Week 14

Boffo Toys

You are the production manager for Boffo Toys, a rapidly growing company that makes extruded plastic toys, that are primarily aimed at the market of 7-11 year-old boys.  These toys are action figures, and include both real and mythical characters.  Your business has been expanding rapidly, and Boffo has decided that it is time to build a factory in China.   Almost all of your competitors are already producing in China, and you have decided that it is time that you jumped on the bandwagon.  

You haven't a clue how to begin, so you hire Zhang Jiangua, an émigré from Hubei Province, currently residing in your city.  Mr. Zhang has been in the U.S. for 10 years, and his primary business his helping U.S. companies wanting to set up operations in China.  

Mr. Zhang begins his work with you by asking all sorts of questions about your business, and products.  He wants access to your books, and asks about your pricing structure.  You provide all of this information to him.  

After an extensive analysis, Mr. Zhang suggests that you construct a "greenfields" factory in a small village outside of Yichang, in Hubei province.  Mr. Zhang tells you that he has a cousin there who can help you locally with the details.  You agree, and set things in motion to transfer the funds to Ms. Hu Meiling, the cousin.  Several weeks later, you visit the site, escorted by Ms. Hu, and are treated like a king.  There are 11-course banquet dinners with local government officials, along with massive quantities of Baijiu, the local rice liquor.  You sign the necessary papers on this trip and do a ground breaking—complete with a "lion dance," as is local custom.

Several weeks after you return to the U.S. you receive an E-mail from Mr. Zhang.  He says that construction is going well, but getting permits to run the business would be greatly expedited if you were to make a small contribution to the political campaign of one of the government officials whom you met during your visit.  He tells you that free local elections are a new development in China, and that you would be helping American policy by encouraging a free and independent local election.  And, after all, local government officials are providing you with great support that will ultimately make you a lot of money.  Furthermore, Zhang explains to you the concept of "guanxi."  It means "relationships."  Zhang tells you how important it is in China to take care of your friends, and that if you take care of them, they will take care of you.

You are very uncomfortable with this arrangement, but tell Zhang that you will think about it, and hope that if you ignore him, the request will go away.  Much to your surprise, the next request you get is from another channel.  Ms. Hu contacts you from China and suggests that there has been enough progress made that you should come back to see things.  You travel to China and are pleased to see that construction is well underway—a good sign, since you now have well over $7 million invested in the project..  However, Ms. Hu says she wants you to meet someone, and arranges lunch with the head of the local school board.  After one of the typical 11-course lunches, the school board chief very politely drops a bomb.  He tells you that you need to build him a school  You are not sure you heard this correctly, because the whole thing is being translated from Chinese to English, so you request that your translator double check what was said.  After a brief conversation in Chinese, the translator tells you that this is correct:  you are to build a school.

Now you are really in a quandary.  Was the fact that you are being asked to build a school the result of you ignoring the request for a political donation?  Are they saying that you won't be able to hire any workers in your factory if you don't pay for the school?  Even if the requests were not meant to intimidate you, is it appropriate to pay the money?  After all, given the size of this project, the amount of money in question was not very much—less than $100,000 for both together.  

Your Assignment:  

You have four choices:

1.  Pay both the political candidate and the president of the school board, as requested

2.  Pay the political candidate, but do not build the school
3.  Build the school, but do not pay the political candidate

4.  Pay neither, and hope that your investment is not in danger.

Please do the following:

1.  Come to class with your personal decision on the case.  Please decide what you want to do, and justify it based on your knowledge of common business practices, ethical considerations, the need to protect your investment, legal constraints (both U.S. and Chinese), and your personal intuition.  

2.  Write down your choice of decisions on a piece of paper to be submitted to the instructor at the beginning of class—selecting choice 1, 2, 3 or 4.  The choices will be tallied.

3.  After we see the "votes" (which will be anonymous) we will discuss the case to make sure all of the issues have been covered.

4.  A second anonymous vote will be taken

5.  After the second vote, I will provide you additional information on this case—which is based on an actual situation—that will give you the "best" answer.  
