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CHAIRMAN'’S MESSAGE

The 2011 Business Climate Survey is the 13" annual review and assessment of the
prevailing business environment conducted by the American Chamber of Commerce
in the People’s Republic of China (AmCham-China). It is based upon direct input from
chamber members doing business in Beijing and throughout China, including Dalian,
Tianjin and Central China (Wuhan), where AmCham-China has established chapters.
Based on years of existing data, the 2011 survey provides insights into historical trends
and the most current experiences of American companies operating in China.

AmCham-China relies heavily on the annual data gathered from the Business
Climate Survey. It signals to us where our members see progress, where they are
struggling, and where they will allocate their company’s resources. We use this data
to inform our advocacy efforts and outreach. This year, the Business Climate Survey
indicates that the US business community has ambitious goals to continue and expand
operations in China, but the regulatory environment presents significant uncertainties
and causes apprehension about how or if it will be clarified. AmCham-China members
hope there will be greater transparency and consistency regarding the policies affecting
their business.

Another clear message from the Business Climate Survey shows that our members
no longer worry about the possibility of a double-dip recession. When asked about
investment in their China operations, 83 percent of surveyed companies report they
anticipate increasing their investment in China. US enterprises are less concerned about
macroeconomic risk and more confident in pursuing opportunities in China.

AmCham-China notes the success of the recent Joint Commission on Commerce
and Trade (JCCT) and President Hu Jintao’s state visit to the US. It is evident both coun-
tries consider their bilateral relationship a top priority. The JCCT agreements included
reforms to the protection of intellectual property rights (IPR), the clean energy market,
indigenous innovation policies, and standards testing, among others. President Hu’s
visit resulted in a critical declaration de-linking government procurement from prod-
uct catalogues based on indigenous innovation criteria. The Business Climate Survey
was conducted before these meetings took place and so responses to the survey do not
reflect reactions to those meetings. However, you will note that the results of the survey
correlate well with the areas addressed in the JCCT and state visit discussions, reflect-
ing the close coordination we have maintained with both governments on trade and
commercial matters.
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SUMMARY

This year’s Business Climate Survey shows that business
performance has returned to pre-financial crisis levels in
many sectors. But, importantly, the forecast is tempered
with continued concerns over market access and industrial
policies, among other issues. While the current environment
is generally positive, the survey reveals concerns and warn-
ings about the future.

AmCham-China members continue to be optimistic regarding China’s econ-
omy today and into the near term across most sectors. When asked how 2010
revenues of their China operations compare to 2009 results, 42 percent said
revenues increased slightly, and 43 percent said revenues increased substan-
tially. In other words, 85 percent reported an increase in revenue this year.
This reflects a rise of 29 percentage points from last year’s survey response, a
substantial improvement.

However, China’s regulatory landscape continues to hamper current and future oppor-
tunities for American companies. This puts long-term growth and, in some sectors,
continued market participation, into question for the first time since China began its
market reforms more than 30 years ago. Survey respondents report increasing levels of
unease with government policies and regulations. While concerns about economic insta-
bility diminished this year, bureaucracy, unclear laws and regulations, and corruption
have all moved up the ladder of business challenges for US companies in China.

of respondents report they will increase
investment in China operations in 2011.

More AmCham-China members participated in the survey this year than last year
(434 respondents), and results show that most companies are doing well in China and
are achieving growth in revenues and profits. China is a key market for most of these
member companies and investment remains strong. At the same time, survey results
demonstrate that American businesses are facing a growing wave of barriers, rooted
in discriminatory policies and inconsistent local practices, which have a negative
impact on current business results and threaten to constrict growth and limit opportu-
nities for the future.
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Economic and Company Performance
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Profitability returns to pre-financial crisis levels

TV BFRRAEZHREEERMEHIRA ZRIRIKE

percent of respondents report

increased revenue

PP Surveyed companies’ financial performance is at its highest level since
we began asking this question in 2002, with 78 percent reporting profitability
in the past year. When we compared how long a company had operations in
China and its profitability, we found consistently that the longer a company
is in China the more profitable it is. The most unprofitable members are new
in the market and still in the start-up phase. Companies that have five years
or more in China are better equipped to sustain profitable enterprises (see
chart 1).

According to the data, 21 percent of respondents said their operating
margins "improved substantially" this year, up from 10 percent last year.
Another 42 percent said margins "improved slightly," up from 34 percent in
the prior year (see chart 2).

Survey responses indicate that revenue from operations in 2010 was
much higher than the past two years. Even more impressive, the number of
respondents who said revenue "increased substantially" rose by 21 percent-
age points (see chart 3).

Py FIIM2002 FRAIBHEREPREGREWMSIRTHNER, SEH
BELSRETR, LWEWAY SRRV FDELREKF, 78% HZIHEW
RAEFRMBN. BORKREWALLERNBEK, BNXKFAES.
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e American companies
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survey are doing well
in the China market.
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characterize your
company’s financial
performance in Chinain
2010?
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How would you

Very profitable
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2 Profitable
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I Break even, small loss
HEHEE SR

M Large loss
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2002

Ty
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Sample size: 2002=254 ppl, 2003=236 ppl, 2004=376 ppl,
2005=203 ppl, 2006=150 ppl, 2007=737 ppl,
2008=338, 2009=319 ppl,

2010=336 ppl
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How do the overall 2010 operating
margins of your China operations compare
to those of 2009?

REARMR

Improved
substantially
BEEK
Improved
slightly
BAEEK
Remained
the same
Deteriorated
slightly

HBH T
Deteriorated

substantially
BETE
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Sample size: 2010=273 ppl, 2011=321 ppl
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34%
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2011 results
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= Increased slightly

How does the 2010 revenue of your
China operations compare to 2009
results?

W FEEZEWANE 2009 FHELR

Sample size: 2007=126 ppl, 2008=658 ppl,
BEAHMIE  2009=282 ppl, 2010=280 ppl

Increased
substantially
BEEK
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Remained
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Decreased slightly
BETE

Decreased
substantially
BETH




SECTION

Business Strategy
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Percent of survey respondents plan to expand
erations in China.

o IR EWRRITRIT KELILSHIER.

While concerns about economic stability have declined,
apprehension about bureaucracy and the US-China
relationship has increased as companies consider the

risks to their China operations.
REMESFAREMENERALE, EXMFERENLFOPEX
AU e EEEE L WIS EOXFRLF.

ppp Providing goods and services in China for the Chinese market remains the top priority for
US companies in China. Contrary to the common notion that foreign companies come to China
because of a cheap labor market and to export to the US and other markets, members consistently
express a stronger interest in breaking into the Chinese consumer market and serving the Chinese
customer (see chart 4).

China maintains its position as a top destination for global investment. Seventy-eight percent
of companies surveyed rank China among their top three priority locations for investment. The
number of companies who rank China as a "number-one priority" rose four percentage points from
last year. Clearly, more and more US companies want to compete in the China market (see chart 5).

A striking 83 percent of companies have expansion plans this year, up four percentage points
from last year. This year-on-year increase occurred only among respondents who said they plan to
increase investments by at least 21 percent (see chart 6).

Again, the optimistic forecasts of our survey respondents for the next year illustrate higher
levels of confidence than we have seen in recent years. In a year-on-year comparison, 57 percent of
respondents forecast their revenues will increase by more than 11 percent. Given expectations for
strong sales growth, it is not surprising that many survey respondents plan to significantly boost
their investments in China. Based on this and the previous charts, US enterprises are willing to
make much larger investments in China and they anticipate much greater returns on those invest-
ments here as well (see chart 7).

While member companies continue to rank a Chinese economic slowdown as the greatest
risk to their China organization, macroeconomic worries are not as dominant as in previous years.
US companies show growing concern about business challenges from bureaucracy and the dete-
rioration of Sino-US relations. Compared to last year, the percentage of respondents who named
bureaucracy and Sino-US political tensions as a serious risk increased by at least five percentage
points. US companies are focusing on the big picture in China and considering what obstacles they
will have to overcome to sustain their business in the future (see chart 8).
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What are your company’s primary
goals and strategies in China?

&7 S E BRI ER

Sample size: 326 ppl
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How does China rank in your company’s

Trend: Companies
are increasingly in
China to serve the
China market.
. RS
RS TFHETS.
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rank as a top market
for international
companies.
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Survey respondents
see an economic
slowdown as the
greatest risk to their
operations here, but
are less concerned
about this risk than
last year.
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near-term global investment plans?
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How much do you

estimate your company
will increase investment in
China operations for 2011?
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What are your forecasts for 2011 China revenues
compared to 2010?
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W Up over 509 Remain the same
Bt 50% ¥

W Up 21-50%
94 21-500;

® Up 11-209;
1K 11-20%
Up 1-10%;
#4 1-100

Chart (& )7

Down 1-10%
T® 1-10%

Down 11-20%
T8 11-20%

What do you think are the greatest risks

facing your China organization?
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Sample size: 2007=168 ppl, 2008=309 ppl,
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Business Challenges
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ppp» When respondents
were asked to list their top
five business challenges
in China, bureaucracy
ranked number one this
year, up substantially
from last year. In addi-
tion, compared to last year,
an increasing number
of respondents voiced
concerns about unclear
laws and regulations, inad-
equate IPR protection, and
non-management human
resources constraints. Each
of these categories saw at
least a five percentage point
increase in the number of
respondents who reported
it as a top-five business
challenge (see chart 9).
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e Bureaucracy is a number-one concern for US business in China.
BEEIXMAZECVAELEZENTEZWK,

e Corruption, unclear laws and regulations, and IPR protection have become
bigger challenges this year.
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National Treatment and Industrial Policy
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ppPp In past years, economic reforms were rated as having a much greater, positive
effect on US business in China. China made considerable strides in the early 2000s in
opening its market and attempting to meet international demands. However, quite
notably this year, when asked to what extent recent economic reforms had improved the
climate for US business in China, the number of respondents who selected "not at all"
increased by 15 percentage points. While this could reflect that reforms are no longer as
essential as they were in the past, it could also demonstrate a sentiment that progress on
economic reform has stalled. As US companies seek to make China a second home, they
expect more of China and the development of its economic policies (see chart 10).

AmCham-China only started asking questions about indigenous innovation last
year. The responses this year are similar to last year, with over a quarter of businesses
reporting they have lost business as a result of indigenous innovation policies (see chart
11). Forty percent of those surveyed replied that they believe the effects of indigenous
innovation policies will begin to negatively impact their business.

Respondents who said they anticipated losing business as a result of indigenous
innovation were then asked how they would be affected by this policy. Survey respon-
dents were most concerned about losing business in the state-owned enterprise (SOE)
purchasing market. Sixty-two percent of respondents voiced worries about the impact of
indigenous innovation policies on their sales into the SOE market, a rise of ten percent-
age points from last year. Other business segments received roughly the same response
rates as last year; however, concerns over SOE purchasing have substantially increased
(see chart 12).

To what extent have recent economic reforms improved
the climate for US business in China?

PEEPSFHEMNEEEWAEEHSIMRNNEEE

To a very great extent
RARRE

To a great extent
RREE

To some extent
—ERE

B Notatall
BREWE

Sample size: 2002=208 ppl, 2003=254 ppl, 2004=236 ppl,

HAHMIE  2005=352 ppl, 2007=140 ppl, 2008=527 ppl,
179 2009=271 ppl, 2010=273 ppl, 2011=311 ppl
° 18y 179 89
% 8% g
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%
469, - 279 359 > oy 0%
0,
4 449, 34% 9% 16%
33%
32% 58
1319 37y, 5% 47 60%

" 559 499,
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Intellectual Property Rights
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ppp Eight-seven percent of survey respondents reported that protection of
intellectual property rights (IPR) protection is of some importance to their busi-
ness, with 66 percent reporting it “very” or “critically” important (see chart 13).

Based on year-on-year data, survey respondents have not seen much prog-
ress in the protection of IPR protection in China. This survey was distributed
between November and December 2010, right at the start of China’s six-month
Special IPR Campaign. After the positive feedback received by the campaign,
US business is hopeful that China will continue to strengthen enforcement.
However, at the time of the survey, respondents expressed an equivalent
amount of discontent with the protection of IPR as in previous years (see chart
14).

Those who reported that IPR is “slightly,” “very,” or “critically” impor-
tant were asked about the extent of damage China-based IPR infringements
cause for their companies. They responded that the damage mostly remains
within China. However, global material damage is not insignificant. Given the
strong interest US companies have shown in expanding their China operations,
AmCham-China urges the Chinese government to respond by strengthening
opportunities to sustain that goodwill, for example through greater protection
of IPR (see chart 15).

How important is the protection of
intellectual property rights to your business?

HRFERRPI R A BRI EE

Sample size: 331 ppl .
PEARMAR -, Very important
EEEE

Critically important
EXEE

13%

Not important

Slightly important TEE

BAER
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] Chart (& )14
Q How would you rate China’s

enforcement of intellectual property
rights (IPR)?
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0
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Totally ineffective
LT

| Ineffective
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What is the extent of damage caused by China-originating
IPR infringements of your company’s products?

RFPENDRFRERITA (ML) EMNRERE

Sample size: 130 ppl

HEAHAR No or minimal impact

HERZWRER NN

Causes material damage to
China operations
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Causes material damage to
global operations
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Licensing and Market Access

Vrnl i g A

percent of respondents believe the licensing process is
not the same for foreign and Chinese companies.

1% MR HEAAEPE LN FIPEL W ERBRFIHER
BZHINF.

)

percent find the
awarding©f licensing
has become more
onerous in recent
years.
35% IR HEINAIEERBIFHF
ORISR .

PP Questions regarding licensing were included for the first time this
year, so there is no comparative data from prior years. However, obtain-
ing licenses has ranked among the top business challenges for years in
our annual Business Climate Surveys, and the data below reiterates that
message. Sixty percent of our survey respondents say securing licenses is
very or critically important to their business (see chart 16).

Those who reported that licenses were pertinent to their operations in
China were then asked a series of follow-up questions, as shown below.
Seventy-one percent of respondents stated that licenses are not equally
granted to foreign and Chinese companies (see chart 17).

Despite efforts by the Chinese government to enhance market access,
49 percent of survey respondents say that there has still been no change in
the licensing process and 35 percent report that licensing procedures have
become more onerous than in previous years (see chart 18).

Based on the evidence below, a difficult licensing environment not only
hinders foreign business opportunities, but also impedes expansion and
investment in China. Given that 43 percent of respondents say licensing
requirements put them at a competitive disadvantage, one can deduce that
US companies feel they are losing business to local competitors who have
an easier time obtaining licenses than they do (see chart 19).

Of survey respondents who indicated that licensing was important to
their operations, 42 percent found business licenses the most difficult to
obtain. Just below that, new product licenses and, further below, new local
expansion ranked among those more difficult to attain (see chart 20).

Respondents reported increased competition from both foreign and
Chinese firms. The perceived increase in competition from Chinese firms
could be due in part to regulatory obstacles that give local firms a competi-
tive advantage. The survey indicates that foreign companies are being
forced to work harder than ever to keep pace in China (see chart 21).
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How important is the obtaining of licenses
to your business (i.e. for the addition of

new branches, retail outlets, products or

lines of service)?

RETFIUHTEUWSEVEEY (NFHES

XA, HIATEMR, FRERSITE)

Q

Sample size: 348 ppl
FEARLAE

Very important
OFEEE

41%

Critically
important
| EXEE

v

Not important
TEZ

Slightly important
BAEE

Chart (& )16

e ——
How are the relevant licenses in your
industry applied?

&R T AKX iR ER

Sample size: 248 ppl
BRI

Q

Foreign companies can be
awarded the same licenses as
Chinese companies, but the
approval is more complicated,
lacks transparency and takes

Licenses are
granted equally
between foreign

and Chinese longer

companies FHELVEBRESHESLY
PFEl R T EFHE EHMNTY, EMARFES S,
A A E e — TiE R AR E K

AR o

/
9%
28%

|

y

Foreign companies
cannot be awared

Licenses are equally
awarded but enforcement
varies and lacks

transparency the same licenses as
WaAEF—UREC, 8% Chinese companies
W L HFEZERARDE FHELVFERES
) R E A AT
Chart (& )17
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Py SENFEPERIZN T XTI ENOA,
WHRENKEIFLER, A, RERNSFNES
WEBERR, REFIRE-—BEREXEEWHELTE
BEOIAKEZ—, DMTHREBRIEXTX—Ro
60% MNP BRTREFINMENNUSEEFEE
EZRAERER(BZNB16),
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—RINBEROA, FN T 71% BRIV BRI
PEHFIRPHARBINPIHEN-REAC(ZIE
17)o

REPEHRRNENGETZEALTBEEMT XE
WIE, KRB NP BNATFTERHERE
T, 35% NZHBNATITEBSURIMELENE
H(&hE18),

EFUTHE, TURANENMFTERRND
BTYHREUNWSEENIE, BNBERTIEEE
WHY KNRIORE. M43% IRSITEXTLUSE
H, ZECURAZIBHTFPERTEEERBFTLRA
B8, BEMNESPERSEZSNATLE, &
XELmia(2I819),

EOBTINWSEEEEZNZHEPR, B42%
IWARERBHNITTREWNR, E RO EH™
BT, FE=ENEHFUSNRY KFI(SNE20),

RWERR, SEPERUWNPEEWHTFE
AR, P, SPERUEFNEBORERER
&, MPPERWRB-—EZPNB. BEER, IR
WAL AENE, TESPENRKEREL (2
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How has the awarding of licenses

changed in your industry in the past
couple of years?
dELEEWRETIIRGIT AT 28
TILER

Sample size: 249 ppl
HEAE

No change
EEE

/|

More onerous
EilE-$id

Less onerous
BRrfEfL
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How do licensing requirements impact
your business?

VR R LMl L ERIRM

Sample size: 219 ppl

R
62% =

and investment
BERIY 3K
REREE

Puts at competitive
disadvantage
hFREEHE

Slows hiring
HERAARRE
Limits ability to
import from

US to China

PR i W £ [ 150 [ 3
A= mEvEE N

Limits profit growth
[SEHRINER-RS

Slows expansion
43%

22

189

1

2
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Which licenses are difficult to obtain?
M LIRS B 1 o] Fh

Sample size: 220 ppl
MRS

New business license
FELIRE

New product license
=

New location
expansion
b S5 S8 5k
Other

Hit

New distribution

licenses
MEETY

42% !
S|

25%

21%

How would you rate competition for

your company’s productions and
services in China in 2010 vs. 2009?
52009 sFELk, £WHEEFRSREE
2010 EFTAEIGHTZSEED

Sample size: PRC firms/ FE 1>k =334 ppl,
FEARAE
Imports/ # O 7= & =233 ppl

m Decreased Q
BT TR
No change Q
HEEA 28 @/
m Increased slightly 3
(CESEE %
Increased greatly q
LT 0%
64%
43%
299,
From PRC 189, ' 28y,
S hE R !
From foreign firms 5%
kBFEFELWY
From imports
kB # A
Chart (& )21

Foreign firms/ € E 4>k =340 ppl,

-18-



Human Resources

NI

ppp Consistent with last year, increasing salary and wage expenses remain the number-one
human resource issue for foreign business in China. This may reflect both the maturation of China’s
work force as workers accumulate more advanced technical and managerial skills and the effects of
ongoing wage inflation (see chart 22).

Py SEFHNEELEREE, FETEINNHIT KRB TLELEEANRRLEBEIBE
BE0#, FHCK—STERMTBHERRT EXHORARERDAMBEMAE, BRI
I IRFHSEKAZIN (BUE 22)

Chart (& )22

How do the following human resources issues affect
your business operations in China?

HX AN TR EIRER A 7 15 E 7 B R2 00

Sample size: 303 ppl
HEARHAE

Sending trained managers to second
and third-tier cities o
(e.g. Chengdu, Xi’an, Dalian) 9 B Negative Impact
FRIGEENEBARN =, = THIRE 8
?f;iﬁiﬁ?_ (ﬁuﬁﬁ%ﬁ Egﬂ( j(ﬁ) Material damage
LEMRE

h
=

Pressure to hire more
people than required
ERBEAVAEARNNEN

Lack of clarity over what
social benefits/welfare

a company must provide
A B BTRENHSRE
/ BFAB RS

%

g

(o]

|4
X

Cost of social benefits
HESTEF AR

Difficulty attracting, developing and
retaining technical staff
Wal. BB ERAAN RAEE

I O\o

%

Difficulty firing employees

RERTE®R 8%

Difficulty attracting, developing and
retaining managers |8%
Wal. SHIFEEEEAREE

Difficulty attracting,

developing and retaining skilled
workers/professionals 7%

Ws|. BB E

RETAN/ TV ATHEHE

Increasing salary and wage expense

REHE B B % 7%

1Ll
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Survey Profile
7 55 DAl A e

434 respondents

68% Senior level, Country manager, 10% Director of other department, 8% Director of
government relations or public relations department, 14% Other

36% Services, 23% Manufacturing, 18% Other (NGO, non profit), 11% High Tech, 9% IT,
3% Retail

63% Wholly foreign owned, 33% Representative office, 27% Joint Venture, 25%
Regional /Branch office, 14% R&D center, 14% Regional headquarters, 7% Holding
company, 4% Foreign invested company limited by shares, 2% Global headquarters, 2%
Other.

434 MRIHE

PEXRTEE, SREEBARE68%; BIIBHS10%; BNARAAKRXRARBKS
8%; HME14%

B E36%, HIEWS23%, Hitt (FBUFAELR, FEMAR) S18%, sRKE
WE11%, EEFAREWE%, BERWSE3%

IBBREWE63%; RTRRASE33%; PHREREWE27%; RFDABHD R
N E25%; HRPINSE14%; RERBEES14%; ERATE7%; FERRKRODER
NIE4%; ERBHS2%; HEE 2%

Note: All charts represent data collected in the 2011 AmCham-China Business Climate
Survey.

E: ARSPIERFMERERET (PEXEBR 2011 FASNEEE)
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