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By Ellen Huber and Erin Ennis
When nearly one year ago a US business executive received word that his company was flatly denied membership to one of
China’s biggest industry specifications and standards associations, he was left with many troubling questions. Were other
companies turned down also? Was his company being singled out? But what troubled him most was the reported reason
his industry-leading company was rejected: foreign companies were not permitted to join.
Since then, the executive says his company—a US-China Business Council (USCBC) member—has lobbied many times for
reconsideration, but its application continues to be denied.
As a result, he says that competition with Chinese firms is proving to be the greatest challenge his firm is facing in the
China. And he isn’t alone: After a steady ascent in the rankings, competition with Chinese firms is now the top challenge for
American companies doing business in China. According to the USCBC 2014 member survey [1] , US businesses say that
they are facing increasing numbers of Chinese competitors who often enjoy preferential treatment over foreign firms.
This is echoed by the US executive. He says that it is unequal
treatment in government regulations, not competitive Chinese
goods and services, that makes this challenge so difficult to
tackle. He says that Chinese companies striving for international
recognition—and the central government—are driving these
kinds of policies. “In my opinion, China wants nothing more than
to have a brand similar to Lexus or Nikon,” he said. “And it’s
going to be difficult with that sort of approach.”

The top challenge
As China’s economy has grown in size and strength, so have its
domestic companies—both private and state-owned enterprises
(SOEs). The competition American businesses face from their
advantaged Chinese counterparts has grown stronger—and
more pressing due to the recent slowing of economic growth in
China [2] .
[3]

Robust competition in itself is not a concern for foreign
companies doing business in China, according to the 2014
survey. American companies are accustomed to strong
competitors, which they face in markets all over the world.
However, competition in which one group of companies is
favored over others is a significant concern, say respondents.
While many have focused on preferential treatment that Chinese
state-owned enterprises (SOEs) receive, survey data show that
the issue is not ownership structure, but simply nationality.
Chinese companies, regardless of ownership, receive benefits
that foreign companies cannot.
In addition to membership access to industry associations, the
USCBC member company executive also points to the Chinese
government procurement law [4] as a stumbling block for foreign
companies. He says that the law’s regulations heavily encourage
the purchase of Chinese goods and services on both businessto-consumer and business-to-business levels. What hurts his
company the most is a regulation that forces state-owned
enterprises to purchase exclusively from Chinese companies—even if a superior option is available from a foreign firm—
unless they can convince the government that they can’t purchase what they need otherwise.
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[5]

One last challenge is the threat of investigation under China’s
antimonopoly law. Although both foreign and domestic
companies are being investigated, foreign companies appear to
be facing increasing scrutiny [6] . Eighty-six percent of survey
respondents are concerned about the lack of transparency, due
process, and other issues surrounding competition-related
investigations.
Preferential treatment of domestic enterprise is not in the longterm interest of China or its companies, according to the survey.
Access to preferential benefits does little to create the type of
efficient and innovative companies that China hopes will lead its
economy to the next stage of development. As senior leaders
such as China’s Premier Li Keqiang have noted in public
statements [7] , Chinese companies will become internationally
competitive only through increasing fair and robust competition
in China’s market.

[8]

The list continues
This year’s top 10 challenges include many issues that have made the list in previous years, though the order changes from
year to year. As with previous survey results, issues that move down in rank are not necessarily doing so because the
situation has improved. Rather, those issues are most likely eclipsed by more pressing concerns. Overall, companies report
that little progress has been made in addressing many of these persistent challenges.
[9]

For instance, cost increases dropped from the top slot to the fifth, despite separate survey data that indicates costs have
not moderated in China. In fact, most respondents note that the challenges associated with cost increases have gotten
worse over the past year. This same trend holds true of other policy related challenges.
To genuinely confront the regulatory issues that foreign companies continue to face in China, USCBC says that regulators
must focus on major policy changes, such as the conclusion and implementation of a US-China bilateral investment treaty
(BIT). [10] Addressing this issue and others will help make real progress on challenges like competition, investment
restrictions, uneven enforcement of laws and regulations, licensing, and national treatment. Without such bold leadership,
says USCBC, the top 10 challenges are unlikely to see substantive change in the future.

Business outlook
American companies continue to view China as a top-five market, but the number of companies increasing their resource
commitment in China continues to drop, according to the survey. Fifty percent of companies report plans to boost resources
in China over the next 12 months, down from almost 75 percent just three years ago. Virtually no companies are cutting
back on their operations in China, however. Those that are not expanding their operations in China are maintaining current
levels and few are redirecting investments from China to other countries.
Almost three-quarters of companies saw an increase in revenue last year, with another 12 percent reporting flat sales. Only
15 percent of companies reported a decrease in revenue in 2013. Most companies anticipate that their revenue will
increase again in 2014.
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Overall, American companies remain profitable, but at
lower margins, with 83 percent of companies indicating
that their China operations are profitable. But companies
have seen an important shift in China’s performance
compared to overall company operations. Although
improved from last year, the profit margin of China-based
operations continues to be well below the highs that
companies experienced prior to 2012.
So what’s squeezing profit margins? Along with rising
costs, this year’s top challenge is the answer. Not only is
this competition with Chinese companies under
preferential policy unfair, says the survey, but it’s also
hitting China’s foreign investors in their wallets.

How do we move forward?
The full survey report [1] provides a detailed account of
the challenges that American companies face in their
China operations. USCBC says it is important to keep in
mind the contrast that China presents for companies: an
extremely difficult business environment along with a
vital, growing market for foreign businesses.
By USCBC calculations, China is at least a $300 billion
market for American companies—but it should be bigger.
Depending on which source is used, US firms have
invested around $70 billion dollars in China over the past
30 years. Chinese companies are only now beginning to ramp up their investments in the United States, which will create
additional jobs and opportunities for the American economy as well as tax revenue for local, state, and federal
governments.
It is vitally important that the United States and China get their commercial relationship right, rather than allowing these
issues derail what is and will remain the most important bilateral relationship in the world, USCBC says. That will require
policymakers on both sides to work toward solutions to mutual problems: those that US companies face in China and those
that Chinese companies experience when doing business in the United States.

The bottom line
All of the challenges US companies face in China warrant attention and remedies, but none is more pressing than leveling
the playing field with Chinese competitors, USCBC says. The business executive whose company was denied association
membership agrees. He says he worries that denying companies based on nationality and not qualifications could lead to
lowered standards that may hurt the industry overall and present future challenges to his business in China.
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