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As we near the end of the first quarter, we face a business
environment very similar to the one we faced last year: an
environment clouded by uncertainty over the future of
US-China trade relations.

But we have been here before.

I was honored to serve as your Chairman at another pivotal
time in US-China relations, back when China was pressing
to enter the WTO in 2000 and 2001; we are now at an equally
important crossroads in the bilateral relationship.

Foreign businesses in China face an increasingly challenging
and uncertain policy environment. Despite the commercial suc-
cess enjoyed over the past 40 years, American companies are no
longer serving with the same level of enthusiasm as the reliable
anchor in US-China relations that they once were.

Our members have long been concerned about challenges
facing the US business community in China related to market
access, intellectual property (IP) protection, regulatory transpar-
ency, uneven enforcement of Chinese laws and regulations, and
industrial policies that favor domestic companies at the expense
of foreign-invested enterprises. Added now to these concerns
are new pressures and uncertainties stemming from the ongoing
trade conflict and the tariffs imposed by both countries in 2018.

Trust between both sides has reached a low point, as each
country questions the goals and motivations of the other.
Nevertheless, it is imperative that China and the US find ways to
resume and continue productive cooperation as bilateral part-
ners. Indeed, a healthy, fair, and reciprocal trade relationship is
critical for achieving optimal and sustainable economic growth
for both countries.

As we continue to advocate on behalf of our 3,300 members
from 900 member companies, our focus this year is on policies
that promote such cooperation.

First, we must restore trust — not just through dialogue but
also through concrete actions that lead to greater transparency;,
predictability, and evenhandedness in regulatory processes.

According to our recently released China Business Climate
Survey (about which you can read more on pages 16-18),

Chairman's Message

Trust Before
i Trade

inconsistent or unclear regulations and uneven enforcement
remain the number one challenge for AmCham China mem-
bers for the fourth consecutive year. The stability and predict-
ability provided by a transparent and evenhanded regulatory
environment will be important for the continued growth of
the Chinese economy, boosting the confidence of both domes-
tic and foreign investors that their businesses will enjoy the
impartial protection of law, and also aiding the government in
its fight against corruption.

Second, we want to promote development through policies
of national treatment and competitive neutrality. Policies that
emphasize national treatment can benefit all private enterprises
- both domestic and foreign - and drive greater innovation and
growth throughout the Chinese economy.

Third, we want to see innovation in China enhanced
through implementation of policies that promote global cooper-
ation and IP protection. More than half of our members tell us
that innovation is a top-three priority, but barriers to cross-
border collaboration and a lack of sufficient IP protection
hinder their efforts to promote innovation in China.

We will continue to solicit your input as we provide recom-
mendations to both governments on how to effectively pursue
these three goals. In particular, we hope you will participate in
the “flash surveys” that we will conduct throughout the year to
gauge the views of our members and compile concrete data to
support policy-making by both US and Chinese officials.

In the meantime, I'm proud to announce the launch of
the AmCham China Quarterly magazine, which we hope
will provide valuable content to all our members. Filled with
interviews and insights from some of the top executives from
across our broad community, there’s something for everyone -
enjoy the read! @

Tim Stratford
AmCham China Chairman

AmCham China Chairman’s Circle

AmCham China Chairman’s Circle is a select group of premium membership holders that provide the chamber with exceptional support and leadership.
The current Circle members are:
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What the Future Holds
in US-China Relations

Amidst the tense US-China
bilateral environment, Rhodium
group is lighting the way with
insightful analysis on impacts
for the private sector and

the direction of reforms from
Beijing. As one of the largest
independent private China
research groups, Rhodium
supports clients in anticipating
macroeconomic, political, and
financial regulatory changes.
For 20 years, they have turned
geostrategic insights into
sector-specific insights for
decision-makers.

Co-Founder of Rhodium and
leader of the China, India, and
Asia research advisory team,
Dan Rosen has received wide
recognition for his expertise on
the US-China relationship. He
sat down with AmCham China
to share his expertise on the
future of bilateral relations and
what’s in store for the Chinese
economic trajectory, Chinese
FDI in the US, and American
business in China.

AmCham China Quarterly

As China has moved increasingly
deeper into a state-led industrial pol-
icy, what would force China to change
or soften that approach?

Dan Rosen: China’s reliance on state-led
industrial policy strategies is definitely not
a new phenomenon. After all, that was the
overwhelming approach that China took
just a few decades ago. What concerns

us today is not just the major elements of
state planning at work, but the question
mark hanging over whether China is still
intent on making room for the market.
The many indications of ambivalence
about that mix of planning and mar-
ketization give us pause today. A reason
to be optimistic is that this reversion of
planning is not really working. By most
practical, on-the-ground indications,

the Chinese economy is not doing great
right now. This attempt to administer the
performance system is not really paying
dividends. I think it is inevitable that
Beijing will be circling back again toward
tried and true market solutions to basic
economic efficiency. What is getting in
the way is that any such transition is going
to entail some instability, and there’s a
tremendous allergy to dealing with that
period of instability on the road to a more
sustainable future.

Any kind of indication about how
near or far that trajectory might be?

Dan Rosen: China could choose to deal
immediately with these economic policy
problems and challenges, try to bite the
bullet so as to get to a more sustainable
future faster. However, there has been a
revealed tendency over the past couple
of years to draw the process out in hopes
that some of the problems will just go
away. Of these two options, getting to
reform faster but having to deal with the

near-term consequences immediately ver-
sus trying to defer reform but ultimately
paying a higher price is a political deci-
sion that Beijing will have to make.

Recently, you listed three priorities for
China - making the financial system
commercially-oriented, protecting
intellectual property rights, and align-
ing policy to protect consumers, not
producers. Is one of these the key or
are all three equally important?

Dan Rosen: Those three things are acid
tests. They are each critical - they have to
be in the mix. Definitely, that’s not a com-
prehensive list of all the reform work that
China needs. Unfortunately, the reality

is that China needs to deal with all three
pretty much simultaneously today.
Financial intermediation is nearing a
crisis point. We see bankruptcies, peer-to-
peer financing failures, the urgent need
for deleveraging showing up as an imme-
diate priority throughout the country. In
terms of intellectual property, not only
have the weaknesses in IPR protection
caused an acute amount of stress with
other nations around the world, but it’s
also anecdotally causing Chinese innova-
tion investors to think twice about wheth-
er they want to put new activity in China.
As for shifting from ensuring producers
are strong to ensuring they are happy, I
think the 2018 results underscore that. We
saw some profit recovery, especially for
state firms. That tells us once again that
extraordinary efforts are being made to
keep the big industrial companies solvent.

You have also said, “Success cannot
mean winning or losing for either
side,” referring to both countries need-
ing to feel that they are winning for a
mutually agreeable solution. Do you



think that either side actually feels
that way?

Dan Rosen: I think the problem today is
that economists understand that any kind
of productive resolution of the current ten-
sions has to be more than zero-sum - both
sides have to benefit from an outcome.
Politicians even understand that. You don't
ultimately get what you want by preventing
your negotiating counterpart from being
able to report some success back to their
own constituencies. The art of the deal
entails making it possible for both sides

to gain some benefits. Where that propo-
sition is not so intuitive is in the security
community, where win-win is not part of
the normal construct that those managing
military and strategic security affairs bring
to the table. I think the signature change in
how we think about the relationship over
the past two years has been an elevation of
the security mindset, relative to looking at
the economic benefits, or just the long-
term political nature of the relationship.

It will have to do with understanding that
change and who is at the table. It's going to
be important for the political and econom-
ic communities to step back into the fray
with a message of what will be constructive
for the long-term.

What should companies be doing right
now? What contingency plans do they
have to be looking at in a worst-case
scenario?

Dan Rosen: The reality is that the Amer-
ican business community in China has
hundreds of billions of dollars of fixed
assets that have been built up painstak-
ingly over decades, and there is no easy
way to moth-ball those. There is a need
for companies involved in manufacturing
most connected to new national security
concerns to make sure there are produc-
tion chain options not vulnerable to the
most pessimistic projections. I'm thinking
about telecommunications, computing,
technology and equipment.

For the most part, consumer-oriented
products should not be caught up in the net
of national security concern currently being
debated. Nonetheless, if China doesn't get
its reform plans in order, the underlying
GDP growth of the Chinese economy will
be softer. There are multiple pieces to this
equation. There needs to be an analysis of
where there are national security concerns

Return on assets of industrial enterprises by ownership
_________________________________________________________________________________|]

2002 2005 2008

Private

2011 2014 2017

Source: National Bureau of Statistics, Rhodium Group

and bifurcation of production chains, and
that’s likely to weigh on a company’s exist-
ing assets and footprint.

Rhodium has been building up sce-
narios to monitor where the two sides
will in fact disengage from each other.
What would that entail, and what
would it mean for the world?

Dan Rosen: The first thing to understand
is that engagement is not an all-or-nothing
proposition, that you have economies that
are maximally-engaged with one another,
say Australia and New Zealand, and you
have pairs that are completely disengaged,
but the vast majority of pairs around the
world have always been somewhere in the
middle of those two extremes. Whatever
the future holds for China and the US, it
will be in the middle as well. Second, two
nations which are not converging on the
same basic ideas about how the economy is
run and organized cannot be as engaged as
two like-minded economies. The con-
vergence the US and China have enjoyed
over the better part of the past 40 years
has underwritten the logic of deepening
engagement between the two sides.
Throughout my career, I was able to
identify and point to a preponderance of
effort in Beijing to become more mar-
ket-oriented. In the past six to 10 years,
the momentum toward market orienta-
tion has slowed down. When Xi Jinping
came to power, he put on the table a very

broad and comprehensive plan that, for
the most part, was designed to make the
market more decisive. But after five or six
major efforts to implement that liberal-
ization impulse - fixing the interbank
marketing system, opening up the equity
markets, and currency internationaliza-
tion - each turned into a mini crisis. The
challenges involved in those reforms were
going to be much harder than leadership
expected. That led Beijing to fall back on
more state-based second-best or third-
best options for keeping the economy
from stalling. The clarity of China’s long-
term movement in a market-oriented
direction just isn’t there anymore, trig-
gering this discussion about how much
disengagement might be necessary.

There has already been a significant
amount of disengagement between the
two sides just over the past two years.
Rhodium has identified a two-year fall
of 95% of Chinese direct investment into
the United States, for example. There are
a lot of shadows cast over the investment
and trade environment right now, so we
don’t do ourselves or our counterparts
any favors by pretending this isn’t a
possibility. The responsible thing to do
is diagnose it properly, understand the
nature of it, and try to keep the ultimate
amount that takes place as limited and
partial as practically possible.

Is there a way that ground can be
regained, or do you think that it’s a

AmCham China Quarterly
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fundamental restructuring of the Chi-
nese-US investment environment?

Dan Rosen: I think it’s absolutely
reversible. Almost every other advanced
economy is taking a similar track with
regard to Chinese investment. Through-
out the OECD world, nations are asking
themselves whether they need to modify
or upgrade their screening mechanisms
and processes. But we could quadruple
our security screening diligence and

there would still be room for expansive
growth and inflows to our economies
from Chinese companies and investors.
The vast majority of fall-off in Chinese
FDI in the US over the past two years is in
sectors like real estate and movie theaters,
completely non-national security sensitive
sectors. We would gladly see Chinese
companies come in and make tens of
billions in investment in American real
estate, which for the most part would not
be problematic. That limitation on Chi-
nese investment did not come from the
US; it came from Beijing’s concern about
the motives of private investors taking
investment out of the country. We can put
that back into gear in fairly short order,
provided we have a basic level of trust and
goodwill between the two sides.

Given all of China’s economic prior-
ities domestically, where does the US
fit into them? Does it just happen to be
big right now because of the deadline?

Dan Rosen: When we look at GDP
growth from China in 2019, the official
target will be something like 6.2 or 6.4%
from the areas of business investment,
then household consumption, govern-
ment spending, and then net exports.
Analysis of how much US tariffs would
reduce China’s net exports growth glob-
ally would suggest that even a nasty trade
war is not going to take the legs out of
China’s economy, just take a nasty bite.
However, the reduced prospect for
China to be able to serve US demand in
the future also has an effect on business
investment inside China. Consumer
household spending and the more inter-
nationally-facing parts of urban China
are unsure of how serious the breakdown
in China’s global standing is and can
start to differ from other discretionary
spending. It’s not the trade war directly,
but its indirect effects that starts to weigh

10 AmCham China Quarterly

on domestic investment and domestic
consumption inside China.

How are you feeling today about the
Chinese economy?

Dan Rosen: It is not going to be a strong
year for China. It could be a very steep
downturn. But what’s important is not
whether this one-year demand growth
picture is really sour; what’s important is
what China does about it. If the response
to that reality from leadership is to surprise
us with a pretty bold package of the kind of
reforms that Xi Jinping put on the table in
2013, I would be more optimistic than I've
been in years. I think, ironically, the dark
clouds now hanging over the outlook might
be the most important trigger for getting a
return to a more reform-and-opening, as
we used to know it, policy outlook.

What sectors are looking best for suc-
cess in China moving forward?

Dan Rosen: The kind of reform we just
talked about would create opportunities
for American companies virtually across
the board. I can’t think of a sector where
US companies haven't already had to live
through the difficult adjustments that are
tomorrow’s challenge for China, learning
to operate in a more tightly-regulated
market place. We're just 50 years or more
ahead of the Chinese marketplace, in that
regard. There are going to be areas of high-
tech, especially in telecom, which I think
are going to continue to be somewhat
disengaged. But in vast areas of high-
tech, there are going to be opportunities
there where America does still truly have
comparative advantage, not just based on
scale but on savvy, agility, creativity, and
a multicultural way of looking at market
opportunities and solutions to problems.

e Government Affairs

I think that China is going to step up
in consumer orientation as opposed to
the more industrial side of the econo-
my. China’s overcapacity in virtually all
industrial segments is undercapacity in
almost all consumer-oriented ways, like
in healthcare or entertainment. Also,
there are very limited opportunities to-
day for foreign financial services firms to
operate on a level playing field in China.
If that is leveled out with US or Euro-
pean standards of market access, there
will be a huge opportunity for American
financialists to play a great role and ben-
efit both Chinese customers and Chinese
companies who are ready for global-
ly-competitive financial services.

There was a Rhodium report that Chi-
nese firms had added just 7,400 US
employees to their payrolls in 2017.
Do you think that downwards trends
will continue, or will they need more
outside expertise?

Dan Rosen: It’s hard to imagine things
going anywhere but up after 2018. The
level of Chinese investment into the US
and employment activity got so beaten
down by uncertainty that it was really just
a trickle. Even a modest resolution to the
state of economic melancholy hanging
over the relationship right now would
probably open up room for some bounce
back of two-way investment flow. Amer-
icans aren’t thinking about job-creating
too much right now, with unemployment
this low. But that’s a tax-break phenome-
non that will not last forever, and global-
ization can sustain employment gains and
dynamism for the long term. @

Rosen was talking to AmCham China
following an exclusive Policy Plus event. For
more details on Policy Plus, please see page
11 or email policyplus@amchamchina.org
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Bottling
Lightning

By Jordan Papolos

The world’s flourishing startup ecosystem
is one marked by innovation, business
acumen, and hundreds of billions of invest-
ment dollars. But, in a landscape embodied
by such high investment and even higher
hopes, what stands out most notably is one
defining feature: failure. A 67-page analysis
produced by UC Berkley and Stanford, The
Startup Genome Report Extra on Premature
Scaling, shows that more than 90% of start-
ups end in failure. But despite these odds,
the ecosystem continues to grow. Through
mid-October 2018, American startups
raised $91.6 billion in venture capital fund-
ing, with Chinese startups raising $93.8
billion - year-on-year increases of 14% and
76%, respectively.

With such exorbitant amounts of mon-
ey on the line and the terrifying potential
for loss of investment, venture capitalists
(VCs) investing in today’s entrepreneurs
are doing much more than simply rolling
the dice on high potential individuals
with good ideas; they cultivate, nurture,
and guide the tech leaders of tomorrow
through carefully planned, stage-gated
processes designed for success. These
VCs don’t wait for lightning to strike, they
actively seek to manufacture it, incubating
once-in-a-lifetime ideas by employing their
years of experience and expertise accrued
in the trenches of the tech industry.

Entering the Play

Armed with experience and ambition,
today’s VCs are pumping money into
technology startups at record-setting

12 AmCham China Quarterly

rates, and they do so with the primary
goal of finding and developing the world’s
next unicorn — a privately held startup
company valued at more than $1 billion.
In 2018, China spawned 97 unicorns with
a combined valuation of $178 billion,
while the US birthed 53. Some visionaries,
however, aren’t satisfied by just a single
unicorn. These investment elites look to
create unicorns on a grand scale, and with
replicable processes that allow for long-
term success and a growing portfolio of
innovative businesses. These enterprising
few go far beyond waiting for the right
opportunities, meticulously vetting and
manufacturing the proper environment,
circumstances, and liquidity necessary for
a shot at leading an entrepreneur’s idea to
unicorn status.

One industrial investor who has
found great success with his incisive
investments is Saeed Amidi, CEO of Plug
and Play, the largest network startup
accelerator and corporate innovation
platform in the world. With an unlikely
entry to Silicon Valley’s tech scene in
the early ‘90s, Amidi has since grown
his accelerator empire into one that has
accelerated nearly 10,000 startups, has
over 300 corporate partnerships and 280
VC partners, and portfolio companies
that raise $2 billion per year.

A serial entrepreneur, Amidi got
his start in Silicon Valley with his first
venture, American Liquid Packaging
Systems (ALPS), a world leader in the
five-gallon bottled water direct delivery
business. ALPS was originally based
out of the now-historic location of 165

Saeed Amidi is the CEO and Founder
of Plug and Play, a network startup
accelerator and corporate innovation
platform. A serial entrepreneur and a
seasoned executive with over 28 years
of experience in founding, operating,
and growing successful companies,

he has successfully started and grown
businesses both nationally, as well as
internationally, in countries including
Spain, Germany, France, and Austria.
Saeed also holds the position of General
Partner in Amidzad. The fund has been
investing in technology companies for
over 15 years and holds successful
investments in over 1,000 technology
companies, some of which are PayPal,
Powerset, Danger, Bix, Powerset,
DropBox, Lending Club, and Zoosk.



University Ave - just down the road from
Stanford University and perfectly situat-
ed at the heart of Silicon Valley. Despite
the location, says Amidi, living in Silicon
Valley and not working in the technology
sector in those days was a difficult path.
“Especially during the first dot-com
boom, when people used to ask me what

Idid, I would say I do packaging and
bottled water. And quite frankly, they
laughed. They thought I was joking” says
Amidi. “After many laughs, I decided to
get involved in technology a little bit”

“A little bit” was an understatement.

With Amidi’s first forays into angel

Ay

investment in Silicon Valley’s burgeoning
tech startup ecosystem, he was a piv-
otal influencer in the development and
success of some of today’s biggest names
in technology. “We started investing in
startups, mostly as an angel investor,”
Amidi explains. “One of our first ever
investments was in PayPal with Peter
Thiel” Not a bad first investment: today,
PayPal’s market cap is nearing the $100
billion mark, and is set to surpass that
of Goldman Sachs. Though some could
claim this was beginner’s luck, Amidi’s
reputation in Silicon Valley would only
grow from this point.

Technology e
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Location, Location,
Location

PayPal was just the first of the big names
that Amidi partnered with in the early
days at 165 University Ave. He was also
instrumental in the funding of some of
the globe’s most recognizable and prof-
itable companies, his office housing the
likes of Google, PayPal, and Andy Rubin,
who later developed Android. Rubin,
while working in Amidi’s office, was even
responsible for creating the first smart-
phone - the SideKick.

AmCham China Quarterly




Amidi, a very humble man, chalks
up much of this early success in Silicon
Valley to the location of his first office. He
notes that in cases like this, it is better to
be lucky than good, underscoring that,
“When opportunity knocks, you have to
ask yourself if you're ready and capable of
taking advantage of opening the door. At
that time, I was smart enough to open the
door and let opportunity walk right in”

Amidi claims his greatest stroke of
luck was to be in the epicenter of innova-
tion where opportunities like PayPal and
Dropbox came across his radar. Drop-
box, one of the world’s first and leading
file-hosting services, now valued at over
$12 billion - and yet another of Amidi’s
first investments - illustrates key aspects
of his “luck’, his strengths, and the high
level of startups he has invested in.

“We met DropBox at Y Combinator,
an acceleration program invented to help
great entrepreneurs realize their dreams in
a batch system,” explains Amidi. “We met
a number of our other investments at Y
Combinator. And, because we are business
people and not technologists, we usually
depended on our VC friends to help us do
due diligence on the startups, and then we
would co-invest with these friends”

Through these early days of angel
investments, Amidi would lay the foun-
dation for what would become the funda-
mental business principles of Plug and Play
- tapping into his own network to leverage
the core competencies of his friends and
colleagues for mutual benefit. Amidi
describes that, “Whenever we looked at a
startup, I used to call my friend, the CTO
of AT&T, or friends at Cisco and ask them
to look into a technology startup in which I
wanted to do an angel investment.”

14 AmCham China Quarterly

Despite geographical advantages, Ami-
di’s ability to translate his initial success into
continued business growth is undeniable -
his next venture, Plug and Play, being a tes-
tament to his ability to identify great ideas
and leverage his own talent for nurturing
business growth using the strength of his
team and his network. After several suc-
cessful angel investments, in 2006, Amidi
officially opened Plug and Play.

The Playhouse

In order to see his new vision through
and accommodate an accelerator and
innovation platform of such magnitude,
Amidi needed to leave 165 University
Ave behind and find a bigger boat. “The
building where we started Plug and Play

Top:

AVR-AR startup
exhibits their
developing
technology
and industry
applications.

Bottom:

VC partners take
alook at a new
facial recognition
startup at the Plug
and Play summit.
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is 17,000 square meters and it’s the old
headquarters of Phillips electronics,’
says Amidi. “When we wanted to start
Plug and Play and we purchased the
building, it was a little bit bigger than I
had anticipated. But quite frankly, it has
been fantastic to be able to have investors
in the building. We house, at any given
time, 400+ startups, and nowadays we
have 40 of what we call innovation offic-
es” Having experienced Silicon Valley
and internalized what such an environ-
ment brings to technology innovation,
Amidi has demonstrated that, more than
just recreating these conditions, you can
institutionalize them.

Today, Plug and Play’s network
continues to strengthen and grow around
the world, with offices in the US, Mexico,
France, the Netherlands, Germany, the
UAE, Japan, China, Indonesia, and Singa-
pore. Throughout the global offices, Plug
and Play hosts a litany of startups from
a variety of sectors such as fintech, in-
surtech, Internet of Things, brand & retail,
mobility, health, supply chain & logistics,
and much more. Their global innovation
program runs 50+ accelerator programs,
including more than 600 events a year de-
signed to showcase their startups to their
VC and corporate partner network.

The Plug and Play events and pro-
grams are geared towards identifying
and developing batches of promising
startups and bringing them onto the
global stage. “Today, we have an Internet
of Things, real estate, and insurance tech
event. We usually show a technology or



startup to 10 VCs and 20 corporations
and jointly evaluate the technology.” Go-
ing back to Plug and Play’s roots, Amidi
describes their innovation platform as
being “like judo.” He explains that the
idea is to “take advantage of your oppo-
nent’s weight to accomplish something.
We have turned a weakness — that we are
not engineers or technologists — into a
competitive advantage by doing our due
diligence together with venture capital-
ists and corporations.”

Herein lies the genius of Plug and
Play and of Amidi’s vision: the trans-
formation of a weakness into a truly
formidable advantage, leveraging the
would-be opponents — namely other
investors — into allies in the pursuit of
intelligent and collaborative investment.
Through this strategy, Plug and Play has
been able to grow at scale. And by creat-
ing and utilizing this advantage, Amidi
has created a powerhouse that quickly
surpassed its humble beginnings at 165
University Ave.

Innovation vs.
Regulation

Across the world, innovators are in a
constant battle with the regulatory envi-
ronments within which they work. For
Amidi and Plug and Play, this reality
takes a variety of forms as the regulatory
challenges he faces in China, the US, or
Germany can be wholly different, if not in
total opposition.

“Quite frankly the technology is
moving so fast around the world that
regulation is following. And this has
happened to us twice,” says Amidi.
“PayPal did money transfers and took

deposits first, and then went back and
got their licenses. This also happened to
us with Lending Club. Lending Club did
peer-to-peer lending, and then the regu-
lators said they need a banking license to
do peer-to-peer or any type of lending”
Innovation in China presents an en-
tirely different landscape, making invest-
ment an even more slippery proposition
when it comes to valuable and emerging
intellectual property. “In China, talking
about protecting IP, I can recall 50 years
ago, the Japanese economy used to do
copy-cat stuff. Then, they mastered the
processes and manufacturing, and now
they are the leader of building incredible
cars, equipment, and electronics,” says
Amidi. “T would say the Chinese had
copycat mindsets. But today, I predict that
China is going to lead in innovation. The
quality of the startups I have seen in the
last five days in artificial intelligence and
machine learning, if it is not better than
Silicon Valley, it’s at the same standard.
I believe the Chinese government will
embrace intellectual property protection
because it will be good for the entrepre-
neurs and corporations in China.”

China at Play

With 23 offices worldwide, eight of which
are in mainland China, Plug and Play is a
global force. And with such an emphasis
on China, Amidi has identified the Middle
Kingdom as a paragon of innovation that
will undoubtedly define our world in the
coming years. “We felt China is incredibly
innovative. I could borrow the slogan from
Nike: the Chinese ‘just do it;” Amidi says
with a chuckle. “We talk about electric cars,
autonomous cars in the US, specifically

in Detroit. Silicon Valley is a little faster,

Technology e

but the Chinese just implement.” Amidi
explains. “Quite frankly, we feel in a lot of
areas like electrification of cars, connected
cars, autonomous cars, China will leapfrog
the US and the rest of the world”

“When we decided to come to China,
we realized Beijing is important, Shanghai
is important, but there are so many other
exciting cities that we knew we had to
go to China in a big way. Right now we
have eight offices, and we are expanding
each office to a greater physical unit, but
also multiple verticals like insurtech, real
estate, and so on,” says Amidi.

The World as a
Playground

While China has proven itself in
innovation globally, Plug and Play hasn't
discounted the historical or potential
strengths of other parts of the world.
Amidi notes that, “We also felt Germany
has incredible potential with education,
money, and technology. So in Germany,
we are active in four cities: Berlin, Frank-
furt, Stuttgart, and Munich”

When asked in regards to the growth
and global footprint of Plug and Play
whether bigger is better, Amidi responds
that, “We help close to 1,000 entrepre-
neurs around the world per year. 600
in the US, 200 in China, and 200 in the
rest of the world. It has been challeng-
ing to transfer the culture, transfer the
knowledge to Beijing, Shanghai, and
Munich. But now that it is developed, we
really can take a startup in insurtech and
implement their technology in China,
in Munich with Allianz and Munich Re,
and in Silicon Valley with the American
insurance companies.”

At its heart, Plug and Play’s global of-
fices represent exactly what Amidi set out
to accomplish - exporting the magic, the
potential, and the opportunity he found
himself surrounded by at 165 University
Ave. “We have a new slogan,” says Ami-
di. “We say innovation should be open
anywhere to anybody. We really feel that
entrepreneurs, be they in China or Ger-
many, if they dream big and dream global,
we can be a positive part of their journey
to make it happen” @

Jordan Papolos is the Editor of the
AmCham China Quarterly and can be
contacted at jpapolos@amchamchina.org
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2019 Business x

Climate Survey
N
=

This is the 21st year that AmCham China
has surveyed its members on the business
environment in China, and the first year it has
partnered with Deloitte for data collection and
in-depth analysis. This survey was conducted

between November 13 and Dec. 16, 2018, Overall, most companies continued to see reve-
and was sent to 771 member company nue growth and maintained breakeven or profitable
. . results; however, financial performance was softer
representatives, of which 314 completed a than in previous years and varied considerably by
significant portion. sector. Despite the trade tensions, China remains
a high priority market for the majority of compa-
nies, although many appear to be tempering their
investment plans.
Members’ outlook appears to be shifting from
cautious optimism to cautious pessimism, as many
2018 was marked by heightened uncertainty in the longstanding concerns - such as inconsistent
global political and economic environment, due in regulations and uneven enforcement — persist, even
large part to escalating US-China trade tensions as new challenges — namely bilateral US-China
and concerns about a slowing China economy. tensions and fears that economic deceleration will
This year's China Business Climate Survey Report continue - are taking center stage. Furthermore,
captures changes in business sentiment during this survey results suggest that we are yet to see the full
turbulent period. While member experiences as impact of the tariffs: some companies appear to be
always vary by sector, the differences this year are maintaining a “wait and see” attitude, and at the
particularly notable. same time taking proactive steps to manage their
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How does China rank in your company’s near-term financial performance.

global investment plans? In light of these concerns, our members are

clear on actions that can be taken by both the

Chinese and US governments to improve China’s

@ Not a high One among many Top-three @ First priority business environment and encourage new invest-

priority destinations priority ments. Substantial improvements in market access,

intellectual property rights (IPR) protection and
regulatory transparency are all cited by members

L8 N as critical to their continued success. Additionally,

24 members are asking the US government to advocate

e 34 31 29 even more strongly for a level playing field, pursue
investment reciprocity and engage in results-orient-
ed inter-governmental dialogues.

s 44 34 37 42

Despite tempered

growth and investment

expectations, China remains

2014 2015 2016 2017 2018 -
an important market
How does the estimated 2018 revenue of your Did 2018 mark a negative turning point for Amer-
China operations compare with 2017 results? ican businesses in China? Not necessarily. More

than 80% of our member companies expect positive
industry growth in 2019. That said, over half of re-
® Up Comparable (£2%) @ Down spondents expect their industry to grow at no more
than 5%, below many private estimates and the

. A . Chinese government’s forecasted GDP growth rate
Technology & other R&D- intensive industries for 2019 of 6.3%. Close to 28% of R&I companies

forecast no or negative growth in 2019.
2016 22% Despite concerns over the economy and tem-
2017 28% pered investment plans, members are clear that Chi-
na remains a top priority for all sectors’ near-term
2018 25% global investment plans. Even with stronger domes-

tic competition, rising costs and profitability pres-
sures, future prospects for at least moderate market
growth in priority sectors and the rise of an increas-
2016 43% 33% 24% ingly sizeable and affluent middle class continue to
generate optimism for business opportunities.

Resources & Industrial

2018 [T 6% Long-standing business

challenges persist

Consumer

2016 32% - “Inconsistent regulatory interpretation and unclear
laws and enforcement” remain the top business

2017 29% challenge for companies in all sectors except Con-
sumer. Only slightly more than half of our mem-

—— B2 S bers believe policies are enforced equally between

foreign and domestic companies. Not surprisingly,

members also said that improvements in regulatory
transparency and predictability would encourage
2016 21% thern to invest further
ST — Innovation continues to be important for mem-
bers’ success in China, but a range of barriers such
2018 23% as “insufficient protection of IPR’, the “increased

restrictiveness of cybersecurity-related policies”
and “requirements to comply with unique Chinese
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standards” inhibit innovation and disincentivize
investments. In fact, one-third of respondents re-
port that they limit China investment because of IP
protection concerns alone, rising to nearly one-half
of companies in the Technology and R&I sectors.
However, the majority of respondents acknowl-
edge China’s efforts to improve the way in which
IPR laws are written and enforced, especially with
respect to trademark and brand protection.

Bilateral tensions: a ticking
time bomb for business
operations in China?

Member companies continue to view the US-China
relationship as important for their success in China.
However, nearly three-fourths expect bilateral
relations to deteriorate or — at best — stay the same
in 2019. When members were asked to rank their
top business challenges, “bilateral tensions” — a
new survey option — ranked as a top challenge for
businesses in China regardless of sector, just behind
rising labor costs, and inconsistent regulations and
unclear laws and enforcement.

Of course, a key aspect of these tensions are the
bilateral tariffs, which continue to hurt our member
companies. Consistent with views expressed during
our survey (in partnership with AmCham Shanghai)
on the impact of tariffs conducted in September
2018, tariffs impact business operations in many
ways, including higher manufacturing costs, lower
customer demand and pressures on profitability.

Implications for business
leaders

While it is difficult to predict whether the US and
China will choose cooperation, confrontation,

or some combination of both, it is clear that the
tensions between the two countries are increasingly
driven by fundamental differences in their econom-
ic systems and other areas, rather than just trade
imbalances. Based on our discussions with business
executives over the past year, a growing number of
companies are hedging their bets through flexible

Please rank your top five business challenges

in China

Technology
& other
R&D-intensive
industries

Inconsistent
regulatory
interpretation
and unclear
laws &
enforcement

(55%)

Rising tensions
in
US-China
relations

(46%)

Increased
competition
from privately
owned Chinese
companies

(36%)
Chinese tariffs
on

US goods
(34%)

Resources &
Industrial

Inconsistent
regulatory
interpretation
and unclear
laws &
enforcement

(56%)

Rising tensions
in
US-China
relations

(46%)

Chinese tariffs
on
US goods

(42%)

Industry
overcapacity

(32%)

Consumer

Inconsistent
regulatory
interpretation
and unclear
laws &
enforcement

(50%)

Rising
tensions in
US-China
relations

(43%)

Shortage
of qualified
employees

(38%)

Difficulty

obtaining
required

licenses

(33%)

Services

Inconsistent
regulatory
interpretation
and unclear laws
& enforcement

(56%)

Rising tensions
in
US-China
relations

(51%)

Shortage
of qualified
employees

(38%)

Regulatory
compliance
risks, including
insufficient
lead-time to
comply with new
regulations

(34%)

contingency planning, supply chain diversification,
and delayed investment decisions.

regulatory transparency and improved market
access would have the greatest impact on invest-
ment decisions.

Ultimately, our survey results underpin the widely
held view that positive bilateral relations are an
important foundation to the success of US companies
in China. Finding a comprehensive and enduring
resolution to the current trade frictions is critical to
create a more positive, predictable environment for
companies, which in turn will benefit the citizens of
both countries, and indeed the world. @

Scan here to read
the full report:

Implications for
policymakers

Although the majority of our member companies
remain optimistic that China will further open
its markets, they are clear that improvements in
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A Transforming Hotel

I

Industry

By Theresa Colston

With the Asia Pacific region accounting
for more than 60% of the world’s
population, hotels are increasingly
directing their strategy towards Asian
tourists —and Chinese in particular.
Under the direction of Peggy Fang Roe,
Chief Sales and Marketing Officer of
Marriott Asia Pacific, the Marriott group
is successfully innovating to localize their
global campaigns and effectively capture
this rapidly-growing market.

Chinese people don’t run in the morning - some-
thing that Peggy Fang Roe found out the hard way.

As part of the Westin's Move Well campaign —
focused on global wellness and centered around
eating well, sleeping well, and moving well - Roe’s
job was to make healthy living habits resonate with
a Chinese audience. Advertising for the campaign
referenced how people that wake up for a morning
run stay fit and how Westin helps facilitate that
lifestyle — a routine that is well established in the
west, particularly among business travelers. But
when focus groups in China tested this campaign,
thoughts included, “Well, I definitely don’t run in
the morning - that’s when the pollution is worse”
and, “Who gets up in the morning to run?”

Roe and her team responded by transforming
the campaign to highlight a group of night-run-
ners they found in China, something that con-
nected more deeply with a population that prefers
running at night, limiting pollution risks. But it
was an important learning experience for Roe

about the difference between eastern and western
consumers.

Prior to moving to Hong Kong to take up her
current position, Roe spent 10 years at Marriott’s
corporate headquarters working on innovation and
brand marketing. Before that, she gained experience
in process management at General Electric’s credit
card and insurance divisions. After an MBA at Har-
vard Business School, she also spent time in small
companies, traveling to Silicon Valley to join the
startup Homestead.com, where she helped launch a
paid website-building tool, later acquired by Intuit.

During her time at GE, she earned her black
belt certification in Six Sigma, a set of techniques
applied to improve process management. “Six Sig-
ma training was probably some of the most intense
and best training I've had in business,” she says. “It
taught me a lot about the methodology in solving
process problems with the customer in mind first,
and that’s something that has stuck with me in
everything I do”

Above:

Roe speaking at
Marriott's Asia
Pacific Brand,
Marketing, Sales,
and Consumer
Services (BMSC)
Conference in
Shanghai in March
2019.
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At Marriott, Roe is responsible for the front-end
business operations: brand, marketing, sales, digital,
pricing, communications, and revenue manage-
ment. She brings all aspects of sales and marketing
together, overseeing a broad organization across
all of these functions. Her tasks vary widely, but
she describes her role as primarily guiding her
leadership team. Roe outlines four goals for her
team: building Marriott’s customer base in China,
localizing the brands to be compelling for custom-
ers in Asia, managing channels where customers
want to buy such as mobile and web experiences,
and managing pricing and segment strategy for the
whole organization.

A New Clientele

With over 700 hotels in Asia Pacific and new prop-
erties opening up every week, Roe’s team works to
ensure that strategy infrastructure is able to exe-
cute and drive the highest performance. In such a
massive market, her challenge is deciding precisely
where and how to target consumers.

The team focuses on five major markets: Greater
China, Japan, Korea, Australia, and India. They
begin with localizing for these major source mar-
kets while also catering to customers in close to 30
different countries in Asia. While she was in the US,
her role was to evolve the brand on a global scale.
In Asia, she finds the biggest difference to be the
diversity of customers, languages, platforms, and
nuances around culture and the way they sell.

Roe explains, “When I came in to this role,
what we would do was roll something out or build
a website for consumers broadly, first in English,
and then we would translate it into Chinese.” Al-
though this still occurs occasionally, Marriott has
recognized over the last five years that the Chinese
consumer is its largest and fastest growing popula-
tion of future travelers. As a result, her dedicated
team of brand and digital leaders are working in
China to execute with maximum customization
and localization.

Early on in her position, she began working
with the global team to build campaigns from a
different perspective. Rather than simple transla-
tion, she initiated a push to see if they could make a
truly global campaign. Many times Roe found that,
“Particularly for China, no matter what we did, you
can’t just put Chinese people in, or you can't just put
a mix of races and cultures and then the campaign
becomes global - it still doesn’t resonate.”

Some campaigns highlighted striking differ-
ences, but Roe says most distinctions are more
subtle, such as with the new Marriott Bonvoy loy-
alty program rebrand. In this case, Roe convinced
the corporate team that a new name was needed
for marketing to China, knowing that a refer-
ence to the French phrase “bon voyage” would
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Left:

Roe talks with
associates during an
“Ask Me Anything”
breakout session
during Marriott’s

not connect with people emotionally in China.
According to Roe, “Five years ago we would have
never made the change, and I see our company
evolving quite a bit as a result of all the education

we have been able to do in bringing the customers recent BMSC
to the forefront of the company” Conference in
Marriott is also rolling out innovative technol- Shanghai.

ogy to engage Asian markets. One such innova- Right:
tion is testing facial recognition for automatically
checking-in Chinese travelers domestically, which
is already active in a number of China Marriott ho-
tels. Along with technical innovation, Ro€’s team is
implementing changes on the marketing side, now
advertising on WeChat.

Marriott has also been localizing through part-
nerships with domestic businesses in China. In the
past year, they committed to a joint venture with
Alibaba to leverage local knowledge to better serve
customers in the region. Together, they have already
collaborated to build a storefront site, integrate pay-
ment functions, and more - localization initiatives
that Roe believes would not have been possible on a
global platform.

Roe thanks the
organizing team at the
same conference.

Catering to Chinese Tastes

Roe has said that good food and a good deal are
the two keys to success in the Asian market, some-
thing she says still holds true today, especially in
China. When it comes to food, Marriott’s reputa-
tion in Asia is boosted whenever its hotels put on
a successful event, host a celebrity wedding, have
Michelin star restaurants, or get a good culinary re-
view. This is unlike the US experience, where most
people do not eat in the hotel restaurants.

With the rise of free delivery services through-
out China, especially where bikes can navigate
through traffic faster, culinary competition is fierce.
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As a result, Roe and her team launched a loyalty
member spending program in which all members
receive a meal discount that rises as their member-
ship deepens.

Besides domestic marketing in Asia, Marriott
is now optimizing the experience for their new-
est customer base: Chinese travelers abroad. In
collaboration with Alibaba, they have created an
end-to-end system tailored to Chinese customers,
Li Yu, which launched in 2016 and is continuous-
ly evolving.

As part of Li Yu, the online booking platform —
Marriott Storefront on Alibaba - sells products to
Chinese travelers the way they want to buy. When
Chinese customers book travel, they normally
first decide whether they want to stay in China
or venture abroad. This is largely uncommon for
Americans, and Roe’s team is tasked with discov-
ering and generating solutions for these nuances.
Additionally, the payment options allow Chinese
consumers to pay after the visit, rather than at the
time of booking, since most do not have a credit
card. This system has now been enabled in 1,000
hotels worldwide.

BONVOY'
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Explaining Asia to Global HQ

While at corporate, Roe remembers thinking that
her colleagues in Asia were going “rogue” When
she joined them, however, it didn't take long to un-
derstand how differently things operated overseas.
Although communication to global headquarters
can always be a challenge, she maintains, “I never
blame people on either side, but it’s so hard to see
what we see here living in Bethesda, Maryland,
while we live it every day here”

Now, she hires people with the patience and
ability to excel in that environment. Additionally, she
looks for the ability to create a business case rooted
in customer insight, because, she asserts, “That’s
how you can make the global company work”” She
attributes her effectiveness today partially to her 10
years at headquarters where she learned how to build
relationships at all levels. One of her main day-to-day
tasks is to unblock barriers for her team so that they
can execute more effectively at the local level.

Work-Life Balance in Asia

Roe sees gender diversity initiatives as stemming from
two sources: either leadership, or individuals within
the company who are passionate about elevating
women. “T see success at Marriott [in this area] because
you've got both,” she says. “The CEO has put together
aleadership team that is half women, the Board is half
women, and the global workforce at the property level
is almost half women.” Roe says she still sees areas for
improvement, such as more females at the general
manager level, but is pleased to know that the company
is actively working on closing the gap.

While preparing to move to Asia, she was some-
what apprehensive about managing her own work-
life balance, moving two kids, age three and five,
to a new continent. She was pleasantly surprised to
find that she retained a level of flexibility around
her working hours or when she needed to take time
to be with her children. Roe credits that mostly to
Marriott’s corporate culture.

When she was younger, she often thought
she could not maintain her career path and have
a family. She delayed having children, but on
reflection now realizes that she was capable of
taking on the challenge. “You just have to dive in
and see how you react to it,” she urges. And she
has one piece of advice to the next generation of
women as they grapple with their own work-life
dilemma. “My message to people is always to not
let anyone else define for you what your work-life
balance should be. Don’t let anyone else set that
bar for you” @

Theresa Colston is a writer for the AmCham
China Quarterly and can be contacted at tcolston@
amchamchina.org
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e Manager, Island Creek
Coal / 1986 — 1989 /
Shanxi, China

¢ Chief Representative,
SSM /1989 —1992 /
Beijing, China

¢ Chief Representative,
SHV /1992 — 1996 /
Beijing, China

¢ VP China Operations,
US-China Business
Council / 1999 — 2005 /
Beijing, China

¢ Vice President, Mundoro
Capital Inc. / 2006
— 2007 / Beijing and
Liaoning, China

e VP Corporate Affairs,
Cargill China / 2009 —
2010 / Beijing, China

e Senior Adviser, Applus
/2011 — 2013 / Beijing,
China

¢ Director of Government
Affairs, Greater China,
Rockwell Automation /
2014 - Present / Beijing,
China
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Powers Play

Patrick Powers’ tenure with international
businesses in China has involved overcom-
ing challenging odds to solve problems
and led him to his current position as the
Head of Government Affairs for Rockwell
Automation Greater China. After 30 years
of experience in international commerce,
government relations, and trade policy
across Asia, Powers has already leveraged
his business development skills and Chi-
nese government expertise on the Board of
Governors for AmCham China to catalyze
projects and policy amendments that bene-
fit both American business and China.

His China-focused career path
began as a “student” in Taiwan, where
he picked up the language primarily as
a musician in clubs. His language skills
brought him to Bechtel, where he was
part of the China business development
team, and then Occidental Petroleum,
where he worked at the Antaibao coal
mine, the largest joint venture in Chi-
na in the 1980s. Following that, SHYV,

a global Dutch private firm recruited
Powers, during which time he success-
fully got the first foreign national license
for big box retail (SHV Makro) signed
off by the Standing Committee when it
was technically illegal for foreign firms
to enter the retail market. After running
a consumer goods distribution company
in Vietnam and freelancing in Singapore,
he returned to Beijing to serve as the

By Theresa Colston

Vice President for China Operations for
the US-China Business Council.

His career in government affairs
was somewhat accidental. According to
Powers, during the years he was doing
business development, companies never
wanted to expend resources on hiring a
government affairs staff member, so he
ended up doing that work out of necessi-
ty. After being hired to resolve an insur-
mountable problem for a Canadian gold
mining company, he was on contract to
Cargill to provide senior-level govern-
ment affairs support, and after spending
time in mining services in Mongolia, he
was hired for his first “official” govern-
ment affairs job. He explains, “All my
jobs have come through personal net-
works, and for the government relations
part, it was mostly through folks who
decided that having someone with mul-
tiple skill sets was important” Eventu-
ally, this path led him to his position at
Rockwell Automation.

At Rockwell, Powers handles gov-
ernment affairs, public affairs, and works
closely with the sales and business de-
velopment teams. According to Powers,
“Foreigners who are government affairs
specialists are rare in China now.” He
added, “It’s a very unusual government
affairs job because, unlike virtually all
my peers, I never worked for the govern-
ment. 'm a commercial person who does
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government affairs, and I use the government as a
tool to facilitate growth of the business”

The Three Ps of Success:
Persistence, Patience, and
Personality

To be successful in government affairs, Powers
says, requires studying and understanding gov-
ernment structure, function, and how agencies
interact with each other. Besides that, “if you
know how to talk to senior level corporate people,
talking to a government is not much different.”
Most importantly, you need the three Ps: per-
sistence, patience, and personality.

With regards to the last P — personality — Pow-
ers stresses that, while government relations is not
for introverts, even though it might sound like it’s
all about long, serious meetings, it’s crucial to have
fun with your work. “If you feel confident enough
to talk to government officials and tell a few jokes,
have a few laughs,” he explains, “It’s much easier to
have an actual relationship with them when they
understand that you're trying to help them do their
jobs better”

Powers continues, “There’s a lot of people, es-
pecially junior level government affairs staff, whose
idea of government affairs is to go to an event, col-
lect some business cards, get some photos and say
“That’s government affairs, because I met so-and-so.
The best advice I ever got from a Chinese govern-
ment official was when he said, ‘It’s not whether
you know me, it's whether I remember you. If I
don’t remember you, I don’t know you or what your
company does.”

According to Powers, it is important to re-
member that government officials have their own
internal KPIs just like anyone in a company. If what
you are requesting is vastly different from their
KPIs, he says, then they are largely limited even if
they do want to help you. Much like using a Venn
diagram, Powers says a government affairs profes-
sional should determine interests, research where
interests overlap, and work within those spaces. “If
you're not adaptable,” Powers emphasizes, “You're
doomed because government officials change all the
time, so you have to understand what the job title
needs, not necessarily the person. I call it the ‘Venn
Diagram of Mutual Interests”

Powers has countless examples of using his
personality to open doors. At the Canadian gold
mining company, he took a full year to develop
the relationships required to determine where the
friction lay between the company and the local
government. “I came into the project very late and
quickly learned that the previous management was
radioactive, and no one wanted to talk to us. So it
was very, very difficult to navigate the provincial
and local governments, but persistence and some
imaginative ruses paid off”

He also had a bit of entertainment while
at SHV Makro. While trying to obtain a then
non-existent foreign national retail license, he
explains, “The fun part was the local partner
and I had to go around and lobby every ministry
trying to get approval.” Finally, facing only rejec-
tion in the Ministry of Internal Trade’s office, his
partner’s constant talking for three hours straight
caused the official to fold. “He said he would
approve the project if she would stop talking. She
asked for it in writing on the spot and he gave her
a memo. That's persistence,” he said. “She wore
everybody down.”

Powers recalled that in the early days of
Americans doing business in China, everything
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depended on being able to have an actual con-
versation with someone. Without cellphones or

email, “You're dealing with people. You had to rely

on your own wits” He recounted once that when
at Antaibao, in northern Shanxi, the telex ma-
chines stopped working at the mine site. He drove
over 20km to find a telex machine, knowing that
there had to be one somewhere nearby based on
his knowledge of Chinese postal and telecom sys-
tems. Sure enough, after a couple hours of driving
around and talking to villagers in the area, he
found one in a small dilapidated hut. “It was like
being in the middle of a war zone in WWII where
you found the only field telephone working, and
amazingly, the guy could read English, and sent
all the messages out really fast. Even our Chinese
partner didn’t know it existed”

Keys to Organizational
success

For organizational success as a whole in China,
Powers gives another essential set of three Ps:
preparation, process, and people. You can prepare
well and begin the process, he says, but if you
employ the wrong people, you are sure to fail. For
example, there was a telecom components supplier
that called him in to help with an urgent problem.
He explained, “Theyd been on a flight up from
Singapore and one of their engineers happened to
be sitting next to someone from the same indus-
try and exchanged name cards. The other person
said, ‘Congratulations, I heard you're selling your
factory.” Apparently, the company had hired a
local project manager - but had failed to do even a
rudimentary background check. They learned that
day, unfortunately, because they had given him
full legal authority, “He was selling the factory out
from under their noses and the deal was going to
happen that week”

Powers’ advice to the firm was to hire profes-
sional security, back up everything on the comput-
ers in the office, and then brick them immediately,
but not to show up onsite in person without pro-
fessional backup. However, the American business
owners decided to ignore his advice and went to
the factory to try and reason with the employee.
But as soon as the man realized they had arrived,
he barricaded himself in with the computers and
downloaded everything. The situation went on
for months, involved multiple police districts and
senior city officials and became so tense, Powers
said, “It’s a miracle they weren’t kidnapped”

Where the company went wrong, according
to Powers, was they wanted to be the heroes. He
emphasizes the need for heeding professional ad-
vice, instead of thinking you know better yourself.
“Americans think they’re like John Wayne and they

24 AmCham China Quarterly

can ride in and save the day. That’s not what you

do. You hire professionals to go in and handle it for
you.” In the end, the company had to sell the factory
ata 50% loss.

“The Venn Diagram of
Mutual Interests”

Powers has also brought his experience and expertise
into his active membership on AmCham’s Board of
Governors, where he’s served for the past four years,
including in the role of Vice Chair. Powers said of his
role as a board member, “The way I view the board
is as a service position to the rest of the member-
ship. This year’s board, in particular, is exceptionally
strong in policy, but a chamber of commerce is not
only about policy. It’s about providing the members
value and keeping them engaged”

Over the years, Powers has been especially
active on US-China relations and visa policies.
One initiative that Powers led was persuading
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immigration to use e-channel processing at the Bei-
jing Capital International Airport. The e-channel
passenger clearance system was initially introduced
in 2004 to speed up border immigration between
Hong Kong and Macao, and mainland China, but
in Beijing the airport had the e-channel equipment
sitting unused for many years.

Being tired of standing in line himself, Powers
saw an opportunity for helping both foreign busi-
nesspeople, who often found themselves in immi-
gration queues of 800 people at the airport. Using
the ‘Venn Diagram of Mutual Interests’ approach,
the pitch to officials was that their immigration
people were totally overworked, and that since they
had all the necessary equipment sitting around, why
didn’t they put it to use like airports in other parts
of Asia? A couple of months later, the airport began
e-channel operations. Once again, Powers’ strate-
gy was to “help them help us” He said, “Id like to
think we gave them a little bit of a nudge, because
it was pitched in a way that was very respectful and
supportive of what they were already doing” Once
they agreed, he added, AmCham China thanked
them for their positive support. This kind of gov-
ernment relations work is exactly what Powers likes
about being an AmCham China board member.
Rather than pointing out blame, the initiative was
positive for both sides.

This year there was another mutual success.
Powers said, “Last fall we identified one of the
more confusing issues related to the new Individ-
ual Income Tax (IIT) rules which was the five-
year rule, and how would that be implemented.
Rebecca Wang from Deloitte and I worked with
the relevant authorities, again using the ‘Venn
Diagram of Mutual Interests’ to point out that
AmCham China supports full tax compliance, and
that already overworked tax officials would be far
better utilized prioritizing compliance rather than
trying to figure out when hundreds of thousands
of foreigners were last out of China for 30 days.
The closing pitch was, since they had just come
out with new IIT rules, why not just reset the clock
from January 1st and have mandatory compliance
going forward?” That was approved by the Minis-
try of Finance in March this year.

Trading Places

In the context of the trade dispute, Powers has also
been looking into supply chain diversity issues with
AmCham China. As companies adapt to tariffs, he
predicts three basic kinds of businesses may well
emerge: a) Export only manufacturing, b) Made in
China for China, and ¢) Made in China for China,
plus some percentage of export. He believes it will
be interesting to watch how companies reduce
over-reliance on China’s manufacturing base. “Chi-
na did a great job of building manufacturing infra-
structure, but a combination of rising costs, labor
issues, and companies realizing they are overweight
in China is forcing companies to look at medium
to long-term options, particularly export oriented
firms” If you are completely reliant on one supply
chain base and a crisis occurs, “You have big issues,
because you may not have flexibility to relocate
manufacturing, as we learned American companies
were caught oft-guard during the SARS epidemic
and had no backup plan,” he warned. “Japanese and
Korean companies are superior at planning for Chi-
na supply chain disruptions because they learned
the hard way”

He also recognizes the influence of AmCham
China when it comes to policy. “Since we have a
very high-quality policy team, our opinion matters,”
he said. In the run up to the US-China trade dis-
pute, AmCham China crafted talking points aimed
at supporting free trade and market access during
a “Doorknock” in Washington DC. The push was
for reciprocity in terms of fair market access, not
tit-for-tat necessarily. The White House effectively
used those same talking points for a considerable
amount of time, but he noted that “certain figures
weaponized some of those” As a result, the team
had to modulate language the following year so
as not to take such an aggressive position. Powers
sees the situation somewhat optimistically, saying,
“Nobody likes tariffs, but at the same time, it’s got
China’s attention and there’s nothing wrong with
having a frank dialogue.” Overall, he says he appre-
ciates being able to influence current events and the
future direction of US-China relations as a private
sector individual.

Powers says AmCham China must look to stay
relevant through focusing on the members. The
Chamber’s Long-Term Strategy Plan, among other
things, is addressing how to keep tailoring ser-
vices to an evolving membership without compro-
mising the primary goals of the Chamber. Look-
ing towards the future, Powers says, “A Chamber
of Commerce is all about building and supporting
a community, not just policy, so we have to do a
better job of that” @

Theresa Colston is a writer for the AmCham
China Quarterly and can be contacted at tcolston@
amchamchina.org
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Stephon Marbury was recognized as the AmCham China 2018 Pioneer Award winner for his

significant contributions to the US-China relationship, both through exemplary leadership on the

basketball court, and through a range of entrepreneurial and philanthropic ventures off it. With

AmCham China’s vision to strengthen cooperation and understanding between the US and Chinag,

the individuals selected to receive this award are usually those who have demonstrated visible
contributions in promoting people-to-people relations between the two countries, something that
Marbury has done continually over the past decade.

With US-China relations embroiled in a protracted
dispute over intellectual property and open market
access, the collective focus is framed around those
butting heads and those who stand to lose in the
fight for free trade. But, while representatives on
either side battle for their nation’s best interests,
there are those who, despite the geopolitical envi-
ronment, strive to make progress and create access
for both sides.

One such person is former NBA and CBA star
Stephon Marbury - winner of the 2018 AmCham
China Pioneer Award — who has successfully
bridged the US-China divide, creating added value
for both sides through a search for commonality,
collaboration, and mutual benefit. On and off the
court Marbury has found success with his Chinese
counterparts both in basketball and in business,
acting as platform for access, and as a conduit for
cultural understanding.

Marbury, a 1996 first round NBA draft pick and
two-time NBA All-Star, first came to China in 2010
after leaving the Boston Celtics. Coming to a foreign
land with language and cultural barriers that for most
people would have been wildly prohibitive, Marbury
instead saw new horizons in the unknown. “When I
first came to China, I didn’t know how long it was go-
ing to last,” explains Marbury. “But when I came here,
I pretty much said that I was coming to try something
brand new. To do something different”

Finding Home

What Marbury found on his arrival to China was
certainly something the NBA star had never ex-
perienced before. First touching down in Shanxi
Province to join the Shanxi Zhongyu Brave Drag-
ons, Marbury was greeted by the two extremes of
the China experience. “It was hard - the weather,
the pollution. That was all tough. And I had no idea
it was going to be a long-term thing,” says Marbury.
But despite some of the more challenging aspects
of living in China, what drew him in - and what
ultimately kept him in China - was the same thing
that drives him in all his endeavors: people and
love, two things of which China has an abundance
of when it comes to a person like Stephon Marbury.

Without knowing what to expect and before
even dribbling a basketball in China, Marbury
received what can only be described as a hero’s
welcome on the tarmac of Shanxi International Air-
port. Marbury explains, “When I first got to China,
I'landed to 5,000 smiling, screaming faces”

For Marbury, this outpouring of love was a
breath of fresh air in the wake of his final stint in
the US and in the NBA. Amidst personal tragedies
and highly publicized conflicts between himself
and former New York Knicks head coaches Larry
Brown and Isiah Thomas, Marbury’s reception in
Shanxi was surely a welcome one. “I went from a
place where everything was bad and negative to
people who were smiling and laughing and happy
to see me. It was like a new beginning”

With such a resounding reception, it is no
surprise that Marbury would go on to accomplish
so much in China. From the start, however, Mar-
bury had a grand plan for the Middle Kingdom
that went far beyond the court. Though he had little
knowledge of what was in store for him on arrival
and for his CBA career, what Marbury looked for in
China, what he could not find at home, was oppor-
tunity. “My idea in coming to China,” says Marbury,
“wasn't just to play basketball. I was coming here to
build my brand, and to build a bridge”

A CBA Slam Dunk

To do so, Marbury would first need to solidify his
place in Chinese culture and with the people of
China. With his first stop in Shanxi, playing with
the Brave Dragons, Marbury had a great impact on
the team’s season. He was named the MVP of the
2010 CBA All-Star Game and consistently put up
impressive numbers. Marbury next found himself
playing in the starting five of the Foshan Dralions.
It was in Foshan where he would lay the foundation
for his meteoric rise to fame - not only in the CBA,
but in all of China.

“It wasn’t until I got to Foshan that I really started
to get my game back and get back in the realm of
playing to the best of my capabilities. That whole year
was so needed,” says Marbury. “I got to Foshan and I
had an amazing experience: I got the chance to play
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with a group of guys that were leaving from one prov-
ince to another” In 2010, the Shanxi Kylins moved to
Foshan, newly rebranded as the Foshan Dralions.

For Marbury, this was an immense opportunity.
Moving from Shanxi to Foshan meant the organi-
zation would need to completely rebuild its image
and reputation, attract new fans, and prove them-
selves on the court in their new home. Marbury
jumped at this opportunity, leading the Dralions in
points scored in their inaugural season in Foshan,
but more importantly, he was central to the team’s
rebrand as they looked to establish a new identity.

“I got to be the face of the organization for that
year. I was there because they needed that face,
says Marbury. “I fit perfectly into what they were
doing and how everything was being orchestrated
for them to move from Shanxi” In the end, this
perfect fit paid dividends for Marbury and his team.
For the second year in a row, Marbury played in
the starting five of the CBA All-Star Game, gaining
even more traction in the CBA, and raising his pro-
file throughout China. Surprisingly, while Marbury
found such great success in Foshan, his teammates
held differing views about his future as a Dralion.

“After I got to Foshan I thought, “This situation
isn’t so bad. So, I talked to management about stay-
ing in Foshan. But my game had returned to the level
of my NBA days, and my team said to me, ‘You’re not
staying here. You're going to Beijing.” Selflessly, the
Foshan Dralions saw Marbury’s potential and, rather
than keep him in Foshan, they pushed him to go to
the big city to become a champion. Marbury’s ability
to build bridges and collaborate with the Chinese
people had already taken root.

Despite having relished his time in Foshan,
Marbury heeded the words of his teammates and
signed with the Beijing Ducks. Marbury lived up
to his former teammates’ dreams, and with his
new Beijing Ducks teammates, brought home the
2011-2012 CBA championship. In doing so, Mar-
bury cemented his career in the CBA, himself in
Beijing, and his place in Chinese sporting history.

Ever the overachiever, Marbury did not stop
with just one championship. In total, he would win
three CBA championships, and receive two larger-
than-life statues of himself and his team in Beijing.
In Beijing today, Marbury is a hero and the love he
feels is unrivaled.

Doing the Right Thing

With his legacy in China cemented and the foun-
dation of his bridge firmly in place, Marbury has
set his sights on other ways in which he can marry
his ties in China to his aspirations of helping those
back home - a dream to create access for those who
have none.

“I feel like we all should have a social conscience
and sense of responsibility to help our fellow man,”

says Marbury. “This is the only way, because not
everyone is privileged. Not everyone can create for
themselves. We know that because it exists, and it
continues. We talk about what people should do.
But they’re not doing it

Coming from an underprivileged home himself,
Marbury sees an opportunity to do for others what
wasn't done for him. “For me growing up in the
projects, we didn’t have a lot of money. But, we had
alot of love,” says Marbury. “We always had food.
All my siblings went to college. Four of them played
Division 1 Basketball. Most people would look at
a family coming from the projects and they would
visualize them differently,” explains Marbury. The
projects, Marbury says, are not the problem.

“It’s the attitude of the projects. It’s not the proj-
ects themselves. And it’s getting people living in the
projects to reform their thinking — which is what
I aim to do,” says Marbury. This is where Marbury
seeks to make his biggest impact, creating access
where little exists.

Enter Starbury: Marbury’s signature brand of
basketball shoes and apparel. Though there is noth-
ing new about an athlete creating or endorsing their
own basketball shoes, Starbury is wildly different in
one major aspect — the price. With most basketball
shoes seen on NBA courts costing upwards of $150,
Marbury sees an opportunity where a vacuum of
morality now resides. He sees an injustice and a
disservice being done to the kids and families of
America, supported by those who used to be in the
same position. The three-time CBA champion has
publicly admonished other athletes such as Lebron
James and Dwyane Wade for creating and endors-
ing exorbitantly priced sneakers that are so expen-
sive and sought after that an estimated 1,200 people
a year die as result of sneaker-related crime.

“I know that it doesn’t cost that much money to
make all these products. So why would I charge hu-
man beings an astronomical price for one item when
they could buy a multitude of different shoes, clothes,
and a variety of different things that they need for
basketball, or to walk around?” asks Marbury.

Unlike most brands, Starbury provides an op-
tion for affordable, NBA-ready shoes and apparel. “I
created shoes that you can buy for $15 that you can
play with on an NBA court. Clothes that are under
$15. $10 sneakers. $10 jeans. $6 shirts. I'm creating
access,” says Marbury. “And that was part of the
plan, because I didn’t have the access to be able to
buy stuff like that. My mom couldn’t do that”

Starbury Beginnings

Originally launched in 2006, it was imperative that
Marbury find the right business partner that was
willing to pursue a socially conscious brand that
was functional, stylish, and available to everybody.
Marbury found this partner in clothing retailer
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Steve & Barry. Using funds from playing with the
Knicks, Marbury and Steve & Barry began man-
ufacturing their shoes in China and sold them in
Steve & Barry stores. The initial Starbury product
line included The Starbury One ($14.98), Starbury
Crossovers, Starbury Cyclones, and the Starbury
SXM (all $9.98).

The first Starbury basketball shoes definitively
accomplished their goal of affordability, but more
than that, they delivered on their promise of being
equal in quality to $150+ brands like Air Jordan’s.
In March of 2007, Starburys were featured on ABC’s
20/20 for a segment hosted by John Stossel entitled,
“Enough!” On the show, Marbury made the claim
that if you cut a Starbury One down the middle and
compared it to any basketball shoe over $150, they
would look the same. Stossel took this challenge
and brought the Starbury Ones to Parsons The New
School for Design’s shoe design department to put
Marbury’s words to the test, bisecting the Starbury
Ones and a pair of Air Jordans for comparison. The
Parson’s expert unequivocally proclaimed, “They’re
constructed the same way”

Despite having science on his side, Marbury
would not be satisfied unless he truly walked the
walk. And, when Marbury said his shoes could be

worn on an NBA court, he meant it. On November
1, 2006, Marbury wore his Starbury Ones in an
NBA game, and with great success. He continued to
wear the Starbury Ones in every game that season
and even garnered the support of fellow teammates,
such as Steve Francis, who donned the sneakers

in several games. As a result, Starbury’s sales were
strong, selling over 4 million pairs. Unfortunately,
when the 2008 financial crisis hit, Starbury manu-
facturing and distribution partner, Steve & Barry,
was one of the victims. In 2009, Steve & Barry was
forced to shut down, closing a chapter on Marbury’s
sneaker and clothing line.

Starbury 2.0 - “I'm Vertical”

This would not be the end for Starbury and Mar-
bury’s dream to create access. Now a hero in China
and a perennial business man who had worked

on a variety of projects while playing in the CBA,
Marbury is set to leverage his ties in China to revive
Starbury. This time around, Marbury will not be
beholden to partners like Steve & Barry. Instead, he
is going straight to the source.

Having created the means for such an incredible
opportunity through his CBA achievements and
connection to the Chinese people, Starbury has
all the infrastructure necessary to come through
on Marbury’s great ambition. “Coming to China,
building out this portal, I can walk into factories
and have conversations where we can try and do
a light asset deal where they put up the capital for
the product and we do a 59/41 split deal. Once they
recoup all the money they spent for production,
we split the profit. So basically, they’re not doing
anything besides putting a logo on for me. They
already make those shoes. They’re going to make
them anyway;,” Marbury explains. “So now, with
me being my own company, being able to make my
own decisions, these are some of the bridges that I
want to set up”

Marbury sees the opportunity, and moreover,
the responsibility he has to create access. And, he’s
doing so to help those who can’t help themselves.
Marbury explains that he’ll become “the pillar for
all of those people at the bottom of the pyramid.
That’s what inspired [him] to come here. [He] came
to China to try to establish the factories and estab-
lish the partnerships with companies that want to
do good business like this” Marbury goes on to ex-
plain that, “I'm trying to do factory deals as oppose
to doing a big deal with a company. I already have
a distribution portal in America. I have my own
brand. I'm vertical - I have everything already set
up so that I can do business for the people” @

Jordan Papolos is the Editor of the AmCham

China Quarterly and can be contacted at jpapolos@
amchamchina.org
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e Business

Playing Around

Founded by Josh Harris and David
Blitzer, Harris Blitzer Sports and
Entertainment (HBSE) own the
Philadelphia 76ers in the NBA, the
New Jersey Devils in the NHL, and
run the Prudential Center in New
York City, the eighth busiest arena
in the world in terms of concerts
and family shows, in addition to
an esports franchise, a sports tech
venture fund, an innovation lab
and various other properties.

Scott O’Neil is the CEO of HBSE,
a position he’s held since 2013.
A former President of Madison
Square Garden Sports, O’Neil
also spent seven years as the
Senior Vice President of the NBA's
Team Marketing and Business
Operations group, and was
previously President of HoopsTV.
com, served as Vice President of
Sales for the Philadelphia Eagles
and began his career with the
New Jersey Nets.

He is also the Co-Managing
Partner and Founding Board
Member of Elevate Sports
Ventures, a sports and
entertainment consultancy
founded in partnership between
HBSE, the San Francisco 49ers,
Live Nation, Ticketmaster, and Oak
View Group.
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What are the keys to your company’s
success?

Scott O’Neil: We're pretty straightforward
folks. Generally, our philosophy is to set
out to create the greatest place to work

in the world. You recruit, develop, and
retain the best talent in the world and
you create an environment and a culture
that is based and driven by accountability,
results, and a little bit of fun sprinkled in.
We have about 450 employees so far and
growing. Our headquarters are in Cam-
den, New Jersey, right outside of Phila-
delphia. Our office is an incredible place
to work. It’s just inspiring. Of course, we
have the early stage entrepreneurs, our
innovation lab and that provides a special
kind of energy, but it’s just young, and
fun, and full of hope and enthusiasm. It’s
the most fun place I've ever worked.

That sounds great from the employ-
ees’ side of things, but as an employer
what qualities are you looking to find
in someone to see if they will be a
good fit?

Scott O’Neil: You have to have technical
excellence, of course, whatever the job

is, but we don’t think there’s any substi-
tute for hard work. It’s the one thing you
can absolutely control outside of your
attitude. Next, we look for extraordinary
teammates. We think our special sauce is
how we work together. The third thing is
a little unique, I think, in that one of our
big focuses is on intellectual curiosity. The
world is being disrupted and technology
is a great kind of fuel to put on that fire. I

World

don’t think it’s any different in sports and
we are making sure that this organization
is lean, nimble, and curious.

With so many different parts to the
business, how do you as a CEO bal-
ance all your priorities and make
sure that everything gets just the right
amount of attention?

Scott O’Neil: I have two really support-
ive bosses and an incredible board that
provide the resources that we need in
terms of creating a world class organi-
zation. I have plenty of my own limita-
tions, so I supplement those limitations
with incredible talent and people. Our
senior leadership team meets and agrees
on what the priorities are, and we build
plans around them. I don’t want to over
simplify it, but from my perspective,
you hire the best people in the world,
encourage them to build an incredible
organization under them, make sure
that they’re recruiting talent and putting
emphasis into training and development,
and then, you hold folks accountable to
what the objectives are.

As you start to think more about the
Chinese market, what are you looking
to achieve in this part of the world?

Scott O’Neil: We think the 76ers brand
in particular has some tremendous glob-
al appeal. Of our five starters, four hail
from different continents. Joel Embiid
from Africa, Ben Simmons from Austra-
lia, Dario Saric from Croatia, and then,
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Sixers fans wait for
their heroes outside a
hotel in Shanghai.

of course, two Americans. That gives us a different
lens and wed like to be one of the world’s most
dominant global sports brands. With an objective,
aim, and target that we have, you don’t have to
look far to understand the power, influence, size,
and scope of the Chinese market. The amount of
people who watched our preseason game against
the Dallas Mavericks is staggering. They have an
infrastructure with CCTV and Tencent which
drives interest in the game. [NBA China head]
Derek Chang and the incredible leadership of
NBA China has been pretty amazing, and I think
gives us a big platform.

Business e

If you had to pick one of your properties, which
one do you think has the most unrealized po-
tential in China?

Scott O’Neil: Well, the good news is I don’t have
to pick one! Dignitas and esports we think there
will be opportunity to be in that market. I was
with R&G in Beijing and saw the arena they built,
met the CEO there and was blown away by the
power and appeal of esports in China. From our
perspective, I think the Sixers will have the most
impact the quickest. They are our crown jewel
given just the sheer number of people who are
playing basketball. However, with the Winter
Olympics coming up and the commitment by the
Chinese government to engage in winter Olympic
sports, I think hockey is a pretty interesting op-
portunity too. Then, of course, there’s our venture
fund - were looking for business all around the
world. I wake up every day and I get excited about
what we have in front of us, but I'm also excited
about what we have in our pockets. There’s just so
much opportunity and fun.

You had several trips here over the last few
months and your team is regularly following
up. Can you give some specifics of what they’re
looking at in terms of initiatives, partnerships,
and brand building?

Scott O’Neil: We have very much a long-term
view, not unlike David Stern had when he put
the first office in China in the 1980s. I worked
for Commissioner Stern for almost eight years
and learned from him that often times success
doesn’t happen overnight. Initially, our outreach
is literally to go and connect and to meet people
and to get people to know us and understand who
we are and what we’re about. Part of that is Ten-
cent and Alibaba and the companies that I think
are effectively changing the world and how we do
it. Another part is being marketing partners. We
did some marketing partnership deals which were
fantastic. But for us it’s about long-term relation-
ships with the right people and building a sustain-
able business.

I think that comes in two forms, firstly in
the form of confidence and then with marketing
partnerships. We've been working with NBA
China trying to get more games distributed.
Our team has captured the hearts and minds of
basketball fans around the world and I think we
would like our media partners in China to put us
on more. I think that the country will fall in love
with Joel Embiid and Ben Simmons. Now, we’ve
got to do our part here back in the United States
and we’'ve got to create compelling content that
people want to see.
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A selection of
shots from the
2018 NBA China
Games, which
featured the
Philadelphia 76ers
and the Dallas
Mavericks.
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In terms of producing that content, do you
have someone who takes care of Chinese social
media? Do the stars themselves have people
who put out things on their own behalf?

Scott O’Neil: The players, through their agents and
their marketing teams, certainly do some content.
We have a Chinese-born, Mandarin-speaking
employee who is absolutely outstanding that does a
lot of content for us. We're looking to increase that
number dramatically over the next several months.
I think that our focus on content in the China
market will multiply.

Are you potentially looking to buy a team in
China, or would you focus more on giving
advice and working with partners?

Scott O’Neil: Unfortunately, we're restricted from
buying a basketball or hockey team just given the
rules and regulations of the league. But, one of the
reasons we started Elevate is to be a consultant for
teams and owners who are building stadiums or
arenas to operate more effectively, and to be able to
take some of the best practices we've seen over the
last 25 years in the NBA and the NHL and see if
we might be able to help somebody along the way.
We've had some pretty good successes so far. We
have no deals yet in China, but I have a feeling that
that’s a market in which Elevate will spend quite a
bit of time.

When it comes to hockey, what kind of initia-
tives are you looking at, and why do you think
they could work in China?

Scott O’Neil: I understand that there’s an initiative
in China to have 300 million people involved in
winter Olympic sports at the recreational level.
Those numbers are inconceivable by a US standard.
Even if you take a small sliver of that number and
you put that into hockey - to the extent that the
New Jersey Devils can provide some help to coach-
es or whether that’s our players engaging in content
on social media, or whether we'll finally have an
opportunity for our team to come play some games
in China, that’s something that were really excited
about. The international rights for American sports
are controlled by the leagues. So, it's incumbent
upon us to make sure that the leagues know that
we want to play in China, both for the New Jersey
Devils and the Philadelphia 76ers, and as you can
imagine we've made that pretty clear.

We had that opportunity in the NBA and hope
to have that opportunity in the NHL soon. But
hockey is more of a niche sport in North America
than basketball and certainly that will apply in Chi-
na, too, just because of the cost of playing and how

hard it is to get ice time. That applies in the US as
well as in China, but I think there are more obsta-
cles in China. But I will tell you that there’s nothing
quite like the game of hockey watched live, and to
the extent that we can bring some of that to China
so that Chinese fans experience the best game on
ice, the better off it will be.

Ideally, you want to engage more in China, but
as a team, how do you evaluate the pros and
cons with all that travel and disruption fairly
soon before the season starts versus being able
to engage in the Chinese market?

Scott O’Neil: Our coaches, our general managers,
and our players have really embraced international
travel. Our hockey team was in Switzerland and

in Sweden this year and they would opt in again

to do the same thing. I think when you have a job
like mine you want to make sure that the general
manager, the coaches, and the players understand
that were trying to drive value but that it’s also an
incredible opportunity for the players both to build
their brand internationally and to have a great life
experience. I think our players realize that. On our
trip, the food was spectacular, the accommodations
amazing, the fans and people of China embraced us
with open arms, and our players came back hum-
bled and appreciative of our experience.

The Bird’s Nest Stadium has seen sold-out
esports events in the past, so it’s already huge
here. What kind of gaming initiatives are you
looking at, and would that be through the Dig-
nitas team or maybe partnering with existing
Chinese teams?

Scott O’Neil: We've fallen in love with the
esports infrastructure and ecosystem. One small
part of that is the team business. If one of the
teams in China were interested in exploring
opportunities in the North American market,
wed be really good partners and we've had some
of those preliminary conversations. But general-
ly, I think the bigger opportunity is the fact that
there’s so much entrepreneurship and innovation
going on in esports and in China. Our venture
fund is making some investments in esports, as
is our innovation lab.

We have a company called U.GG and they help
amateurs players in Fortnite and League of Legends
become better players. They match their style up
against the best players in the world and help them
get better. The company is a year old and it’s do-
ing 1.7 million page views a day. It’s crazy and we
haven'’t really explored the Chinese market yet. But
that’s an example of a type of investment that we
have made and what might be to come. @



How China
Is Responding

to the US-China

Trade Dispute

By Ines Liu

Amid ongoing trade negotiations, Beijing is taking steps to soften both the

blows to its economy and tensions with Washington. With mutual tariffs

deterring importers on both sides, the government has sought to diversify

trade to countries such as India and Japan. But China’s new Foreign

Investment Law and Patent Law also appear to signal a willingness to

appease international concerns over forced technology transfer and

intellectual property protection. Meanwhile, additional tax incentives and

calls for investment act as short-term fixes, but may not be enough to
bring back business already leaking out of the country.

As the calendar turns to 2019, the trade
war between the US and China appears
far from reaching a resolution. While Chi-
nese President Xi Jinping and US Presi-
dent Donald Trump found some common
ground at the G20 summit, significant
gaps between the two sides remain.

Yet, despite the US tariffs on China
taking their toll - the country’s biggest
economic challenge since the 2008
global financial crisis — the Chinese re-
sponse has been characterized by relative
restraint.

Rather than pour in billions in fi-
nancial stimulus, as it did a decade ago,
the government has introduced several
targeted measures to reduce costs for

businesses and consumers, and, more
crucially, advance and expedite its broader
reform agenda.

Here, we look at how China is bolster-
ing its economy to mitigate the impacts of
the trade war.

Diversifying Trade and
Free Trade Agreements

Chinese exporters are staring at height-
ened tariffs when selling to the US, while
importers of US goods have been hit with
China’s own retaliatory tariffs.

Since the trade war erupted, China
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as a member of the Inter-
national Business Advisory
team. She advises foreign
investors on market entry
strategy, corporate structur-
ing, cross-border tax issues,
and FDI-related legal and tax
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plinary professional services
firm, providing legal, tax
and operational advisory to
international corporate in-
vestors. For further informa-
tion, please email ines.liu@
dezshira.com or visit www.
dezshira.com

has slapped additional tariffs ranging
from five to 25% on $110 billion worth of
US exports. This has meant that Chinese
consumers and businesses face extra
costs for importing almost any product
from the US.

The extra tariffs are becoming a signif-
icant deterrent to Chinese importers: in
November, China’s imports from the US
declined by 25% year-on-year. The dra-
matic decline partly reflects China’s efforts
to deepen relationships with alternative
trade partners.

For example, beginning July 1, 2018,
China cut tariffs for imports originating
from India, South Korea, Bangladesh,
Laos, and Sri Lanka. Among the products
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affected by these cuts were soybeans — a
product that China imported $13.9 billion
worth of from the US in 2017.

More recently, in its ongoing attempts
to broaden trade partnerships, China
pledged to import more agricultural prod-
ucts from India. Mutual interest in hedg-
ing against US trade actions even led to a
rapprochement between China and Japan,
who are traditionally regional competi-
tors. Prime Minister Shinzo Abe paid his
first visit to China — the first official visit
by a Japanese leader in seven years — and
said the two countries were shifting from
competition to cooperation.

Further Opening-up

Chinese President Xi Jinping delivered
a keynote speech at the Boao Forum in
April of 2018 and announced certain
major initiatives will be introduced in
expanding reform and opening up.

Earlier this year, China announced
a new Foreign Investment Law, which
indicates the government’s willingness
to further open up its markets to for-
eign businesses and address complaints
that have been prevalent among foreign
investors.

It is significant that it has been re-
leased while China and the US have been
engaged in a serious trade dispute and
can be expected to alleviate some of the
outstanding issues.

Cchina’s new Foreign
Investment Law

Key points from the new Foreign Invest-
ment Law include:

® Government officials are prohibited
from using administrative means to
force foreign businesses to transfer
their technology;

e Foreign investors enjoy equal treat-
ment and market access with domestic
counterparts in China, except in ex-
cluded sectors specified in the govern-
ment’s negative list; and

® China reserves the right to retaliate
against countries that discriminate
against Chinese investment with “cor-
responding measures”.
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China’s Patent Law

China has even made moves to improve its
intellectual property (IP) rights, which is
an issue on the forefront of US complaints
of China. Developments in this regard
include the establishment of a dedicated
national-level IP court and stricter IP
violation punishments.

The recent published amendment to
the Patent Law loosens up the current
situation regarding the Chinese govern-
ments attitude towards foreign investment
coming into the country.

Key points from the draft Patent Law
include:

e Higher penalties for patent infringe-
ment;

® The term of patents extended to 15
years, up from 10 years currently; and

o Clarifying a shift of the burden of
proof to the defendant under a duty
to cooperate in providing relevant
information.

Other Concessions
to Ease Foreign
Investment
Restrictions

The new draft Foreign Investment Law is
not the only concession China is making to
ease foreign investment restrictions. It has
recently relaxed regulations in its bonded
zones and will permit domestic sales from
such zones into the local market.

China has also cut tariffs for a large
number of products, effective from the
beginning of this year. Additionally, the
new 2019 Negative List, which despite its
name actually clarifies industrial sectors of
China open to foreign investors, has also
been released and has further expanded
areas open to foreign investment.

Finally, as concerns the US-China
trade dispute, our understanding is that it
is likely the United States and China will
reach an agreement. That, coupled with
the easing of FDI rules and regulations in
China, should ease the current question
marks over the long-term viability of Chi-
na-based export manufacturing firms, and
buy them some time to adapt to alterna-
tive supply chains.

Simultaneous Tariff
Cuts and Tax Reforms

In addition to deepening links with alter-
native trade partners, China has cut costs
for both businesses and consumers to
cushion the impact of the trade war.

On July 6 2018, the same day as the
first round of US tariffs went into effect,
China’s tariff cuts on 1,449 categories
of goods came into force. This lowered
tariffs on consumer products like apparel,
cosmetics, and home appliances.

Then, on November 1, China cut tariffs
on a further 1,585 taxable items. This
round largely targeted industrial products
and materials used for manufacturing,
such as electronic equipment, textiles,
building materials, and paper.

To ease the strain on China-based ex-
porters — who are among the hardest hit
by tariffs — China first increased export
tax rebates for 397 products, and then
later increased export tax rebate rates
more broadly.

For companies struggling under trade
war pressure and considering downsizing,
China recently announced incentives that
would enable them to lower their unem-
ployment insurance obligations.

Moreover, China has expedited its in-
dividual income tax (II'T) reform to lessen
the burden on low- and middle-income
earners and encourage consumption. The
new tax brackets took effect on October 1
- only a month after the law was passed -
while the rest of the provisions came into
force on January 1, 2019.

China’s Corporate
Income Tax (CIT)
Incentives

China will cut RMB 200 billion ($29.43
billion) worth of taxes for small and
micro firms, as the government seeks to
stabilize the economy and stave off unem-
ployment amidst a protracted trade war
with the US.

The tax cuts, which were initially
announced by China’s State Council on
January 9, 2019, expand the scope of
preferential policies to apply to more firms
and offer targeted support for high-tech
investments. They apply to taxes paid from
January 1, 2019 and will be in place for
three years.



China’s trade with the US has slumped due to tariffs
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Pursuant to the Notice on Imple-
menting the Policy of Inclusive Tax
Relief for Small and Micro Enterprises,
released by the Ministry of Finance on
January 17, China will expand exist-
ing preferential policies for small and
low-profit enterprises to apply to a wider
range of companies.

According to the government, the
preferential CIT rates will apply to 95%
of corporate taxpayers and lower the total
tax burden for qualified enterprises by five
to 10%.

China’s Value Added
Tax (VAT) Incentives

In addition to expanded CIT incen-
tives, the tax cuts offer value-added tax
(VAT) exemptions for small-scale VAT
taxpayers and other incentives have
been introduced.

As well, regional governments are
permitted to cut local tax items for small-
scale taxpayers by up to 50%, and author-
ities will expand tax breaks for venture
capital firms and angel investors that
invest in high-tech startups.

According to recently released gov-
ernment statistics, China’s GDP growth
clocked in at 6.6% in 2018, hitting the
official growth target of “around 6.5%”
but the lowest rate since 1990. How-
ever, several regional economies such

as Guangzhou and Shenzhen failed to
reach their growth targets, and structur-
al changes in the economy, an ongoing
financial de-risking campaign, and the
impacts of US-China tariffs have created
further uncertainty about the health of
the Chinese economy.

Broader tax cuts were announced
at the annual Two Sessions meetings in
March, where China’s leadership an-
nounces its agenda for the year. Last year,
Chinese Premier Li Keqiang announced
that China would cut up to RMB 800
billion ($126 billion) in taxes in 2018.

Attracting Investment
to Counter Trade War
Effects - Streamlining
Procedures

China has made great strides in improv-
ing its business environment over the
past year, with the trade war speeding up
forecasted improvements.

Most of China’s improvements have
come as a series of small but impactful
measures to cut red tape and stream-
line business administration. This con-
tinues to be the case with new policies
pushing for greater investment and
trade facilitation, such as streamlined
customs procedures.

Moreover, in 2018 the government

further revised the policies for applying
for CIT incentives. Now, if a taxpayer
determines that they are eligible for
preferential CIT policies, they may simply
make the relevant tax declarations, with-
out the need for record-filing with the tax
bureau before or after. However, as the
onus of determining eligibility is now on
the taxpayer, they must accurately assess
their status and comply with relevant
regulations. Failure to do so could result
in taxpayers having to pay back their full
tax liabilities and could also expose them
to potential fines.

China’s State Administration of
Taxation (SAT) issued the Circular about
Further Optimizing Tax Deregistration
Procedures for Enterprises in the last
quarter of 2018. The notice introduces
tax clearance certificate exemption, opti-
mizes the tax deregistration service, and
simplifies the documentation required
and procedure for tax deregistration.
The simplified deregistration procedures
are aimed at accelerating deregistration
procedures for certain qualified enter-
prises including foreign invested enter-
prises, or FIEs.

Speeding up Domestic
Reforms

More than half a year into the trade war
with the US, China’s efforts to bolster
its economy are relatively targeted and
restrained.

Some measures, like export tax rebates
and incentives to avoid layoffs, are clearly
designed as interim relief measures for
firms impacted by tariffs and trade friction.

Many other measures, however,
appear to be speeding up the govern-
ment’s pre-existing reform agenda. RCEP,
tariff and tax cuts, and the IIT reform
are among policies that were already
planned, but likely fast-tracked due to the
trade war.

Nevertheless, China’s strategy could
be beneficial to the country’s econom-
ic outlook beyond the trade situation.
Moving forward with the structural
transition towards domestic consump-
tion and high-tech innovation will pay
high dividends in the mid- to long-term.
However, as the trade war continues
and its impact intensifies, shorter-term
emergency measures could quickly climb
to the top of the agenda. @
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Corporations,
Startups, and

Open Innovation
in China

By Daniel Hsu

Corporate innovation expert Daniel Hsu breaks down how companies in
China are engaging startups to maintain industry leadership in a rapidly-
changing environment by analyzing their motivations and methods, and
presenting a map of open innovation today in China.

In Ernest Hemingway’s 1926 novel The
Sun Also Rises, a character is asked how
he went bankrupt. He simply responds,
“Two ways. Gradually, then suddenly”

More recently, this quote has been
used to describe how former incumbent
corporations have been disrupted by
innovative startups. Famous examples in-
clude Blockbuster, Blackberry, and Barnes
& Noble. Once industry leaders, each has
been felled — gradually, then suddenly —
by upstarts Netflix, Apple, and Amazon,
respectively. This disruption continues to-
day and at an increasing pace. The average
company lifespan has dropped from 90
years in the 1920s to 60 years in the 1950s
to 17 years in 2018.

But this is old news.

A less recognized “gradually, then
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suddenly” phenomenon is that of corpo-
rations proactively working with external
startups. The term “open innovation”
refers to a company inviting or seeking
new ideas from outside its own organiza-
tion. At first, only a few large companies
had formal programs to engage external
entrepreneurs, but now, many companies
are running experiments with outside
startups. Gradually, then suddenly, all
large corporations will soon practice
open innovation as a basic requirement of
staying competitive.

With regard to open innovation, the
three questions firms most frequently
ask are:

® Why work with startups?

e Technology
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® How can my company engage start-
ups?

® Which corporations are already doing
what in China?

Let’s look at each of these three ques-
tions in turn, in order to put together an
overview of the state of open innovation
today in China.

Why corporations
work with startups

Corporations have many reasons to
launch open innovation initiatives, but
these are the four most common drivers:
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o Early awareness
Corporations work with startups to be aware of
innovation happening outside their organiza-
tions. Having a direct line to the entrepreneurs
shaping the future gives corporations an early
warning of emerging innovations that may
disrupt their business models. Whereas market
research reports rely on past data and are thus
inherently backwards-looking, startup founders
necessarily look to the future. Open innovation
programs offer this critical forward insight,
which is especially important in a fast-paced
market like China.

Whether listed above or not, a corporation’s
open innovation goals—and their relative priority—
influence how it designs its initiatives with startups.

Three corporate models for
engaging startups

Corporations work with startups in many ways. In
theory, the only restriction is that a collaboration
must benefit both the corporation and the startup.
In practice, open innovation activities generally fall
into one of three general models, each with its own

Increase in
CVC funding to
Chinese startups
2013-2018,
equivalent to a
doubling every
year for last five

® Access to options

Once aware of potential disruptions, corpora-
tions can take action. But rather than rely on
internal R&D divisions not suited for rapid re-
sponse to external changes, firms may choose to
work with the external innovators themselves.
Early engagement with startups enables a cor-
poration to potentially ride the impending wave
of change, rather than be inevitably crushed by
it. And engaging multiple startups via an open
innovation program diversifies risk among
several solutions, as opposed to committing
resources to developing one in-house solution
which may or may not succeed.

Talent development

A less appreciated motivation for engaging
startups is talent recruitment and retention.
For certain functions (e.g. product manage-

pros and cons:

A. One-Off Activities: Fast & flexible

The first model of open innovation is the single,
non-recurring event. Sometimes this can be

a series of events, but the key difference from
other activities is that the activity is finite.
Hackathons (e.g. Mars’ Redefining Retail Hack-
athon), startup challenges (e.g. Pernod Ricard’s
Ask Jerry Challenge), or other innovation
sourcing activities (e.g. Sodexo’s Open Innova-
tion Day) are examples of this model.

The advantage of model A is that it does not
require long-term resource commitments and is
thus relatively easy to launch, especially if local
partners are hired to manage implementation.
Corporations often utilize this model in their first
foray into open innovation for rapid learning,

years ment, innovation), startup founders and their before settling on a more long-term direction. A
m Feams gonstitl}t.e a uni.qt.le. poo.l of talent. More phoss‘ible drawback of such “light toth” activi-
CBnsights immediately, joint activities with external ties is that they may not be as attractive to more
startups can provide existing employees with mature startups.
new ideas and perspectives. This is particu-
larly apparent in open innovation efforts that . Ongoing Programs: Diverse benefits
engage very early-stage startups. While these The second model is the ongoing program for
young teams lack any scale meaningful to startups. This can take the form of a recurring
corporations, they can catalyze the cross-pol- accelerator program (e.g. Microsoft’s Acceler-
lination of ideas and even provide connections ator, Merck’s China Accelerator), a repeating
to future talent. startup competition (e.g. Bayer’s Grants4Apps),
or even a physical innovation hub from which
Organizational support to engage the startup community year-round
RO S A very tactical, yet real, reason to launch (e.g. Li & Fung Explorium).
companies that g . . . . .
will become individual open innovation projects is to build
irrelevant in support for larger projects in the future. When Model B is perhaps the most well-rounded, con-
the next 10 open innovation practitioners are asked what tributing to early awareness, access to options,

years unless
they partner
with startups,
according to
John Chambers,
ex-CEO of Cisco

their biggest challenge is, the most common
response is internal buy-in. Innovation leaders
frequently need to coordinate budgets, approv-
als, and competing interests within their own
organizations. Given how new this practice

is, many first efforts at open innovation are

talent development, and organizational support
goals all at once. Importantly, its recurring na-
ture can attract a higher caliber of entrepreneur.
The flip side of being a continuous activity is the
ongoing resource requirement for headcount,
real estate, and other direct program expenses.

Systems not ideal in scale or design but are instead
F— launched as “stepping stones” to gradually gar- . Committed Funds: Long-term investment
Source: ner organizational support for more strategic The final open innovation model involves
Bloomberg efforts down the line. committing investment funds for long
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The State of Open Innovation in China
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1. Plotted on the x-axis is “resource efficiency,” the
amount of budget, time, and bandwidth required.

2. Plotted on the y-axis is “business value,” the long-
term impact on the company’s competitiveness
and success.

3. “Open innovation” here is defined as only corporate
activities engaging external startups. Thus, not
included are:

a. Internal innovation initiatives (e.g. Intel
Ideas2Reality, SAP Labs China, Mars Global
Digital Innovation Center)

b. Innovation service providers (e.g. Plug and Play,
Chinaccelerator, XNode)

c. University collaborations (Covestro-Tongji
Innovation Academy)

d. Conventional M&A

Data sourced from public information (e.g. websites, news articles, social media). This map is not exhaustive but presented as a
framework with examples to make sense of open innovation activities in China.
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periods of time. In these cases,
corporations set aside funds for in-
vesting in startups, either by joining
other limited partners in a special-
ized investment fund (e.g. Alliance
Ventures) or establishing their own
corporate venture capital (CVC)
fund (e.g. BASF Ventures). In China,
disclosed capital investment from
these vehicles has grown 36-fold
over the last five years.

The advantages of Model C stem from
signaling long-term commitment to
investing financially in startups. This
attracts later-stage startups more able
to work with a large company at scale.
In turn, becoming an early investor
into a startup can provide an espe-
cially deep insider’s view into future
trends, not to mention potential
financial return. The disadvantage of
this approach is its resource intensity.
Besides multi-year fund lifetimes
being well beyond the horizon for
most executives, the legal set up of
such funds can be tricky for multina-
tional corporations, particularly given
China’s capital controls.

These three categories do not perfectly
represent all possible open innovation
approaches, but they do capture the
majority of open innovation initiatives in
China today.

A snapshot of open
innovation in China

To illustrate this in practice, here is a
selection of corporations with recent open
innovation activities in China mapped
out, as of early 2019.

The x-axis and y-axis represent re-
source efficiency and business value,
respectively. Resource efficiency is the
inverse of budget, time, and bandwidth
required. Business value is the long-term
impact on the company’s competitiveness
and success.

The ideal open innovation activity
is infinitely efficient and infinitely valu-
able. Graphically, this perfect activity
lies in the far upper right-hand corner.
In reality, this is not possible. Instead,
the curved line represents the “frontier”
of what is possible with current open
innovation approaches.

The three models described lie on
different parts of the frontier. One-Off
Activities (Model A) are resource-light,
but have limited business value; they lie
closest to the lower right-hand corner.
Conversely, Committed Funds (Model C)
create the most value over time, but are
resource-heavy, so they lie closest to the
upper left-hand corner. Meanwhile, On-
going Programs (Model B) lie in between
these two extremes, in the middle part of
the frontier.

To be clear, “open innovation” here
is defined as engaging external actors,
startups or otherwise. Corporate in-
novation strategies that do not involve
outside startups are not dealt with in
this article. For example, activities not
included on the map are internal innova-
tion initiatives (e.g. Intel’s Ideas2Reality,
SAP’s Labs China, Mars’ Global Digital
Innovation Center); innovation service
providers (e.g. Plug and Play, Chinaccel-
erator, XNode); university collaborations
(Covestro-Tongji Innovation Academy);
and conventional M&A of large com-
panies. These are each valid innovation
strategies in their own right.

Beyond the frontier

More and more corporations are engaging
startups. They do this not only for early
awareness of innovations coming their
way, but also for future options, talent
development, and organizational support.
Most efforts fall into one of three general
models: One-Off Activities, Ongoing
Programs, and Committed Funds. The re-
sulting map of open innovation in China
helps to make sense of which companies
are currently doing what in China.

This framework, while simplistic,
enables useful discussion around open
innovation strategy. For example:
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® Picking a position
Given our goals, where do we want
to be on the frontier? Do we value flex-
ibility or can we commit for the long
haul? Who else is in a similar position,
and how do we collaborate or compete
for startups?

® Path to position
Can we go straight to our desired
position? Or do we need to build
organizational support via One-Off
Activities first and then “climb the hill”
to Ongoing Programs or Long-term
Investment?

® Optimizing position
How do we implement our activities to
be on the frontier, rather than at some
sub-optimal point short of the fron-
tier? What resources—internal and/
or external—can we align to maxi-
mize resource efficiency and business
impact?

o Pushing the boundaries
Once in position on the frontier, what
can we do to go beyond the frontier?
What better ways to work with start-
ups might we invent to further reduce
resource requirements and/or increase
business value?

It’s worth noting just how many
companies, of all shapes and sizes, are
already engaging startups in China and
adopting open innovation practices. In
Hemingway’s quote, we seem well past
“gradually” and much closer to “suddenly”
Working with external startups will soon
be the new normal for corporate inno-
vation. Then, competitiveness may come
from creating better partnership models
to solve problems together with startups;
not merely operating at the frontier, but
expanding it. @
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Can We Rely on
Machines for In-person
Interpretation?

By Greg Eiselt

The man versus machine debate has been running for years, with
various predictions made about when humans might become
obsolete in certain industries. More specifically, when it comes to the
area of translation, machines can already replace humans in some
situations thanks to advancements in artificial intelligence (Al) and
neuro-linguistic programming (NLP), but people are still preferable at

other times.

Fifty years ago, in 1968, the US first began
certifying certain combinations of planes
and pilots to land using a machine. Today,
planes don’t always land themselves, but
as a society, we've become comfortable
enough with so-called “autoland” to trust
our lives to the programmatic logic built
into the machinery of an airplane. In
2019, we are often confronted with a sim-
ilar “man vs. machine” dilemma: would
you trust a machine to translate (or, more
precisely, interpret) a live event?

The debate is especially acute since
the human-powered solution can cost
thousands of dollars for a one-hour
meeting versus machines costing pen-
nies in the form of API calls. Humans
are almost always better quality, but
are they worth a 1000x cost differential
versus machines?

This question is too often answered
in extremes. Those with careers in data
science or natural language process-
ing typically believe some variation of
“all events can use machines for live
interpretation.” Practitioners of the
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interpretation and translation industries,
on the other hand, often think that “ma-
chines will never outperform humans”
The most thoughtful commentaries on
this issue are essentially that “machines
will not wholly replace translators,

but translators who use machines will
replace translators that do not”

Most executives do not have a one-
size-fits-all approach to this question of
“man vs. machine” They want a more
nuanced way of assessing which solutions
are best for a given situation. If a CEO
is attending his daughter’s “take your
parent to school day” and having to give
an example of what he does in another
language, he’s probably okay relying on his
phone’s Google Translate app to convey
the message. If later that day, the same
CEO has to address a group of interna-
tional journalists to explain why his com-
pany’s products accidentally killed users,
he'll probably want a human interpreter.

But what about less extreme situa-
tions? As technology gets better, when
does the scale tip in favor of machines?

e Technology

In a society that allows our planes to land
themselves, when will we let machines
translate speech independently?

Misfires and
Repercussions

The following analysis judges live inter-
preted events and business meetings using
a dual-pronged set of criteria:

m How frequently do errors

occur in interpretation?

How severe are the
consequences of a misinterpretation?

The first question can be quantitatively
answered. These are dubbed “misfires”
because machines and humans are simply
taking inputs and generating outputs. The
key issue here is that any misfire, big or
small, will distract the focus of a listener.
Every time there is cognitive interruption,
the whole event suffers. Our brains fix the
interpretation quickly, but it pulls us out
of the meeting, however briefly.

“Repercussions” cannot be measured
quantitatively but can be assessed through
broad generalizations here that will help
us determine the risk factor of a given
event. A key rule of this framework: all
participants know if a human or a ma-
chine is behind the interpretation. This
is not a rigorous scientific approach but
intended only to provoke conversation
through the following examples.
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Risk analysis of events needing interpretation

No machines allowed

Severity of facepalm rating

Fly, machines, fly!

KOL livestreams
@ Press conference
with Q&A

Bilateral business
negotiations

Product
demonstrations

Company
announcements

® Keynote speeches

Frequency of misfires

Press conferences
with Q&A

Whether it’s to announce a new prod-
uct launch or address a major scandal,
multinational companies are hiring
translators to reach a larger audience
and maximize their company’s press
coverage. As a result, translators are in
high demand. The US Bureau of Labor
Statistics estimates an 18% growth in the
job market for interpreters and transla-
tors from 2016 to 2026.

m infrequent. Questions asked

by the press during these sessions
can be unpredictable, but company
and government representatives tend
to speak clearly and deliberately.

significant. Depending
on the subject of the press confer-
ence, potential ramifications of Q&A
misfires could range from some light
social media skewering to substantial
PR damage control.

Bilateral Business
Negotiations

Senior executives walking into high-
stakes business meetings want every
advantage available to them. The abili-
ty to perfectly capture their messaging

in their native language is one such
advantage. Multinational companies
wanting to expand their internation-
al business need business-savvy and
accurate translations combined with
knowledge of cultural differences in
key meetings.

infrequent. Representatives
of both sides of a high-level business
meeting will be polished speakers,
but communication beyond words,
such as nuance, tone, and humor, are
still at risk of misinterpretation.

devastating. Misfires
can lead to severe misunderstand-
ings between partners, or even the
collapse of a partnership as a whole.
This is definitely a situation where
the pilot, or human interpreter,
should be “landing the aircraft”

company
Announcements

Like press conferences, a corporation’s
global launch of a new product or cam-
paign will need translators to expand its
reach. Software such as Translate Your
Conference can simultaneously translate
your event into up to 40 languages. The
program offers voice-to-subtitle, voice-to-
voice, and interactive translation to allow
the audience to ask questions.

practically non-existent. A
prepared company announcement is

highly predictable and carries little
risk. The corresponding interpreta-
tion of the announcement is often
prepared in advance.

manageable. Mistakes
in company announcements are
embarrassing but, like press Q&A
sessions, are correctable and most
likely won't have a lasting impact on
the company or brand.

Planning for Your
Event

There are dozens of options for events

in the “no machines allowed” zone. It is
important to find one that hires interpret-
ers not just for their interpretation prow-
ess, but for their industry knowledge and
business savvy. Using professional busi-
ness interpreters not only helps you to get
your message across, expand your busi-
ness and form firm business relationships,
it also shows your will to communicate
and work with your foreign partners.

For the “fly, machines, fly” zone, a
few solutions exist on the market and
have been deployed for events in Beijing.
One is iFlyTek, whose Pfr il (tingjian)
product empowers event organizers
with an on-site solution to display
machine-generated captions on a screen.
The smart device translates between four
different Mandarin accents and over 33
other languages. A startup, Akkadu, is a
hybrid model with AT assisting humans
remotely to translate events.

Deciding whether to use machines or
humans for live business events requires
understanding of the industry nuances.
Every year, the gap between misfires of ma-
chines and humans will close. Some events
will remain forever out of the purview of
machines, while other events may be over-
taken by innovations in technology. @

Greg Eiselt is the Marketing Director
at Cadence Translate, a leading provider
of language services to the global business
and investment community. Through a
combination of humans and technology,
Cadence empowers clients to conduct better
meetings, easily engage new markets, and
glean greater insight from research and due
diligence interactions.
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In 2016, the world’s largest aerospace
company and leading manufacturer of
commercial jetliners, Boeing, celebrated
its 100-year anniversary. Entering its
second century, the aviation giant has
placed great importance on its China
operations, looking to leverage the
domestic expertise and opportunities
of the Middle Kingdom as a key driver
in the company’s continued growth and
global expansion. In China, the firm’s
Vice President of Boeing Research &
Technology, Elisabeth Martin, is one of
the leaders helping to push forward the
company’s aerospace and organizational
initiatives, increasing both innovation
and diversity.

In her 28 years at Boeing, Martin has
overseen Boeing’s 10 years of R&D in
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‘Evolution

'

-

China, as well as the launch of products
such as the 787 Dreamliner. Now, her
team, in partnership with Chinese firms
and universities, is leveraging Artificial
Intelligence (AI) and Internet of Things
(IoT) technology to solve aviation prob-
lems in China, develop solutions appli-
cable around the world, and ultimately
improve customer experience.

Built at Boeing

As a veteran of the aerospace leader,
Martin has traveled the world and worked
her way up through the ranks of Boeing,
spearheading impactful projects and over-
seeing the development of flagship prod-
ucts. She first got her start as an aerospace
engineering graduate assigned to the 777
program during the eminent airliner’s
inception. Notably, the 777 program was
an exemplification of Boeing’s storied
penchant for innovation, both technolog-
ically and organizationally. The 777 was
Boeing’s first computer-assisted control
aircraft, with the first fully computerized

cabin, as well as the first airplane ever
designed using 3D computer-aided design
(CAD) systems — before this, all airplanes
were designed with 2D drawings.

Following her work on the 777, Martin
underwent a unique transition within the
company. “I went over to a completely
different engineering position, a material
review board engineering role, which is
essentially a structural design and repair
engineering position,” Martin explains.
This transition found Martin working on
the production of the 767, dealing with
new solutions for how to better interface
between the designers planning the aircraft
on paper and the machinists building
them in the hangar. Her experience in this
role would prove to be a formative one,
influencing much of her future trajectory
at Boeing. “I became fascinated with how
people and processes affect our ability to be
effective in our product design and builds;
says Martin. “After that, I went back to
school for a master’s degree in whole sys-
tems design, looking at the integration of
people and tools, and the processes that go
into creating something.”



Elisabeth Martin is
currently the Vice
President of Boeing
Research & Technology
China, overseeing
overall functions. Her
main responsibilities
include formulating

and implementing
Boeing’s R&D strategy

in China, establishing
and supervising research
project portfolios with
the aim of delivering
mutual benefits for
Boeing and China through
innovation.

On April 10, Elisabeth
Martin will be one

of AmCham China’s
speakers at the 2019
Women’s Economy
Summit, the largest
gathering of women
leaders in the AmCham
China community,

with a mission to raise
awareness of the key role
women play in global
economic development.

With her master’s in hand, Martin then
took her first managerial role at Boeing.
“From that first management position I had
a couple of other roles that centered around
delivering aircrafts. Following these jobs, I
ended up moving on to what was then our
newest airplane, the 787 Dreamliner,” says
Martin. “On the 787 Dreamliner, I was the
safety and certification leader. This led to
me being offered the opportunity to become
the deputy to the chief program engineer,
responsible for the integrity and safety of
our products”

It would be this role that inevitably led
Martin to China, and to her current posi-
tion as Vice President of Boeing Research &
Technology in China. “During my time on
the 787, I ended up spending a fair amount
of time visiting China. And then, a job
opportunity came up to come and live in
China and focus on our airplane certification
activities in Beijing,” Martin explains. “That
was a very interesting problem because it
was really looking at the complexity of China
and their interest in developing their own
domestic airplane manufacturing business,
as well as their curiosity about the certifica-
tion of our products”

Boeing China Today

Martin says there is no such thing as a
typical day’s work for her at Boeing China.
“My job varies greatly, which I really enjoy.
Id say that we have more of an average
annual experience or an average year;

says Martin. “Over the course of the year,
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I focus on identifying meaningful projects
that deliver mutual benefit to China and to
Boeing, working on three main areas. At the
beginning of last year my team identified
these areas and they continue to be relevant
moving forward”

Through an in-depth analytical process,
Martin and her team established the areas
that her business unit would give priority
to in order to support Boeing following its
100th year milestone, and to allow Boeing’s
China operations to flourish in its second
decade. “We went through a vision and
mission refresh,” she explains. “The first area
we've identified is innovating to solve avia-
tion problems. The second area is partnering
with universities and institutions to build a
talented aviation community in China. And
third is strengthening Boeing’s competitive
advantage by creating value for China and
focusing on sustainable aviation growth with
our partners in China such as COMAC,
China’s domestic airline manufacturer”

Martin and her team now work to ad-
dress these three areas for the China market
such that the resulting solutions can be ap-
plied globally. “I think some of the aviation
problems that we look to solve are problems
that are specific to Boeing, and some are
specific to China, and some are specific to
our customers,” says Martin. “If you look at
the aviation industry in China, one of the
areas that is mutually beneficial to China
and to Boeing is being able to access data
and information about the Chinese airliner
fleet. This can help our customers to better
understand how to maintain their aircraft,
allowing them to focus on the specific areas
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The 777 was
Boeing’s first
computer-
assisted control
aircraft, with
the first fully
computerized
cabin, as well as
the first airplane
ever designed
using 3D
computer-aided
design (CAD)
systems.

Boeing Research
and Technology
China is one of
11 R&D centers
belonging
to Boeing
worldwide. There
are 5 centersin
the US and 6
more around the
world.

Boeing was
ranked a top 50
company for
diversity in 2018.
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where their aircraft need more attention, and con-
sequently be prepared with parts ready to address
any situation.”

Innovation in Aviation

In its continuing effort to serve both the Chinese
and global markets, Boeing China is leveraging the
expertise of local academic institutions through
partnerships to solve specific pain points in the
aviation industry. “We have a number of projects
working directly with universities and institutes.
Largely, our scientists in house at Boeing work
together with their counterparts at the institutions,
identifying meaningful research that we can pursue
together. Then, we tap into the capabilities available
in China,” says Martin. “We identify the right talent
to be able to support a project, and then we develop
a statement of work and partnership. That way, we
can achieve the objectives we're looking for. We've
got a number of partners that we've been working
with for a number of years. There’s an incredible
amount of talent in the universities in China?”

In addition to partnerships and collaborations,
Boeing China also puts great effort into innovating
from within. “There's a lot of disruption going on
in aviation and we actually have a group in Boeing
called HorizonX that is looking into what’s going
on in the startup ecosystem,” says Martin. “I'm sure
we're not the only company that’s saying we are
looking to disrupt ourselves before we get disrupt-
ed, but the way that we’re doing that is by paying
attention to what’s going on around us and identi-
fying where there’s opportunity, such as investing in
startups so that we can learn with them.

A recent example of Boeing’s investment in
startups is a virtual and augmented reality com-
pany called Upskill. Martin describes how Upskill
delivers a greater experience in both manufacturing
and production. “Upskill uses augmented reality
and virtual reality glasses to improve production
flow time, as well as the production employee ex-
perience” Upskill, through its proprietary Skylight
platform, allows workers to interact with a simple
and intuitive software interface, directly in their
line of sight through smart glasses and a range of
other smart devices. For Boeing, Martin explains,
“Upskill is developing applications which use these
glasses to free up the workers hands, and free them
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from having to go back and forth between complex
parts that they’re building and the guidebook or
laptop that they’re using to build those parts”

Serving as more than just a head-up display, or
HUD, the integration of this technology provides
even more comprehensive benefits to workers. “Just
looking at the part and using these glasses, they’re
able to verbally give instructions to the glasses to
provide information directly in their line of sight
to assist them in the buildup of the part,” explains
Martin. “So, for example, in the area of wire har-
nesses, which are these very complex length of mul-
tiple wires that connect together and are integral
to the correct construction of an aircraft, this is an
area where Internet of Things technology is really
going to be of benefit to Boeing, and I'm sure to
many other industries as well”

This type of focus and investment in innova-
tion is, Martin says, a pivotal strategy for Boeing
and Boeing China as they deal with the pressures
of being at the top of the aviation sector, and
their intention to stay in that primary position.
“It’s actually a big time for Boeing. We celebrated
our 100th anniversary in 2016. We’re now in our
second century as a manufacturing company. But
we're very aware of the fact that we don’t get to
just keep existing simply because we've existed this
long,” she describes.

“Most companies don’t get to be around for 100
years, and we want to make sure that we're around
for another 100 years. We really have been focus-
ing a lot on the rise of technology, on the ability to
process data, artificial intelligence, and on urban
mobility, which is a huge area of opportunity for
Boeing. We are looking very closely at this phase
and have a number of activities to think about and
develop products for this phase”

Diversity and Inclusion at
Boeing

Martin has worked for nearly three decades in what
has traditionally been a male-dominated industry.
And while her success at Boeing is undeniable, it
has not come without its challenges. “One of the
major difficulties for anybody that looks different
from their peers is that you tend to have fewer
leaders that you might model yourself after,” Martin
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Above:

Martin speaking at
a recent Women
in STEM event in
Beijing.

describes. “As a woman, if you have a lot of male
leaders that might be your models, then you face
the well-documented issue where some behaviors
that are accepted in male leaders are not accepted
in female leaders. You end up having to create
your own model of leadership. It’s a bit more of a
challenge when you’re not necessarily able to see
yourself in the leaders around you.”

Martin also notes the issues she has faced in
meetings in which she’s had to navigate an envi-
ronment where few female voices exist. “I do think
that it can be harder for a woman’ voice to be
heard in a meeting room which is mostly populated
by men,” says Martin. “I would say that’s true for
any minority person in a room of people that are
different from them. It becomes a challenge that
you've got to work through?” But while Martin notes
that though you can’t always be the first to speak up
at meetings, you can bring added value to a conver-
sation based on your own unique strengths. “I tend
to be the person that does a lot of listening before
speaking. As such, I start noticing connections
between things which others in the room may not
have noticed, which can bring valuable insight to
the discussion. I don’t worry too much about being
heard in areas where I'm not bringing a unique per-
spective. If there’s something that others are saying
in the room that I'm also thinking, then I'm happy
for them to be the ones to say it”

Despite having faced these issues previously,
Martin has witnessed a landscape at Boeing that
has changed immensely over the years, with lead-
ership looking to set new standards by placing
great focus on diversity and inclusion (D&I). “Our
CEO, Dennis Muilenburg, is very focused on D&I
for our company’s future, and that probably has to
do with the fact that going into our second centu-
ry, we know that talent is an extremely important
element of our strategy — diversity of thought and
inclusion are a key factor in ensuring we are fully

harnessing the contributions and capability of our
talented work force,” says Martin. “You can see the
changes reflected in our executive council. The last
three years since he stepped into the role of CEO,
the executive council has gone from including one
woman to being 50% female and/or minority. That
has been very encouraging to see the direction that
the leadership of our company is taking and the
example that they are setting at the top”

Boeing leadership not only sets a great exam-
ple from the top, but also ensures through various
initiatives and groups that diversity and inclusion are
a systematic philosophy, such as through the Boeing
Women in Leadership Association (BWIL). “Boeing
has established a number of business resource groups
where employees share a common interest such as
ethnicity or race or sexual orientation, and then
they come together to advance inclusion and enable
business results,” Martin says. “‘BWIL in China was
actually just formed last year as part of the focus that
Boeing has on shifting towards being a more global
company and advancing their attention to inclusion
of all of their employees around the world”

Boeing sees D&I as a significant factor in its
future. The firm has made clear that every person
must be able to come to work and be able to be
their best selves, which can only happen when each
person feels safe and comfortable at work. Martin
continues, “Dennis and our executive council really
see that people are the strength of our company. I
had the opportunity to go to the Boeing leadership
meeting at the beginning of this year and was able
to personally witness the significance that is being
given to this topic at the highest levels of Boeing.
We have priorities which are set for all of our senior
leadership that hold them accountable for promot-
ing inclusion in the workplace”

The importance of D&I to Boeing is even fur-
ther underscored by their D&I council, which sits
at the executive council level and is responsible for
setting the company’s diversity and inclusion strat-
egies, reviewing progress on a regular basis. “D&I
is part of our enduring values. It is a part of who
we are, and how we do business,” says Martin. “We
also have been recognized on multiple external
benchmarks for our D&I achievements, includ-
ing being ranked a top 50 company for diversity
in 2018. From my own point of view as a leader,
for an R&D team which is outside of the United
States, I see it on an everyday basis. The value of
the work that is being done in our organization
can only be leveraged if the R&D team that we
have in China is included by the other R&D de-
partments and product teams that we have around
the world. If we're not leveraging the value of our
talent in that way, we're really missing out. So, as
we become a more global company, it becomes
more important that we continue to build on a
culture of inclusion so that we can benefit from
our global talent” @
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Forums and Committees

AmCham China Forums and Committees

AmCham China’s Forums and Committees are the lifeblood of our advocacy, industry relations, and community development. We have Forums
and Committees focusing on industry sectors, corporate functions, and special issue-based interests that well represent American businesses
operating in China as well as the active membership of our community. Forums and Committees allow members to:

Use AmCham China as a platform to drive foreign companies and industry-based advocacy efforts
Hold dialogues with regulators and industry stakeholders to influence the business environment

Share information and ideas specific to their industries
Meet like-minded people for professional development

Generate contacts for business development

If you are interested in joining any of our Forums and Committees, please contact the corresponding member of staff listed below.

Agriculture Forum'

Michael Boddington, Asian Agribusiness
Consulting

Yong Gao, Bayer

Juhui Huang, BRF China
Owen Ma, Cargill Investment
Automotive Forum '
Albert Xie, General Motors
Yan Leng, Daimler

Business Sustainability Committee *

Anke Schrader, The Conference Board
Jasmine Tian, Coca-Cola
Lluvia Wu, UPS

Chinese Government AFffairs
Committee ?

Bing Zhou, Dell
Elizabeth Pei, Disney
Dennis Zhang, Honeywell
Julia Zhuy, Starbucks

Compliance Committee 3

Katharine Bostick, Microsoft
Susan Munro, Steptoe & Johnson

Cosmetics and Nutrition Forum '

Jun Zhang, Mary Kay
Edison Chen, Johnson & Johnson
Jane Yan, Amway

Customs & Trade Forum 3

Yu Jiang, 3M
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Education Forum *

Kitty Vorisek, Individual

Carol Li Rafferty, Yale Center Beijing
Election Committee ’

William Rosoff, Akin Gump

Entrepreneur Committee *

Su Cheng Harris-Simpson, SCHS Asia
Eric Schmidt, EventBank

Abraham Sorock, Atlas

Financial Services Forum ¢

Gina Huang, JP Morgan

Viki Huang, State Street

Food & Beverage Forum '

Rachel Yu, Coca-Cola
Julia Zhu, Starbucks
Sujing Wang, Pepsi

Golf Programs Committee *
Su Cheng Harris-Simpson, SCHS Asia
Randal Phillips, Mintz Group

Healthcare Industry Forum '

Roberta Lipson, Chindex
Jeffrey Que, Johnson & Johnson
Alice Xu, Boston Scientific

Human Resources Forum 3

Charise Le, Schneider
Annie Wang, Bayer
Michelle Zhang, Pfizer

Charles Shao, Korn Ferry

ICT Forum *
Wei Ding, Oracle

Joanna Mao, United States Information
Technology Office (USITO)

Insurance Forum ¢

Lester Ross, Wilmer Cutler Pickering Hale
and Dorr

Gloria Wang, United Healthcare Insurance

Intellectual Property Rights Forum *

Scott Palmer, Sheppard Mullin

Legal Committee 3

Michael Liu, Hylands

Manufacturing & Sourcing Forum ¢

Dwight Nordstrom, PRI Management
Consulting

Chuck Brown, Individual

Marketing, Advertising, and PR
Forum3

Olivia Ji, EventBank

Media and Entertainment Forum 3

Vacant

0il, Energy, and Power Forum ¢

Yumin Yang, ConocoPhillips
Maggie Jia, Cheniere



Outbound Investment Forum ¢

Kenneth Zhou, Wilmer Cutler Pickering
Hale and Dorr

Policy Committee’

Lester Ross, Wilmer Cutler Pickering Hale
and Dorr

Real Estate and Development
Forum *

Eric Hirsch, Jones Lang LaSalle

Sports Committee *
Bryan Bachner, Individual
Eric Schmidt, EventBank

Standards Forum ¢

Vacant

Supply Chain Forum ¢

Fanny Chen, Abbott
Lou Zhou, SAP Ariba
James Xiong, UPS

Tax Forum ¢

Wendy Guo, PricewaterhouseCoopers
Julie Zhang, Deloitte Touche Tohmatsu
Abe Zhao, Baker & McKenzie

US Government Relations
Committee ¢

Randal Phillips, Mintz Group
William Zarit, Cohen Group
Visa Committee *

Gary Chodorow, Chodorow Law Offices

Women Professionals Committee 3

Su Cheng Harris-Simpson, SCHS Asia
Frances Yu, Amway

Qian Liu, The Economist Group

Lin Gao, Message Coach

Work Safety Committee ¢

Mark Duval, Terex (China) Investment

Young Professionals Committee °

Abraham Sorock, Atlas

Central China Chapter

CGAC Committee "

Helen Hu, GE China

Training Forum "
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Exploring Changes to
the IIT Law

AmCham China scored an advocacy win earlier this year after successfully lobbying the
government to “reset the clock” — effective as of January 1, 2019 — for the new six-year rule under
which non-China domiciled individuals would not be subject to IIT on their worldwide income if

they either spent 183 days or more outside of the mainland in each of the previous six calendar
years or had spent more than 30 consecutive days outside of the mainland during that same
timeframe. This article outlines that change and others made to the IIT Law.

Depositphotos.com
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In order to implement the Individual In-
come Tax (IIT) Law revised in 2018, the
Ministry of Finance (MOF) and the State
Administration of Taxation (SAT) re-
leased the Exposure Draft of the Revised
Implementation Regulations (IRs) for the
IIT Law, and the Exposure Draft of the
Interim Measures for Special Additional
Deductions (SAD) for IIT on October
20, 2018. Recently, the finalized Revised
Implementation Regulations for the IIT
Law (2018 IRs) and the finalized Interim
Measures for SAD for IIT (IMSAD) were
released. Both have taken effect as of
January 1, 2019. The 2018 IRs explains in
detail the:

® Residence time standard
® Scope of income
® Deduction items

These changes will have substantial
impact on foreigners living in China as
they impose a more stringent test and a
lower threshold period for tax resident
classification.

Other changes affect how income
sources are classified inside and outside
of China and how deductions are deter-
mined around different types of invest-
ments. One of the aims of the new law
is to ease the burden on low- and mid-
dle-income earners while getting tough
on foreign and high-income workers.

While some aspects of implemen-
tation have yet to be determined, the
changes require exploration of the hard
specifics that will affect foreigners and
foreign businesses in China this year.

Increasing Residence
Rule to Six Years

The new IIT Law has changed the res-
idence time standard of “resident indi-
viduals”, replacing the “1 year” standard
with a “183 days” standard, making it
easier for overseas individuals to become
“resident individuals” of China.

Nevertheless, in order to attract and
retain overseas talents, the Exposure
Draft of the IRs increases the previous
“five-year rule” to a “six-year rule”, which
reserves tax relief treatment for foreign
individuals who do not have a domicile
in China.

If overseas individuals stay cumula-
tively for 183 days per year in China for
no less than six consecutive such years,
they shall pay PRC IIT on their global
income starting from the seventh year.

Meanwhile, for overseas individuals
who become PRC tax residents only
because they meet this standard, if they
leave China for more than 30 days in a
single trip in any year during which they
become a tax resident, the consecutive
year count restarts. Although this has
made it easier for overseas individuals to
become “resident individuals” of China,
people can reasonably reduce their risks
of being subject to PRC IIT by apply-
ing the “six-year rule” and planning a
“non-temporary trip out of China”.

Adjusting the Scope of
Income

The Revision adds the clause “unless
otherwise stipulated by the State Coun-
cil’s fiscal and taxation departments” to
the source of income judgment criteria.
The fiscal and taxation departments can
exclude certain circumstances stipulated
in this Article from being regarded as
income sourced from China, but they are
not allowed to create other circumstances
outside those stipulated in this Article.

In the Exposure Draft of the 2018 IRs, it
stipulated that business operation income,
equity capital gains, and author’s remunera-
tion/contingent income paid/borne within
China shall also be deemed as income
sourced from China regardless of whether
the place of payment is in China.

However, in the officially promulgated
2018 IRs, these three types of income
are excluded from this provision. Addi-
tionally, the phrase “properties such as
buildings, land use rights” is changed
to “properties such as immovable prop-
erty; expanding the scope of the “pay-
ment-place-regardless provision™

In the 2018 IRs, the scope of “busi-
ness operation income” has been adjusted
compared to the Exposure Draft of the
IRs. For example, the 2018 IRs no lon-
ger requires “holding a license” for the
income derived from engaging in edu-
cational, medical, consulting, and other
compensated services.

In comparison to the 2011 IRs, the
provision “income derived by an individ-
ual engaged in contracted operations and

leasing operations as well as subcontract-
ing and sub-leasing operations” in the
2018 IRs no longer includes “income of
wages and salaries derived by individuals
on a monthly basis or for each project” as
a part of “business operation income”.

Additionally, the Revision includes
a legislative confirmation that transfer
of property in partnership operations is
taxable. Further, “news” and “broadcast-
ing” are deleted from the list of “income
generated from personal services”.
However, this does not mean that indi-
viduals engaged in these industries are
not allowed to obtain “income generated
from personal services”

Another change is that interpretation
power is recalled to the highest-level tax
department of the PRC. The Revision
stipulates, “If the specific category of
taxable income derived by individuals is
difficult to be classified, it shall be de-
termined by the State Council’s taxation
department.” In comparison, the 2011
IRs and the Exposure Draft of the IRs
gave the power of determination to “tax
bureaus in charge”.

Not Adopted: Deemed
Transfer of Properties

The Exposure Draft of the IRs drew on
relevant provisions of the Implemen-
tation Regulations for the Enterprise
Income Tax (“EIT”) Law and introduced
the concept of “deemed as sales” into the
IIT field, meaning certain activities will
be “deemed as transfer of taxable proper-
ties” and “transferor is deemed to obtain
income generated from the transfer”.
However, in the 2018 IRs, such provision
is not adopted.

Prior to the Revision, tax treatments
regarding donation are not consistent
in many aspects. For example, taxpayers
are deemed as transferors (donors) or
transferees (recipients), applicable tax-
able income items regarding transfer of
shares, houses, gifts from enterprises,
red envelopes issued online and so on
are categorized differently, and taxation
regulations in different provinces are also
different in technical positions. Below are
some examples:

® If an individual transfers his/her

house without getting compensation,
the recipient may need to pay IIT as
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per “other taxable income”. This regu-
lation was cancelled in the 2018 Law.

o If individuals distribute cash red
envelopes online between each other,
such income of the recipient is not IIT
taxable income and the recipient shall
not be subject to IIT. However, if an
individual obtains cash red envelopes
online from an enterprise, the recipi-
ent may need to pay IIT as per “acci-
dental income”

o If an individual transfers equity shares
without getting compensation, the tax
authority might adjust the transferor’s
income and the transferor shall pay
IIT as per “income generated from
transfer of properties”

Stipulating the Scope
of Deduction Items

Before the revision of IIT Law and its
implementation regulations, the MOE, the
SAT, and other departments of the State
Council issued relevant policies stating
that expenses for paying or purchasing
enterprise annuities/occupational an-
nuities, business health insurance, and
tax-deferred commercial pension insur-
ance can be deducted for IIT purposes.

However, some of them stipulate deduc-
tion under a certain ratio, some stipulate de-
duction under a certain threshold amount,
and some apply to specific pilot areas with
an ending date. The 2018 IRs, conversely,
does not stipulate any specific provisions
regarding the limitations, applicable areas,
and applicable time period of relevant
expense deductions. Therefore, previously
issued regulations are subject to adjustments
in accordance with the 2018 IRs.

Releasing Separate
Regulation to Stipulate
the “SAD"”

The SAD items are further deductible
items besides the basic standard deduc-
tion (60,000 RMB/year) and special de-
ductions such as basic pension insurance,
basic medical insurance, unemployment
insurance, and other social insurance pre-
miums detailed in IMSAD. SAD includes
six deduction items for expenses of:
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® Children’s education

® Continuing education

® Medical treatment for major illness
® Housing loan interests

® Housing rental

e Elderly supporting

The State Council may adjust its scope
and standards according to changes of
people’s expenses of education, medical
care, housing, pensions, and other liveli-
hood expenses.

IMSAD states that when taxpayers
enjoy SAD treatment for the first time,
they shall submit the relevant information
to withholding agents or tax authorities.
If that information changes, they must
inform the authorities. The submission,
storage and confidentiality of this relevant
information will likely require more re-
sources and attention from taxpayers and
withholding agents.

The document also stipulates that
relevant government departments and
units bear responsibility and obliga-
tion to provide SAD information to tax
authorities, but if they fail to do this, the
person-in-charge and related personnel
bear responsibility. The materials will
then be retained for five years in case of
future inspection.

According to the Notice on the Effect
Linkage of Preferential Policies after the
Revision of IIT Law issued by the MOF
and the SAT, during the period from Jan-
uary 1, 2019 to December 31, 2021, if an
overseas individual meets the conditions
of tax resident, the individual may choose
to receive SAD treatments or to receive
preferential IIT treatments for foreigners,
but not both simultaneously. Once the
choice is made, it may not change within
a tax year. Starting from January 1, 2022,
overseas individuals will no longer be able
to choose the IIT exemptions and can
only claim SAD.

Other Revisions
Relating to Deduction
Items

The 2018 IRs stipulates that “where an
individual who derives business operation

income does not have consolidated in-
come, when computing his/her taxable in-
come of each tax year, expenses of 60,000
RMB/year, special deductions, SAD and
other deductions determined shall be de-
ducted” (“Specific Deductible Items”, the
“SDI”). The Revision resolves previous in-
consistencies on how to calculate business
operation income and by adding the SAD
deduction gives preferential treatment to
business operators.

On the other hand, the 2018 IRs
states that if the relevant business op-
erator “has consolidated incomes”, then
the SDI can only be deducted when
calculating the business operator’s
taxable income amount of the consoli-
dated income, and not when calculating
the business operation income. That is
to say, if the amount of consolidated
income is not large enough, in certain
circumstances, the loss of SDI tax bene-
fits when calculating business operation
taxable income will be larger than the
SDI tax benefit savings when calculating
the consolidated income tax payable
amount. In order to avoid the “passive
negative impacts in tax benefits” under
specific circumstances, new tax regula-
tions may need to be issued to clarify the
meaning of these provisions.

Additionally, the 2018 IRs deleted
from the 2011 IRs provisions about “ad-
ditional deductible amount” (1,300 RMB/
month) that can be claimed by “taxpayers
who do not have a domicile in China but
receive income of wages and salaries in
China or taxpayers who have a domicile
in China but receive income of wages and
salaries outside China?”

Although the full implications of the
changes in the 2018 Version of the IIT
Law remain to be realized, they certainly
tighten tax burdens on foreigners and
foreign businesses in China. Therefore,
foreigners and foreign businesses oper-
ating in China will find reviewing the
changes to be an imperative. Stay tuned
as more specific guidelines are released
in the coming months as Beijing deter-
mines how to effectively implement the
new policy. @

Yongmao Guo is a partner of Haiwen
Law Firm, focusing on general tax advi-
sory, tax dispute resolution support, and
tax structuring. This article was produced
in partnership with LexisNexis, a leading
global provider of legal content and tech-
nology solutions.
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