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A controversy over Chinese in-
vestment in the U.S. is again in
the news. This time the subject is
Huawei, a telecommunications
equipment manufacturer whose
attempt to buy a small American
company was scuttled by Wash-
ington on national security
grounds. The episode marks Hua-
wei’s second failed attempt to buy
an American company. Executives
surely are starting to wonder how
they could improve their chances
if they make a third try. Other
Chinese companies also should be
paying close attention.

It boils down to a question of
strategy. Firms simply have to do
a much better job of understand-
ing America’s political climate, its
investment-review system, and
how to navigate both successfully.
This is not an unusual problem for
Western companies—look at the
U.S. technology companies’ strug-
gles to cope during the 1990s
when they ran up against politi-
cians and regulators—but China
does face some unique challenges.

China’s biggest problem is per-
ception. Every week, U.S. politi-
cians and business leaders decry
Chinese infringement of U.S. intel-
lectual property; computer hack-

ing; competition over new tech-
nologies; the trade imbalance
caused by an undervalued cur-
rency; and other negative issues.
This drumbeat predisposes policy
makers to view Chinese invest-
ments, and particularly acquisi-
tions of high technology, with sus-
picion.

One sign is the steep escalation
in 45-day reviews undertaken by
the Committee on Foreign Invest-
ment in the United States (CFIUS),
a government panel that reviews
foreign investments for national
security risks. According to Deal
Magazine, no Chinese transactions
were reviewed in 2006, three
were in 2007, and six were in
2008. While the economic slow-
down starting in 2009 surely con-
tributed to a decline in overall
transactions reviewed, it is not
hard to speculate that the rise will
continue as the economy recovers.

Huawei’s failed attempt to buy
3Leaf, a California-based cloud-
computing company, is among the
most striking examples of what
this will mean in practice. CFIUS’s
review came after the deal had
closed, in response to the Penta-
gon raising a red flag. After CFIUS
began its review, Congressmen
piled on to oppose the deal. Hua-
wei found itself playing defense in
a hostile political environment.

The Huawei matter reveals the
problem for any company under
CFIUS review—politics is inher-

ently part of the process. And the
suspicious lens through which
Chinese investment in America is
viewed extends well beyond CFIUS
into other political, business and
legal venues—all of which can be
as damaging as CFIUS review to a
company’s prospects. As Chinese
businesses seek to invest billions
of dollars in the U.S., the in-

creased investment is triggering
more and more alarm bells be-
yond the federal govern-
ment—among local officials, busi-
nesses and communities.

Chinese companies must un-
derstand that legal box-ticking is
only part of their challenge. Im-
proving the political climate argu-
ably is even more important.
Western businesses long ago real-
ized this, and expend considerable
resources to educate policy mak-
ers about business concerns and
to inform the public debate on
business issues. It’s called lobby-
ing and public affairs, and Chinese
companies could benefit from do-
ing these themselves.

First, they should proactively

develop relationships with U.S.
policy makers at the federal and
state levels to define themselves
before their opponents define
them. They must educate policy
makers about their companies and
the benefits of their potential in-
vestments in the United States.
According to the Washington-
based Sunlight Foundation, Chi-
nese companies spent a mere
$425,000 on federal lobbyists in
2010. The U.S. Chamber of Com-
merce alone spent over $81 mil-
lion. Huawei’s open letter inviting
Washington to “investigate” the
company’s ties to the Chinese mil-
itary is a start, but it’s too little
too late to save the 3Leaf deal.

Second, Chinese companies
need to be more proactive in their
approach to the regulatory pro-
cess, partly to avoid snafus and
partly to assure Americans that
they are serious about complying
with U.S. laws. Opponents will
definitely exploit any available
regulatory tools to block invest-
ments, so Chinese companies
should consider that there can be
advantages to being the first on
the government’s doorstep to dis-
cuss a deal. In this respect, Hua-
wei’s most serious 3Leaf mistake
may have been to not seek a
CFIUS review earlier in the pro-
cess.

Finally, Chinese companies
must engage media and the Amer-
ican public more aggressively. One

rarely sees Chinese companies or
their surrogates in the U.S. media.
While problems like language dif-
ferences might pose logistical
challenges, Chinese executives
can’t afford not to find some way
to engage the public on television,
in print or on the conference
speaking circuit. Companies al-
most never win a political battle
without doing so. As part of this,
companies must be prepared to be
transparent and give accurate in-
formation to the media and U.S.
officials. Otherwise, corporate
credibility will be undermined be-
fore the review process ever be-
gins.

No amount of public education
about the companies, their inten-
tions, or their transactions will
help in situations in which U.S.
national security concerns are le-
gitimately at risk, nor should it.
However, the environment for Chi-
nese companies in America is only
going to worsen as the 2012 presi-
dential election nears and politi-
cians look for targets to criticize.
These companies must rise to
their own defense when national
security is not at issue, or face
two more years of failed transac-
tions.

Messrs. Goldberg and Galper are
partners at Orrick, Herrington &
Sutcliffe LLP, specializing in crisis
management and public strate-
gies.
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Where Huawei Went Wrong in America

And how other
Chinese companies can
avoid similar investment
controversies in the future.

Last week, pirates attacked and
executed four Americans in the In-
dian Ocean. We Americans and the
Europeans have endured literally
thousands of attacks by the Somali
pirates without taking the initia-
tive against their vulnerable boats
and bases even once. Such paraly-
sis is but a symptom of a sickness
that started some time ago.

The 1968 film, “2001: A Space
Odyssey,” suggested that in an-
other 30 years commercial flights
to the moon, extraterrestrial min-
ing, and interplanetary voyages
would be routine.

It didn’t work out that way. In
his 1962 speech at Rice University,
perhaps the high-water mark of
both the American Century and re-
corded presidential eloquence,
President Kennedy framed the
challenge not only of going to the
moon but of sustaining American
exceptionalism and this country’s
leading position in the world. He

was assassinated a little more
than a year later, and in subse-
quent decades American confi-
dence went south.

Not only have we lost our en-
thusiasm for the exploration of
space, we have retreated on the
seas. Up to 30 ships, the largest
ever constructed, each capable of
carrying 18,000 containers, will
soon come off the ways in South
Korea. Not only will we neither
build, own, nor man them, they
won’t even call at our ports, which
are not large enough to receive
them. We are no longer exactly the
gem of the ocean. Next in line for
gratuitous abdication is our naval
position.

Separated by the oceans from
sources of raw materials in the
Middle East, Africa, Australia and
South America, and from markets
and manufacture in Europe, East
Asia and India, we are in effect an
island nation. Because 95% and
90% respectively of U.S. and world
foreign trade moves by sea, mari-
time interdiction is the quickest
route to both the strangulation of
any given nation and chaos in the
international system. First Britain
and then the U.S. have been the
guarantors of the open oceans.
The nature of this task demands a
large blue-water fleet that simply
cannot be abridged.

With the loss of a large number
of important bases world-wide, if
and when the U.S. projects mili-
tary power it must do so most of
the time from its own territory or
the sea. Immune to political cross-
currents, economically able to
cover multiple areas, hypoaller-
genic to restive populations, and
safe from insurgencies, the fleets

are instruments of undeniable util-
ity in support of allies and re-
sponse to aggression. Forty per-
cent of the world’s population
lives within range of modern naval
gunfire, and more than two-thirds
within easy reach of carrier air-
craft. Nothing is better or safer
than naval power and presence to
preserve the often fragile reti-
cence among nations, to protect
American interests and those of
our allies, and to prevent the wars
attendant to imbalances of power
and unrestrained adventurism.

And yet the fleet has been
made to wither even in time of
war. We have the smallest navy in
almost a century, declining in the
past 50 years to 286 from 1,000
principal combatants. Apologists
may cite typical postwar diminu-
tions, but the ongoing 17% reduc-
tion from 1998 to the present ap-
plies to a navy that unlike its
wartime predecessors was not
previously built up. These are re-
ductions upon reductions. Nor can
there be comfort in the fact that

modern ships are more capable,
for so are the ships of potential
opponents. And even if the capac-
ity of a whole navy could be
packed into a small number of su-
per ships, they could be in only a
limited number of places at a time,
and the loss of just a few of them
would be catastrophic.

The overall effect of recent ero-
sions is illustrated by the fact that
60 ships were commonly under-
way in America’s seaward ap-
proaches in 1998, but today—de-
spite opportunities for the
infiltration of terrorists, the po-
tential of weapons of mass de-
struction, and the ability of rogue
nations to sea-launch intermediate
and short-range ballistic mis-
siles—there are only 20.

As China’s navy rises and ours
declines, not that far in the future
the trajectories will cross. Rather
than face this, we seduce ourselves
with redefinitions such as the
vogue concept that we can block
with relative ease the straits
through which the strategic mate-

rials upon which China depends
must transit. But in one blink this
would move us from the canonical
British/American control of the sea
to the insurgent model of lesser
navies such as Germany’s in World
Wars I and II and the Soviet
Union’s in the Cold War. If we cast
ourselves as insurgents, China will
be driven even faster to construct a
navy that can dominate the oceans,
a complete reversal of fortune.

The United Sates Navy need not
follow the Royal Navy into near
oblivion. We have five times the
population and six times the GDP
of the U.K., and unlike Britain we
were not exhausted by the great
wars and their debt, and we nei-
ther depended upon an empire for
our sway nor did we lose one.

Despite its necessity, deficit re-
duction is not the only or even the
most important thing. Abdicating
our more than half-century stabi-
lizing role on the oceans, neglect-
ing the military balance, and relin-
quishing a position we are fully
capable of holding will bring tec-
tonic realignments among na-
tions—and ultimately more ex-
pense, bloodletting, and
heartbreak than the most furious
deficit hawk is capable of imagin-
ing. A technological nation with a
GDP of $14 trillion can afford to
build a fleet worthy of its past and
sufficient to its future. Pity it if it
does not.

Mr. Helprin, a senior fellow at the
Claremont Institute, is the author
of, among other works, “Winter’s
Tale” (Harcourt), “A Soldier of
the Great War” (Harcourt) and,
most recently, “Digital Barba-
rism” (HarperCollins).
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The Decline of U.S. Naval Power


