. An article in The Financial Times noted that Mr Wen told Hambrecht to
‘calm down’ and said that he was aware that there are allegations that China’s investment
environment ‘is worsening, but noted ‘I think it is untrue’ (Anderlini, 2010). Earlier in the
month the CEO of American’s industrial giant General Electric, Jeffrey Immelt, had com-
plained about increasing protectionism and the most difficult business climate in 25 years
(Dinmore and Dyer, 2010). A few days later, he softened his statements, which some believe
resulted from complaints by the Chinese government.

In contrast to some other foreign businessmen, Jim Owens, the Chairman and CEO of
Caterpillar, manufacturer of construction equipment, regards China as a success story. The
company is a major manufacturer of construction equipment. It started its first sizeable joint
venture there in 1994. It has since increased its stake in the company to 87%, thus acquir-
ing control. It also acquired 100% ownership of a former government-owned business in a
series of steps. Caterpillar has 11 plants in China and had sales of about $2.5 billion and is
now expanding. Owens credits Caterpillar’s success to his convincing government authori-
ties, by word and deed, that it will be a responsible owner of manufacturing facilities. ‘We’ve
spent a lot of time in China spelling out how we aim to be good stewards of business in
China for years to come’ (Marsh, 2010).

The Minister of Commerce in China addressed these concerns in an article in The Finan-
cial Times, pointing out that China is continuing to lower the threshold for investment in China
and providing increasing market access. He pointed out the contribution to world economic
recovery in 2009, the successes of foreign multinationals in China, and the continuing
opportunities for international businesses (Chen Deming, 2010). It should also be noted that
Japan, in its period of rapid growth from 1950 to 1990, borrowed much technology from the
US and Europe, kept a number of trade barriers, and used its productive and then relatively
low-paid workforce to spearhead development. (In an earlier century, the United States did
much the same.)

Worker unrest has been growing in China at Japanese-owned automobile factories and
at factories owned by others such as Taiwan’s Foxconn. Foxconn’s Longhua plant, with an
enormous workforce of 300,000 workers, had an increasing number of worker suicides in
2010. Much of the problem there is growing discontent among the factory’s largely migrant
workers. They originally came from farming areas, leaving their families and living in dor-
mitories under conditions that do not permit them to live in the nearby communities or to
remain in the area if they quit the company. Once happy simply to have paying jobs, as
the Chinese economy grew their living conditions became increasingly unsatisfactory, and
their pay lagged that of comparable work elsewhere (Hille, 2010). In the months since the
recognition of the problem, basic pay has been more than doubled (Hille and Kwong, 2010).
At some Japanese-owned factories, in addition to concerns over pay lagging that at other
foreign-owned factories, there are other serious problems that have become key issues.






