euly) 40 d1IgNdayY s,.2]d0sd 3} Ul 2I3WIWO)) JO Jaquieyd ueduawy ay |

CHINA BUSINESS CLIMATE

rh

SURVEY REPORT
BSWRAERS

In partnership with

BAIN & COMPANY (Y
5N R RA & ERAH






Table of Contents B3

Chairman’s Message

EFEE

Executive Summary
iR

Survey Demographics
RiHELHK

Section I: 2016 Performance Snapshot
F—E5: 2016 FAEE R

Section II: Business-Climate
Challenges and Investment Outlook
FES . BSIMRRENRETR

Growth Outlook
BREE

Investment Outlook and Business Challenges

& R R EAEL Bk
Regulatory Pressure
WEEN
HR Challenges
AN ZFE R
Section Ill: The Age of Adaptation
B=ED: BENMRZHE
Growth Opportunities
BEH=
Innovation and IPR
BUFTAIRIIR =AY
HR Priorities
ANFRER
Corporate Social Responsibility
Pl HERE

Section IV: Policy Perspectives

F=ES . BERMA

Bilateral Relations
VSUb

Policy and Enforcement

BERMHIT

12

15

20

21

24

30

37

39

40

43

48

50

52

53

55



Chairman’s Message

As we were sifting through the results of this year's survey, China reached an important milestone: 15
years since it joined the World Trade Organization. As impressive as this achievement is, that China could
join at all is no small miracle. The chamber lobbied hard on China’s behalf with the US government and
legislators, sending multiple delegations each year to Washington, DC, to make the necessary deals. One
delegation took several Chinese employees of member companies to tell lawmakers their own stories
about why including China in the global economic trading system was so important. And indeed, China
has benefited greatly from globalization, with its export-fueled boom helping lift the country to middle-
income status.

And AmCham China still steadfastly supports China's active and constructive participation in the global
economic system. However, it is becoming apparent that the benefits of globalization are being taken for
granted, or even forgotten, as the challenges of managing a complex, modern economy increase.

This is the 19" year that we've surveyed our members, half of whom are Chinese nationals working for
around 900 companies hailing from not just the US, but also Europe, Australia, and other parts of Asia.
Many of them have been active in China for many years—some indeed from the beginning of China’s
opening and reform. And they all share the chamber’s strong support for China’s continued economic
development.

Nevertheless, certain unhealthy trends first identified a few years ago have now firmly established
themselves. A prime example, much quoted by the media, is the proportion of companies feeling less
welcome than before, which is now eight in every 10. Why, in the fastest-growing major economy in the
world, should they feel this way?

The reason is that, with the reform process seemingly stalled, the contradictions in a rapidly evolving
economy are becoming more pronounced.

For example, ever more laws are being passed, yet for the second year running, the No. 1 challenge facing
our members is unclear regulations and inconsistent enforcement, issues that should be getting better,
not worse. We can also see that despite much fanfare over free-trade zones and tinkering with the
Foreign Investment Catalogue, more companies say the investment environment is deteriorating rather
than improving. And while the government promotes innovation, the law makes it increasingly difficult
for information to flow and Chinese invention to spread overseas.

In many areas of the economy that should be driving growth—from finance and insurance to logistics
and healthcare—the handbrake of regulation is still firmly on. The resulting distortions in the economy
benefit the few at the cost of the many, but it doesn't have to be like this. Globalization doesn't just mean
exporting and buying up foreign assets but also making sure that Chinese workers, private companies,
farmers, and consumers benefit from dynamic, open markets for goods and services. With both the US
and China undergoing political transitions, we hope the results of this survey can stimulate healthy debate
over China's future.

el

William Zarit
Chairman, AmCham China

January 2017
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Executive Summary

Member companies are preparing for a third straight year of slower economic growth in 2017, but many
are finding ways to adapt and maintain profitability. Nonetheless, increasing numbers are deprioritizing
China as a target for investment expansion. While both foreign and domestic companies feel the impact
of slower economic growth, this year’s survey shows that AmCham China member companies are
increasingly reconsidering their investments because of unfavorable regulations and other policy-related
challenges. In this context, most respondents also believe that positive bilateral relations are critical for

continued business growth.

2016 Performance Snapshot: Slightly better than 2015 but still below the
long-range trend

Member companies in China continue to find growth and profits harder to come by. In 2016, 58% of
survey respondents reported positive revenue growth in China, up from a low of 55% in 2015, but still

far from historical levels of more than 70%. More companies also say that their China operations were
profitable in 2016 (68% vs. 64% in 2015), but 80% say their margins in China are less than or only equal to
their global average. In addition to slower market growth and domestic competition, they point to a host

of barriers to doing business, such as unclear regulations, inconsistent enforcement, and rising labor costs.

How does the estimated 2016 revenue of your China
operations compare with 2015 results?
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Beneath these averages, however, is a sharp divergence in performance among industries and sectors.
About two-thirds of respondents in the Technology and Services sectors reported higher revenue in 2016,
but Technology companies also expressed the greatest pessimism about the regulatory environment. In
Industrial & Resources and Consumer industries, less than half of companies reported revenue growth in
2016. There are also performance differences between large and small employers. More respondents with
250 or more employees say sales are increasing in China, and 77% say China operations are profitable,

compared with only 55% of smaller employers.
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Business-climate challenges: Companies anticipate slow growth and worry
about regulation

Survey respondents’ consensus estimate for 2017 GDP growth is 6.1%, which is well below the 7.8%
average from 2010 to 2015. Companies are also worried about growth in their sectors: 29% project that
sales for their sectors in China will be flat or down in 2017, and another 27% expect growth of 5% or
less. But 44% still expect growth to be above 5%, and 14% even predict double-digit growth. Again, this
varies by sector, with greater optimism in Technology and Other R&D-intensive industries, and lower

expectations in Industrial & Resources industries.

What is your or your company’s forecast for your
industry’s market growth in 2017 vs. 2016?

Flat

0to <5%

27%

10 to <20%
30%

5to <10%

Companies report that inconsistent interpretation and enforcement of regulations and unclear laws,
followed by rising labor costs, remain their biggest challenges. Although member companies noted
that some regulatory challenges affect domestic and foreign companies, more than half of respondents
feel that foreign companies are discriminated against in enforcement. This sentiment was particularly
strong among respondents from Technology and Other R&D-intensive industries. Increasing Chinese

protectionism, which had fallen off the list of top five challenges in 2016, is again a top concern for 2017.

Investment outlook: More companies are slowing investment in China

More companies are slowing investments and deprioritizing China as an investment destination due to
slowing growth and increased concerns over barriers to market entry, the regulatory environment, and
rising costs. The share of companies that say China is a top three global priority dropped to 56% this year,
compared with a peak of 78% of companies in 2012. Investment and hiring plans reflect these shifting
priorities. About one-third of companies say they do not plan to increase investment in 2017, and 39% say
their investment budgets will rise by less than 10%. Half of respondents say they will maintain or reduce

their headcounts.

As in the previous survey, about 25% of respondents say they have moved operations from China in the
past three years or are planning to do so, citing rising labor costs, other strategic priorities, and regulatory
issues as key factors. Nearly two-thirds of such operations have been redirected to other parts of Asia

and 37% to North America. Even among those who maintain operations in China, most respondents say

China’s environment now discourages investment: Eight in 10 say they feel foreign companies are less
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welcome in China than in the past, and more than 60% have little or no confidence that the government

is committed to opening China’s markets further in the next three years.

How does China rank in your company’s near-term global
investment plans?
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The age of adaptation: How US companies are learning to live with the new
normal

Companies continue to adapt to the changing business environment, playing both offense and defense.
Now that they cannot count on double-digit economic growth to drive sales, companies are looking to
grow by investing more in innovation in China and by branching out beyond core markets and customer
segments. This year, more than 90% of AmCham China members say that innovation is an important
priority for their success. At the same time, however, companies cite ongoing barriers to innovation,
including uncertainty about intellectual property protection, access to talent, and concerns over data
security. In some R&D-intensive sectors, companies are relatively bullish about the potential for organic
growth, driven by the continuing expansion of China’s middle class. Some 65% of Technology companies,
for example, expect growth of more than 5% in 2017. But in other sectors, companies are hunkering down
and focusing on improving operations in their core businesses: Cost reduction is now a top three priority

for more than half of respondents.

To execute these strategies, AmCham China member companies continue to invest in human capital and
are increasingly localizing their management teams. This year, seven out of 10 member companies said

that three-quarters of top country management teams are native Chinese.

Implications for business leaders

Despite the challenges, China remains an important market for most multinationals. From the survey
results, there is a clear sense that companies are doing what they can to make the most of the situation.
Instead of relying on a rapidly expanding Chinese economy to deliver sales growth and counting on low
costs to keep profits high, US companies operating in China know that now they need to fight as hard
or harder for sales and profit as they do in other parts of the world. In this new environment, companies

need to develop a realistic view of their position and prospects and decide how much to invest in China
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vs. other global opportunities. Companies seeking profitable growth in China will need to innovate and
differentiate their offerings to capture growth. They will also need to dedicate management attention
to making operations more efficient and reducing costs. Delivering on this new agenda will require
companies to ensure that their organizations are fine-tuned with the right talent and strategies to win

in China.

Implications for policymakers

Members overwhelmingly report that a positive bilateral relationship between the US and China is critical for
business. Yet 83% of respondents expect bilateral relations to remain the same or to deteriorate in 2017. The
big question for many member companies as 2017 dawns is how the bilateral relationship may affect their

business and what steps both governments will take to ensure a positive business environment.

Regardless of the bilateral relationship, the Chinese government could take concrete actions to encourage
more investment from foreign companies. In particular, survey respondents note that they would
significantly increase investment in China if the government were able to provide greater transparency
and predictability in regulatory compliance, lift investment restrictions, and remove discriminatory barriers

to foreign-invested companies.

Please rate how significant an impact the following changes to the policy
environment would have on increasing your company’s investment levels in China.

@ Not at all significant @ Not significant Somewhat significant Very significant @ Extremely significant

4%
Increasing the transparency, predictability, and

0, 0, 0,
fairness of the regulatory environment 30% 23% 2

Limiting the use of industrial

policies that create barriers 10% e 23% 1o

Allowing us to enter business or product

9 0 o 0 o,
segments that are currently restricted 14% 21% 25% 20% 20%

Providing recourse for unfair

A 12% 31% 32% 18% [/
treatment of your investments

Allowing us to take increased control of our China
operations/reduce the need for a local business 26% 29% 14% REEA)
partner or joint venture

Allowing us to make strategic acquisitions 30% 15% B

Reducing the need for us to

0, 0,
engage in technology transfer = 10%
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Survey Demographics / Zi5E AR

This year's survey generated a record
response rate, with 522 out of 849 member
companies completing or partially
completing the survey. To ensure a high
level of data integrity, we used only the 462
responses in which the respondent filled
out the full survey or significant portions.

The survey respondents represent a broad
range of companies by industry, size, and
location. Further analysis was conducted
on four industry segments—Technology
and Other R&D-intensive industries,
Services, Consumer (products and services),
and Industrial & Resources—using the
same methodology as last year to ensure
consistent analysis and to shed more light
on the issues that our members are facing
in China's fast-growing Technology and
Services sectors.
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Many respondents are global in nature, and China has at least a
10% share of global revenue for about 50% of member companies
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Where does your company have a legal presence? Please
check all that apply.
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What percentage of your global revenues is China expected
to account for in 2016?
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Survey respondents were segmented into four main categories
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=X

¢ Healthcare
Products (e.g.,
Pharmaceuticals,
Medical
Technology)

BErrrm (A
HMETEAN)

e Technology/Tele-
communications—
Hardware
=iy [ BiE —
e

¢ Technology/Tele-
communications—
Services
=R /B —

BR35

Services
BRSS1TAk
(n=121)

Consumer
(products &
services)

JHERITI
(F=RFARSS)
(n=102)

¢ Financial Services ¢ Consumer Products
(e.g., Banking, weE o
Insurance) T
CEEIL X ¢ Retail an
%??HET;BA(;@%. Distribution
N Y
SE55%H

¢ Real Estate and
Development

Bt A&

Healthcare Services
ETiRS

« Transportationand ~ * Education
Logistics HE
B * Media and

« Investing (e.g. Entertainment
Private Equity, BIRSRER
Venture Capital) .

®BHE (0. WEK
. R HE)

¢ Other Services
(e.g., Law, Human
Resources,
Accounting,
Marketing,
Advertising and
PR, Research,
Consulting)

HthARss (WA &
B, ANHRR. =
it MHEHE. T
H AKX, EHAN
&Eif)

Hospitality and
Travel & Leisure

BIE. IR RARA

Industrial &
Resources

Tk FIZERIT A
(n=100)

Agribusiness
Rl &EE

Automotive &
Transportation
Vehicles

AENTRZER
Machinery,
Equipment,
Systems & Controls

. 8% RE
Szt

Oil & Gas/Energy
Bl RAS/ Be
IR

Other Industrial
(e.g., Chemicals,
Mining, Paper &
Packaging)
HhT b (a0
HEm. XU, &
HKAELE)

Other
Hitglk
(n=46)

¢ Social & Public
Sector/Nonprofit
(including industry
associations)

a5 AHE/
ERFNE (BF
Tlkih=)

e Other
Hith



Section | F—&f4%

2016 Performance Snapshot
2016 Fll SR

Slightly better than 2015 but still below the
long-range trend
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This year, AmCham China members demonstrated some initial success in adjusting to the “new normal”of China’s
slowing economic growth, with 58% of members reporting rising revenue from their China operations in 2016
compared with 2015. But this is still far fewer than before China's growth began to slow. Slightly more than 40%

of respondents said growth for them was flat or down. There was a similar pattern in profits: More companies say
they were profitable in 2016 than in 2015, but the share of companies reporting growing profits remains far off the
peak. Nearly 80% of respondents say EBIT margins in China are equal to or less than margins in other parts of the
world. However, there is considerable variation beneath these numbers—by industry and by size of company.

FEE, FEXERSZATWABNPELFEKRIEN “HES HEELYIIA. 5 2015 F8tk,
58% BI=STRAVE 2016 FRIM T AELEWRNBIER, BT 40% BRIHEIRRIEKEFH B, FEH
BEREM, 52015 F48EE, 2016 FEBZMEWFRTERAET, REREBRFE MR EEHHTETH
SEREE. KL 80% KRB RRELN SHERAFERN T EE TR EM XA ERYES 2R,
A, BEERIET ISR EMFEEREARTE.



About 58% reported higher revenue in 2016, rebounding
from 2015, but growth remains below historical levels
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How does the estimated 2016 revenue of your China
operations compare with 2015 results?

The share of respondents reporting
increased yearly sales in China operations
increased to 58% from a low of 55% in
2015 but remains well below historical
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More companies were profitable in 2016 than in 2015,
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In 2016, the share of member companies
reporting losses was 13%, unchanged from
the previous year, while 68% of companies
described their operations in China as
profitable or very profitable, rising from 64%
in 2015. However, profitability remains well
below the peak of 77% in 2012.

2016 FF, A 13% NaREIFRTSH,
X—HES E—FERT, RREFE
ERIMBASAIEEF IR M 2015 F
H 64% IGINZE 68%. T, 52012 FF
T7% BYIEE7KFAREL AR,

How would you characterize your company’s financial
performance in China in 2016?

2016 4F- 5t 2x AAEAE Y 55 9 8 AR O ol 2
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Nearly 80%

of member
companies’ EBIT
margins in China
are lower than or
comparable to
margins elsewhere
in the world

Rl 80% K= stk
Ll S5y B AR A
ARRTHEAERE
EMX RS
ZRF

By Sector #%{Tdk

@® Lower Comparable

V= B

100% -

80% -

60% -

Member companies continue to
experience pressure on the margins
of their China operations. The share of
companies reporting higher margins
in China has fallen for a second year
to 21%. In the Industrial & Resources
sector, only 14% of respondents
reported higher margins, the lowest
among the four major sectors.

2R EE N SFIDRR RS
77 FoFEEIMA L ELF)E
SEZFETE, BE 21%, L

WRZRTI, RE 14% 89215

A RRFEE I, REATIAF
FERIE K ER DI —
M7k

How do the EBIT margins of your China operations compare
to your company’s global margins in 2016?

2016 4F 52 BAESE L 55 1) BBLRT A 2 i 5 4 BR SRR M 341
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43%

® Lower
Vet
Comparable

I
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1N

43%

2016

EBIT margins in

China vs. globally are
especially low in the
Industrial & Resources
sector
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Revenue growth was stronger in Services and in Technology
and Other R&D-intensive industries

ARSS1Tk USSR AR M E A & S BTl BIUR N IE KA 9 52 2

Different sectors experienced wide variation — REfTIVINIEKBEREFIBR K, BA

in revenue growth. While only 58% of all 07 580% B9l ZRR 2016 AESLI

respondents reported revenue growth in TUNIEK, B2, 1TRET LR

2016, more than two-thirds of companies AFEMFF A BRER T, BE=49>
= [N > =] _

in Services and in Technology and Other _ . .
e and in eeinougy ZH I EREIE K, 182 T,
R&D-intensive industries reported revenue

growth. In contrast, fewer companies ST DU TR T R AR
reported revenue growth in the Consumer DIATIRI T NI K,
and Industrial & Resources sectors.

By Sector %17k

How does the estimated 2016 revenue of your China operations
compare with 2015 results?
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performance in China in 2016?

2016 4E51 2 mIAEAR Y 55 09 B AR B i fe] 2

By Company Size &bt

How would you characterize your company’s financial

) 1% 2%
100% ® Large loss
KIBSHR
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0
Large employer Small employer
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By Company Size ¥&iJbiis

How does the estimated 2016 revenue of your China

operations compare to 2015 results?

2016 4F 532 BIEAE L 55 2 E AT 5 2015 AR EL AT T4 4L?

100% - ® Down

15% 17% b
80% - Comparable

’T
25%
29% Up
60% | N
40%
0,

60% 54%

20%
0
Large employer Small employer
Al Rl

Variation in financial performance also exists
between large employers with at least

250 employees and small employers with
fewer than 250 employees. Among large
employers, 60% reported higher sales, and
77% had higher profits compared with 54%
and 55%, respectively, for smaller employers.

BRAEALDTF 250 ABIRAFER
ANECR B 250 ARy RV ag T 5511 45
WEERAE, TABULH, RTE
EURNIE NN & 60%, FoRFEEM
& 77%, #tbz T, EHR/ARIAF, X
—EbBI2 579 54% H 55%.

Large employers are also
more likely to see revenue
growth and profits than
smaller employers

SdvhiplagEs, REWVERHR
BESRILU N IE KA 2R A



Section Il &%

Business-Climate Challenges and

Investment Outlook

B SR IR R AR

Companies anticipate slow growth and worry about
regulation as they slow investments in China

TR FERE N, EAE KIS IEH B n 0 &

Respondents expect another year of slower-than-usual growth in
2017.They estimate China’s GDP will rise by 6.1%, compared with
the generally accepted government target of 6.5%. However, half
of members also expect growth in their industries to be less than
5% in 2017. These estimates are influenced by perceptions that the
overall business climate has become less conducive to growth. An
increasing majority of respondents feel less welcome in China than
before, and only a minority expect Chinese markets to become
more open to foreign investment in the next three years.

Consequently, an increasing number of AmCham China members
say that the Chinese market, while still important, is no longer
their top investment priority. For those who are planning to
increase investment in China next year, the degree of investment
expansion has fallen to the lowest level since 2009, and
companies are being conservative in their hiring plans.

Behind these developments is an overarching concern about

the uncertain regulatory environment and unfavorable

policies. Companies report that inconsistent interpretation and
enforcement of regulation remain the biggest challenges they
face. Over half of respondents feel unfairly treated by the long-
running inconsistencies in policy enforcement between foreign
and domestic firms. Other emerging regulatory concerns include
the difficulty in terminating employees due to new HR regulations.

2T 2017 FHRELFE KB UARETE
BATE, MI1FEHPE GDP EKZXA 6.1%,
BIgEN—RRBIRA 6.5%, FH=REATIT
2017 FEFRETT I ATIB ORI T 5%, IV TTEE
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ZFHERTH, RENRIFEREAETESD
DIESZIm, mESXHmaybl Sk,
DG R EERK = FRAINERE
H—ZFHRH7,

Hit, BREZHNPEEESZEREVERR!
FETZNARER, BB ERABRM,
WNF T —FEH IS INEER BRI RR, &
FIBELEE 2009 FLURMRMES. BUSTA
REBEITIBERRTSE,

XEIRIE X B E N R HE BT
MBI ERB. B FRREREMERHIITA—
BUNARHEIRAVRAB . BIFHRIHE IR
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Growth Outlook 1K REE

Member companies forecast 6.1% GDP growth in 2017
B =RMEWFRIT 2017 F£FRE GDP 1K 6.1%

What is your company’s forecast for China’s GDP growth

rate in 2017?

BrA T B 2017 4R E GDP R FE % D2

10%

2% -

A A

For the first time, our members were asked
to provide specific estimates for China’s
GDP growth in the coming year. Estimates
ranged from 4% to 9%, but the majority
expect growth to slow. The consensus
estimate of 6.1% falls below the key figure
of 6.5%, which is the forecast of the Chinese
Academy of Social Sciences and the target
set by the government to achieve its goal of

Survey average uadrupling China’s 2000 GDP by 2020.
BT duadruping y

6.1% PPN

XEHNERERZREAFAERFR—
FHRE GDP FIER, =AFUITHEKE
M 4% B 9% T, REHREA
It GDP R ME. RIRBIFHIERN
6.1%, RFPEHMBRIFNLRFE
B TE 2020 FRISRIR 2000 4 GDP
BFETIZER 6.5% BIE AT

A A

25%ile 50%ile

More than half think their

industry’s growth will be less
than 5%, and only about 14%
predict double-digit growth

B B B UTIHT LI K
Z(ETF 5%, REKL 14% M
P FHT LS ST (a0 K

We also asked companies to predict growth in their
own industries for the first time. The results also

show expectations of modest growth. About 44% of
respondents expect that sales in their industries will
grow by more than 5% in 2017, while 56% expect sales
growth of less than 5%, flat sales, or sales decline.

BABEEREREA T PRI T U ANEKIE L. 45
REWFREE, EWFHRTIGRIEER K. %
AR, KB 44% Fiit 2017 FAAETILE
EWNB ORI 5%, B 56% FtEEWRART
F 5%. FTHTB.

75%ile 100%ile

What is your or your company’s forecast for your
industry’s market growth in 2017 vs. 2016?

BECB o A T 2017 ARl i 0 K 5 2016 4 AR EL ol 2

Flat BH

0to <5%

27%

10 to <20%

30%

5to <10%



The Technology sector is most positive about industry growth,
but more than 70% of members in the Industrial and Resources
sector expect growth of less than 5%

BRI TS KEN TN, FTUANRIR

AP B RAR T 5%

T, B 70% N=RA

By Sector 1Tk

What is your or your company’s forecast for your industry’s market growth in 2017 vs. 20162

/J\ p
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_ |
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28%
60%
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20%
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Technology Services
and Other R&D BB T
RAMEAM
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More than 60% of companies in Technology and
Other R&D-intensive industries expect industry sales
growth of more than 5% in 2017 in China, and 22%
expect growth of more than 10%. In the Services
and Consumer sectors, more than 40% of companies
anticipate growth of more than 5%. However,

more than 70% of Industrial & Resources member
companies expect growth of 5% at most.

AR 2017 SEATL T3S 2016 4EAH L dnfar?
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® Flat 7
32% ® <0%
31%

Consumer Industrial &
S EBITY Resources
TR Z IR

FERARMEMF A ZREI T, i 60% Bkl
I 2017 AT E AR E RN L KRBT 5%,
22% B9V FT G KIS BIT 10%, FEARSS 1T ALAT
SHERIT, B3 409% A9l FRIHE KB 5%,
B2, ELUMERTL, 8 70% Wik
%ﬁﬁiEﬁTﬁﬁL 5%,

i



Healthcare,
Investing, and
Media are the most
optimistic industries
regarding expected
market growth rates;
Oil & Gas/Energy
and Agribusiness
are the least

Eir. REMEET
TR I KR
AR, ARSRA
= RERU RIS
TR AR

® >20%
10 to <20%
5to <10%
<0to 5%
® Flat ¢
® <0%

By Detailed Sector 1TIt£A%

Technology and Other R&D

BARGEAH LT

Healthcare Products

A

Aerospace
MR

Technology/Telecommunications—Services
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Technology/Telecommunications—Hardware
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Hospitality and Travel & Leisure
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Consumer Products
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Education
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Retail and Distribution
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5% 20% 40%

25%
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Industrial & Resources
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Automotive & Transportation Vehicles
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Investment Outlook and Business Challenges & 5 B 22 #1755 L Pk bk

How does China rank in your company’s near-term global
investment plans?

Hh [ AE Bt 2y WA 0T A TR B BT R b A EE A el 2

H ! ® Not a high priority Oneamong many @ Top-three priority @ First priority
Chlnis status as a RERMFEEEWER :;;i#r:tion;ﬁtmz =REBARENMZ— BHERAENM
top-three investment RREHZ—
priority has declined R -
to a record low of 56% Lo 1% gy 1% 1

. o o= - o N © 0,
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2009 2010 2011 2012 2013 2014 2015 2016

For many years, more than three-quarters of survey ZEDIR, —HEBIES 2 =M=
respondents said that China was among their top SERHEEE = D REN Y —,

three priority markets for investment. But the number B2, 2012 FELIE, X—HAlEE Y
— bl ) M =R B

saying China is a top priority has been dropping since P

2012 and has reached a new low of 56%. BEBRE 56% H9#T .

China is especially low
in priority for Industrial
- & Resources members,
with 53% ranking China
0% - - - o as one among many
destinations or not a
high priority
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By Sector 1Tk
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Investment expansion is expected to reach a historical
low as 31% do not plan to expand and 39% plan less
than a 10% increase

RAET KT A R A RS, 31% B H LT HIE KRR,
39% Byl IHRIE AN T 10% BYR

How much do you estimate your company will increase investment in China operations

for 2017?

Befh 2017 4R 51 A Rl AR E SN % D B8t 2

100% —

5% N 6% /7 ______ ® >50%
- 11% 8% 7% 21-50%
VAR / 10% . -
/ 14% 12% 500
27% / 11-20%
/ 13% ] !
80% | = - 19% ® 1-10%
6% 23% @® No investment
o - 24% 0 expansion
o 12% 28% T planned
0 3500 3% i AR A
oo . 33% p
)
\ 339 [ 3°%
35% 26%
40%
28% 32% R —
20% —
31% 32% 31%
17% 18% 16%
O -
2009 2010 2011 2012 2013 2014 2015 2016 2017

Investment plans show further signs of companies
deprioritizing China. As in 2015 and 2016, more than 30%
of companies are not planning to increase investments
in China in the coming year. Of those companies that

are planning to raise investment levels in China, more
are saying they will increase investment by just 1% to
10%, and only 30% plan to expand by more than 10%—a
historically low proportion.

BHEIT AP KRBV FEFZENEELE
TEP#MK. 5 2015 S 2016 F—H%, #8id 30% MY
Ak 2017 SR BB INTEERERITL. EIFRIEINE
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Half of companies plan to hire in 2017
F4abulk 2017 FIHRIBEA R

Do you expect to increase or decrease headcount in China in 2017?
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By Sector 1Tk
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17%
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With expectations of limited
growth potential in 2017, only
about half of companies plan to
add staff in 2017; 37% of companies
report that headcount will remain
flat, and 12% say they will make
cuts. Headcount plans vary a great
deal by sector and size of company;
only about one-third of Industrial

& Resources companies expect to
increase headcount compared with
more than 60% of Technology and
Other R&D-intensive companies.
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RERLERD 2017 Fi5)
BINR TS5, 37% KRR
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RSB RR T 28k ARA
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More than 40% of members
plan to slow their investment
growth due to barriers

to market access and
unfavorable policies or an
uncertain policy environment

BT HHENER [ BER

AF B BERIME AT,
B1d 40% Y= bl

If your planned increase in investment in
2017 is LOWER than it was in 2016, this is due
primarily to: (Please select only one)

IR B A w] 2017 A BCBBIR AT 2016 47, FH
WA (RiE—50)

Higher investment increase in
2017 vs. 2016

2017 FiEHEEE T 2016 &£

52%

HRERAEK

e Lower investment
- increase in 2017 vs. 2016

7 2017 FIAIGIRIKTF 2016 &£
-7 O

Expectation of slower growth in China or existence of
faster-growing markets in other geographies

Tt R ER RIS K E Mt R F R K17

Barriers to market access or government policies
that disadvantage foreign companies in your sector

FRTETTAL AR F MR R BT 7 NSEURTEER

Rising costs, including labor

RS NERNE LR AEBFT LA

Concerns about uncertain policy environment

XRHE BRI R F B S

Difficulties competing against local competitors

HUSETRSEFWFEERRK

Other
Hith

For 2017, nearly half of respondents plan to slow investment
growth in their Chinese operations. Among those
companies, one-fourth cite China’s slower economic
growth and barriers to market access or unfavorable
policies as key factors. Other primary reasons include rising
costs and concerns about an uncertain policy environment.

® e 2017 2016 survey levels

2016 FFELER

20% 30%
T T

42% of
respondents cite
regulatory issues
as reasons to slow
down investment
growth

42% H9ZIHEIN
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Inconsistent regulations and enforcement and rising labor
costs are top business challenges; protectionism returns to the
top five

ERENRIT A =BT s IR AIEINp N B2 E A BkaL; RIPE
NEEITIFN

Please rank your top five business challenges in China

T I R BT 2 RIAEAE M 55 R WA I K R A B DRk -
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Four out of five top challenges for the Technology sector are
regulatory; industry overcapacity is a top-three concern for

HER 4/5 IRAITUL AW ATEB2HE;

Please rank your top five business challenges in China

TR X Bt 2 R AR 55 5 W i K AN B ML DAk -
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Other R&D

ARG HA &AL

Increasing Chinese
protectionism
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53%

Difficulty obtaining
required licenses
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35%

Services
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41%
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RO EEET
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Increasing Chinese
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Industrial & Resources members

FLHbl_iJIEIJ.Lﬂ] AV

Consumer
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required licenses
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Shortage of qualified
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FRDEREAIR T
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By Sector #&1Fdk

Industrial &
Resources

Tk AZFRITIL

Industry overcapacity
R\ Zag: Sur
46%

Increasing Chinese
protectionism

FRERPE X FUFHR
39%

Note: In 2017, “Inconsistent regulatory interpretation and unclear laws"includes “inconsistent/unclear laws"and “ inconsistent enforcement.”
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Regulatory Pressure Y EEH

More than 80% of member companies feel foreign
businesses are less welcome in China than before

i 80% By& R BRI SME B AV R EAR I Z D L

Do you feel foreign businesses are more or less welcome in
China than before?
RN A Hh BT Al AL R [ 1 52 WG AR BE 5 LAEAH B A T 38 1t 2 Q

Negative feeling
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than before
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® Less welcome growth, protectionism,
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20%

2015 2016

How are foreign companies in your industry treated by
government policies and enforcement relative to local
companies?
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Foreign companies
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The share of companies that said China seems less welcoming to

foreign businesses than in the past rose from 77% to 81% this year.

Some respondents attribute this change to the more difficult economic
environment and increased protectionism. Others believe this is because
China has grown to be less dependent on foreign investment, technology,

and management expertise. About 55% of respondents also feel that foreign

companies in their industries are treated unfairly by policies and their
enforcement relative to domestically invested companies.

“Despite a long track record of
employing and training locals and
investing in the local community,
when the economy gets tough,
the foreign firm is always seen as
somehow not friendly to China.”

2017 China BCS, Senior Country Manager
in Real Estate & Development industry

“RAINE R AMAFLR—E R
EINEA , XK HITRE,
B2, HEFEBTIFRIEIE, S
RIS BWINAIXSET KK ”

017 FHEBSFRESE J,
BEHFEMARTY, FEXRSE

“Same story of double standards
for domestic vs. foreign-
owned companies. Regulatory
requirements, in our core market,
are enforced at customs... targeting
those who import products into
China, instead of at the
point of sale.”

2017 China BCS, Senior Country Manager
in Machinery, Equipment, Systems &
Controls industry

NI Al FIIP 2 b KR
B EBIENE R, RO,
BEEREGX X EREH L~
gLk, TIAFEEFAIT.”
017 FHEBSHRESE J,
M. &&E. REIATHITTL,
FEXSE

“Seems that China has
gone backwards... more
regulations, taxes, and
local company market
share protectionism.”

2017 China BCS, Senior Country
Manager in Financial Services
industry

“RENFEEIR ... ER
%, HEEEE, B
RIFEX FERBIRE
EABITG 8

2017 FHEBSFRBEE J,
ERRS T, PEXKSE

“A regulation was
postponed right before its
enforcement as the local
companies were not ready
yet. It... put MNCs who
followed the regulation in
a disadvantaged position.”

2017 China BCS, Director of
Public Relations Department in
Agribusiness industry

BIAZHE A R EERL
&, SEAERITZ IR E 7o
&1 TR E Al 2 T
FHLE, ”
017 FHEBSHRRES J,
RUZETI, AR

REE, BRESHNARBLAMUEZIIDAIE L S
M T7% IBINZE 81%, —ERIplANy 5 RE
ARIPEX AR ST ZMER, H=iHdE
IAPERINERE . BATEE AR ER
RBEERRA, K9 55% N0ZHELIAA, SHE
EAvARLL, ShREEAEPEBSRGENRITIRET
BB T A ATFHE

“China’s reliance... on foreign
investment and technology and
need for Western management
methods and processes has
diminished with the growth/
maturation of its local industries
and industrial development.”

2017 China BCS, Senior Country Manager
in Healthcare Services industry

‘REE A E TALEIIEK | R
LUIRATIL X% fE, HEXY.. . SMNERE
A LUK B9 75 EHE T A FLTAE

BIRH ERFFEMT. ”

017 FHEBSFRRESE J,
EriksTl, PEXRESE

“US law firms in China are restricted
from many practice areas...while
Chinese law firms are free to
engage in such activities not only
within China but also in
the US and Europe.”

2017 China BCS, Senior Country Manager
in Legal Industry

“EEREINES T ERUTERS
TEEZERA. .. P EREITE
SFrTERERIBRE BT B B E
Vi ES p
2017 FHEBSHRRE I,

BINESM, FEXKEE



Increasing proportion of companies perceive
investment environment as deteriorating

HREZ Nz RPN B R IEETHN

In 2016, 31% of companies perceived the

investment environment as deteriorating The quality of China’s investment environment is ...

compared to 24% who reported it as
improving. This is the least optimistic
member companies have been since we

started asking the question in 2011. 100% —
2016 4, 31% MIRRMI AR AT . R B
AR, 124% MaReliARBRE - i

WRARINE, XZH 2011 Figittia)@

Hh [ 45T VR A 5 i n il 2

B, 2REIIHERIFIERFMARE & 60%
LS DB —R, 0
0% - 36% 53% 48%

20% — - —

® Improving
BFfEiH
24%
32% 33% : Staying the
same

RISRT

@ Deteriorating

45% BRI
39% 419

29% 26% 31%

2011 2012 2013

2014 2015 2016

By Sector 1Tk

How would you describe your two-year business outlook on
China’s regulatory environment?

BTN T A I AR A TR T B 9

100% - @ Pessimistic
: 24% ° 19% 18% &
80% : [ ) Sllghtly
pessimistic
A 23% 23% BT
60% 33% Neutral
23hva
Slightly
40% 33% 37% 37% optimistic
S5 BERUR
20% i ® Optimistic
o R
20% 18% 20%
9%
0 F F
1% 3% 3% L2%
Technology Services Consumer Industrial &
and Other R&D RS TL swEs Tl Resources
BARMEM Tl AZIRIT
HRITL

Only 10% of members in
Technology and Other
R&D-intensive industries
feel optimistic about the
regulatory environment

ERAME R R ZEET
W, 2B 10% =&k
X BERRIRIFRNSE



Member companies continue to be split on whether recent policy
changes and enforcement have improved the business environment

NHB SRR R TWE EWRRIE A, cREERIMAEE

How has the change in government policies and their enforcement affected your
business environment over the past two years?

iok 25 P A ] BRI 3R A8 A B HE PR AT X 8t 23 w) i A O 25 TR 5 T i 2

Change in government policies Policy enforcement
BREEETY BERIAT

100% - 100% -

@ Strongly weakened
the business
environment
ZEWIE™EENL

® Weakened
the business
environment
ZERBPTEK

@ Improved
the business
environment
ZENIRBINE

® Strongly improved
the business
environment

SEWEAIELE

80% - 80% —

60% —

60% —

40% -

40% -

20% — 20% —

2014 2015 2016 2014 2015 2016

In line with prior years, slightly more than half of member companies 5% FM80, Bid—¢ERanillil

believe that recent policy changes have improved the business ST R S AR & T 2 E IS,

environment. However, fewer member companies believe that the SR, MBS B SA R BES EE

enforcement of these policy changes is improving the business quﬂ_ﬁ,@AE&%%;%ﬁ B2 40%
VRMEEXEFTEI S o &

environment. More than 40% of member companies are pessimistic
. 4 o g4 RN S T RIS
toward the regulatory environment. This pessimism is felt even more B2 R BRI RHENSE;

strongly within Technology and R&D-intensive companies, with 57% MR AMMLEREEIMS,
expressing a pessimistic outlook on the regulatory environment. ZELBIM ST 57%,



More than 60% of members feel unsure or negative about the prospect
of the government further opening China’s market

@ B 60% MR FAHERFEFTEBRSHE— S TRHH

Are you confident that the Chinese government is committed
to further opening China’s market to foreign investment in
the coming three years?

TR RS b R BURAEAR R =456 8 — 2 T A SOF i 3% 2

Yes &

Unsure
THE

Mixed Sentiment

BiEA—

“Very mixed messages. “Confident they support certain
Positive rhetoric from foreign investments but not
senior leadership, which confident they will open all
rarely if ever translates to markets that will give foreign
practical public policy.” companies a level playing field
2017 China BCS, Director in Real with their local competitors.”
Estate & Development industry 2017 China BCS, Senior Country
Manager in Education industry
e XB)I BT AT Borm
BHIFARRSRLE S “PE1= o Ixt R LESf 222 3= 1519,
SRl WUAP 15 BT HEIE TS AT
1017 & ER S TREEE |, 7, i_tﬁl\ﬁqf:t\;ﬂgﬂfkiiﬂft‘_‘lkﬂ
2 F o

BEHFEMARTY, 2k

017 FHEBSTREE J,
BiTl, PEXRSE

Even though some members believe China
needs to open more markets to foreign
players to satisfy growing and shifting
domestic demand, only about one-third of
respondents believe that the government is
committed to further market opening in the
next three years.

B LRI NFETEH—
TESNEEI B LUR e E B
KMEUHEARTR, B=, KAOR
=z —MZIHEUABEREBTRE
RKR=EHA—TAINEFFRT T

“Domestic investment and
supply, alone, cannot satisfy
the exponential growth in
demand...Nor can domestic
players, alone, climb the value
chain to satisfy the evolving/
refining tastes of the Chinese
market.”

2017 China BCS, Senior Country
Manager in Industrial sector

“e8 EEAR A FIMELE T % E
FERAY IR IERK, BEEALA
LRI B #1022 7 /E PIE
G RRE/ e AIFEK”
017 EFEBSFRES J,
Tk, FEXESE



One-quarter of members
have moved or plan to
move capacity from China,
driven by rising labor costs,
strategic reprioritization,
and regulatory challenges

Mnz—M=adl Bt
YAPERIINEE R, REA
BEFINAE LT BT
TE SRS LU b B [P) R

This year, about 25% of respondents
indicated that they have either
already moved or are planning to
move capacity outside China. The top
two reasons cited remain rising labor
costs and strategic reprioritization

of other countries. Concern over
regulatory challenges rose from the
fifth-most cited reason to the third.
For most of these respondents, they
are relocating capacity to other parts
of Asia or to North America.

REE, KHH 25% WZiHi
RNELZH I RIARERINLE
BB HENIAA LA EATHE AL
BRI R REENMARR.
NER BB OME R E
FEE=(L, WNFELIutESL
FRESIA Y, ARZEFEEITM
HtER / X 5%,

In the past three years, has your company moved
capacity outside China? What is the most important
reason for moving capacity outside China?

fEE B =4, SRR AR W i E SRS RS aL  RE?
o3 A PE 1) R SIS T e i R B R AT 49

No (not planning to move)

& (RBEITES)

o - No (but planning to move) Yes & N

-7 & (BiRmRsES) N

Rising labor costs

Exiibalo % nsay

Strategic re-prioritization of
other countries

EHHE T HMERD
oty
Top two reasons

remain the
same from
2016; regulatory
challenges has
risen from the
fifth reason to
the third.

IR N RES

2016 FIHEER
HE. &R
MEBRMUTFTESS

Regulatory challenges
in China

FPEREER@R

Less attractive local
demand in China

FRE SRR Z NG

Lack of competitiveness vs.
local competitors

SRMREEWFRLERZRSEN

Industry overcapacity
UL =iz




If you answered “yes” or “plan to move,” to which regions have you moved or do you plan to move
capacity? Please select all that apply.

WARERE RT BE AR, StA R TR MR X R RS U RE TS BT A O T T

Developed
Africa & Asia
Middle East v TN & IRER

JEMF R X
4% 20%

Developing
Asia

TN A B+
ERMMX

50%

Notes: 102 respondents answered this question; Q25c is only asked of respondents who answered “Yes" or “No, but
planning to move”in Q25a; “Developed Asia” includes Korea, Japan, Taiwan, Australia, etc; “Developing Asia” includes
India, Vietnam, Thailand, Indonesia, Malaysia, etc.

A 102 (IRIHERIE T XA, A 25¢ REITERIA 252 BEiF ‘BT sE 5, BAIL BRIHE.
WNREERMMX” SFHE. B4, FESE. BAFNTSE;, “TWHNRERFERMMX” SFNE.
M. ZRE. e, BRAELS.



HR Challenges A 7355 Hk &%

Difficulty terminating employees emerges as a top-three HR
chaHengebehhujcoﬁsofwagesandsocmlbeneﬂm

MELUEHR 53 TR %6 = APk, HMMA AR RIKEEH = LK
*D?izﬂmﬂﬂzztiiﬂl]

Rising salary and wage expenses continue to be the top HR KEFE, RN KB AIEEAN
challenges this year. However, terminating employees is not only HEBEIK R y&Lj\gﬁp@mIZ‘{y%%:
the third-ranked HR challenge but also the top regulatory concern K ANFTEEN S, TR 5BEEBEENE

relating to management.

EE2NRER,

Please select your top three human resources challenges.

T B2y ) H R G R =R T BT IRPkR .

Difficulty attracting skilled
executive/managerial staff

MUK I ZRFENSE /| EEAR
46%

Difficulty attracting skilled
executive/managerial staff Difficulty terminating employees
HLURS | EREE NS | EEAR EUEHERT
33% 28%



Which of the following factors is a significant challenge to your organization’s ability to recruit
and retain talent to work in China? Please select all that apply.

BL2 Rl RET FRHS A B HEAEAR AR B3 B LT WL PR 3R 3 0 ?

® Environmental factors Market factors

bZ3: 3PS ES [EZIESES

58% 55%
36% 34%
5%
Poor air quality High cost of Domestic Slowing growth in  Food/water safety  Internet/media Other
SEHEEE living competitors more  China’s economy concern censorship Hith
EERETE attractive PEZFEKKE B/ KR2HE EER/BEED
ERNRSENF
RSl ]

What are the top three labor-related regulations/areas that your company is most
concerned with in managing employee relations?

B2 ARG B G 05K AR R SG TEME =5 T 19 55 3 i L

Employee termination regulations
RITEHRIE

Additional cost/burden due to mandated provision of
social insurance for foreign employees

SREIIMER THMLRMAEREINER [ B

Impact of hukou policies

F OBERRI R0

Changing retirement/pension regulations

BAR / FFEMER LR

Lack of unified social security system

TR DG —BITH R

Dispatch labor policies

FElER R

Establishment of unions or work councils

KRB AERRBNRIL

Providing insurance for foreign employees

FIINE R TR MR IE

Other
Hith

38%

33%

33%

21%

19%

7%



Section lll =%

The age of adaptation
VA2

How US companies are learning to live with the
new normal

Most member companies remain committed to their operations in China and plan to take advantage
of the rising spending power of China’s growing middle class. In addition to growing core products,
services, and customer segments, members say they will also prioritize organic growth by venturing
into new markets, introducing new products, and targeting new customer segments. Cost reduction
has also emerged as an important goal for members in response to China’s slowing economy.
Companies almost unanimously agree that innovation is increasingly important for success in the
Chinese market, despite issues such as higher risks of intellectual property leakage and increased
restrictiveness of policies on data security.

BREZBZRABWNARTHEDD, HUAAEERFETHEMRETESEE .
ZREWFR, BFTERZO~ @ RSMELADBEK, KESHENFL ST, HEHH~m.
WEMBBEFZEFADSFELARIE K. EXNPELFHIEKNIEX—5S, BRAEAERNZRAE
WH—PNEEB TR REFEFERIRFICHE XK S, SR 2BXBEREA ™ &F R, B-,
A LF—BOAN R EE A SR KANE R,



Growth Opportunities &K S

Respondents still see growth opportunities in rising domestic demand
and the expanding middle class

S EWABIANRNER BRI KT ERT KE®REIE K=

Which of the following are important opportunities for your China business?

LTS W 475 i RE A 8 A FE A 551 A T R HLaE 2

Technology & Services Consumer Industrial &
Other R&D Resources

22220 SEEE 2|
SR SEAFR T AR5 Tk AL TR T

Globalization of Chinese
companies and increased
outbound investment

HEAT IR
BIMRAEK

71%

Urbanization and Urbanization and

continued support for continued support for
infrastructure investments infrastructure investments
IR FIXS BRI 5 IR FIRS BRI 5
KRN KRN S

38% 44%

Digital technologies, Digital technologies, Addressing environmental
including e-commerce including e-commerce challenges/environmental
and “Internet +” and “Internet +” protection
HERA, DIERE HFRA, Enn [N
30 BB e RRIFGIREL [ TR ER
37% 34% 43%
While members expect relatively modest overall economic growth, BREAPIINTREEFIE KB ER, HHAR
they do see growth opportunities in specific areas. Those in EFSEEEEENIE KNS, RANMEMALR

Technology and R&D-intensive industries, in Services industries, and ERT . RETY, EEETVASET R

even in Industrial & Resources industries all cite the growing and AV ER IR = B RS AR SR T B =

increasingly affluent middle class as a key opportunity. Members also LB AEEEMT R (DERTES) 24
cite digital technologies, including e-commerce, as opportunities for =2 w7 A=

L[|y 22 4R A A
their China business. FASEEIE.



Technology and Consumer

How much do you estimate your company will increase :
investment in China operations for 2017? sectors expected to Increase

BSAE LT 2017 475545 il 2 fE b B I % A e 5 9 investment more than other

industries
® >50% 21-50% 11-20% 1-10% @ No investment expansion planned N - _ N o
R Aot BRI TR AR

futE T HAT

. 2% 2%
e % 3%
17%
80% 24%
18% 17%
60% -
45% 35%
38% 37%
40%
20%
| ﬂ
O -
Technology Services Consumer Industrial &
and Other R&D BB Tl Syl Resources
RAMEM Tl ANRIRI T
BRITIL

Coastal areas, especially

Which provincial-level areas are your top priorities for Bei J in g Shan gh ai. and
investment? Pick your top three from the list. ’ o

Guangdong, are prioritized

WA 8 G DX A2 53 2 Rl BEBE d A 2 ARk 3 A, i
for investment; larger

employers also invest
in the West

HEHXERAER, 55!
IR, LBMI &, Kb
At PRERHE X 25

0-5% 6-10% 11-20% O 21-30% ® =30%



For 2017, companies say they are focused primarily on growing the
core, adding new offerings, and finding new customers; more than half
are prioritizing cost cutting

ZREWERTR 2017 FREBHEMZOWSBRK, L @RS U I3
BEF; BEFHRE RS DR

Which of the following most accurately describe your primary business objectives in China for
2017? Please select your top three objectives.

AT W6 28 12 35 i B 3t 38 1 5323 W) 2017 ARAE R I E 2RIk B AR? TR IE 3 AN iR B 2Rl B A7,

® Organic growth ® Cost reduction Other objectives 2016 survey levels
B K (3 (RI2% Hih B4R 2016 FREELER

Grow core business (e.g., with current
products, services, customer segments) 77%

KMz SSRIE K
(R BAMEFm. RS BFRHAS)

90% of respondents will prioritize
organic growth by launching new
products/services, targeting new
customer segments, or entering new
businesses (vs. 78% last year)

90% BIZIHE SR BT HE KT~ fm el
AR5, BUEMHBBEAnE P A0 R
WEKMENIBK (EFF: 78%)

Grow by launching new products
or services

I T SRS SEEUE K

58%

Grow by targeting new
customer segments

B PEME P A LI K

57%

Reduce operating costs and improve
efficiency (e.g., headcount reductions, 5
consolidation of facilities) 43%
REEMAFIREBE

(WA B35, RHEES)

54% of respondents will prioritize
cost reduction by reducing operating
costs/improving efficiency or reducing
Enter new businesses (e.g., vertical 26% procurement and/or supply chain costs
integration, adjacencies) ©
(vs. 43% last year)

FEMlS WEEES. HiEls)

54% BZIpERIFBI R REEMNE / 12
DR FHRRIEAN / R 5 AEY TS
Reduce procurement and/or 18% RIEEMA (B4 43%)

supply chain costs

PEARCSRIGA / SRR HERL A

Grow through acquisitions, By a wide margin, member companies say that their primary objective in
joint ventures, or other bUSi?]§SS 17% 2017 is to grow their core businesses, which is similar to last year's survey
partnerships

result. However, the number of companies saying that reducing operating
costs and improving efficiency is a top priority rose sharply, from 43% of
respondents in 2015 to 54% in 2016.

‘I, ERARH
HAthE S ERIIB K

Retreat from China market 2% S5 F—FEMNREEREM KEBHaREWFRT 2017 FHEEF
REFETG TRtz O SSSEIMIB K, 7AT, BB MARREEMAHR

BRHERNZIHEW LM 2015 FA9 43% BINF] 2016 FHI 54%.



Innovation and IPR 8l ¥rF0 %08 =%

How important is innovation in China to your company’s

future growth in China?

A2 HP [ T J A 51 2 BUR AR AESE ML S5 0 KA 2 22

AmCham China member
companies believe
innovation is increasingly
important to future growth
in China

AL =2 N

PEEXEF=ZREWINA
BRI ERRIE SR SS1IE K

100%

80% -

48%

60% -

40% —

20% —

2015

A common response to slowing economic growth among AmCham  EIXHER 58RI
China member companies is to double down on innovation to gain
competitive advantage and generate above-average sales. This year,
more than 90% of respondents said that innovation is an important

or top priority.

EHEMES.

How does your company’s adoption of digital technologies
in China compare to your company’s adoption of digital
technologies in other markets globally?

By AMESER BT BAR S AL A RR AT R 87 B B n gy

China is more advanced
than most markets

PEMSETFASHETH

China is our leading-
edge digital market
PEERINEIAE
Fhiip

China is on par with 45%

other markets

FEFMEMTHZEE China is behind

other markets

HPERGETAMTY

® Not at all important
REREE

Important
BE

® Top three priority
=XRESZ—

@ Top priority
HEES

44%

2016
, PEXERZERG I EEEIINA

IFRAN A RNRERSMBEHLNS T FHIKFHEE
WNe FFE, 81 90% MZRITTIVERREIFHESEEN

About 37% of members
see China as more
advanced than other
markets in adoption of
digital technologies
KL 37% N=REAIAA
FEEXBASFRATA
T THMNG



Consumer industry members are most likely to view China
as their leading-edge digital market

HERITIAIZ R &S PR HEL AR

By Sector 1Tk

AT T

How does your company’s adoption of digital technologies in China compare
to your company’s adoption of digital technologies in other markets globally?

B2 AESE R BT BR 5 AE A BRI T 3% R 87 H AR A B ey 2

100% - ® Chinais behind other
20% 19% 19% 18% markets

FESRETHEMTS

80% —
China is on par with other
markets
REFMEMTZES

60% 44%, 449, 39% T R

55% China is more advanced

than most markets

oo REET A S M

23% ® Chinais our leading-edge
24%, digital market
20% 29% FEZRINSIEHFTT
5 24%
_ mm =
o | 3% |
Technology Services Consumer Industrial &
and Other R&D BB YTl Resources
BEARTE A Tl AZEIRIT
HRITIL

While companies say they want to innovate, their efforts are at times
impeded by significant obstacles. In addition to concerns over intellectual
property protection, companies worry about finding employees who can

drive innovation and about security measures that restrict how they use
data. Companies also feel that standards-setting is an issue and that local
innovation policies discriminate against foreign-invested companies.

BAGWRTHEFRCHN, BERENNSHNEEIREKE
B BRTANRFAURIE, EWIIB 0GR DO AT LUK PRI
1 ERHEN T 2, EIANITEREBR— Mo, &

HBIFTEER X BN A R,

Insufficient IP protection, insufficient talent, and
restrictive policies on data security remain top
barriers to innovation

MIRFIURIPAEAR R AT BZURBIER 2RVRHIE
BURINAR O E ImBY & KFERS




What barriers, if any, are preventing you from increasing innovation in China? (Select all that apply.)

AR L B B Ak Bt 2% RIENAEAR QBT BEN 2 T B BT Al 10

Lack of sufficient IP protection

HIRFRRIPNERS

Insufficient talent

RO AA

Increased restrictiveness of
data security-related policies

AR REIEIER £EREBER
Requirements to comply with unique

China standards and/or the inability to
participate in the standard-setting process

FENAMSNTERER / X
Z25EFIEMERNEE

Indigenous innovation policies that discriminate
against foreign-invested enterprises

B EeUMBERER IR

Restrictive licensing requirements

PO ATER

Increased restrictiveness in localization policies

R R B A (LR

IP localization requirements and/or
technology transfer requirements

FNRF A LR | RAILER

Government-directed import substitutions

KR SH#HOEA

Insufficient financial resources
RS

11%

@ Policy-related issues

AR KRR

38%

32%

22%

“Company concerns are more from
the IP and information privacy
perspective, and the government
is looking at this more from the
security perspective. This is the gap.”

2017 China BCS Interview, Senior Country
Manager in the Automotive & Transportation
Vehicles industry

IR AbBYE 0V 2 R EHIR R AN S
fEHAEE, MEFIEMNLERES
[B&, XFLEER."

017 FHEBSHEREEXRD 1, ["ES
EREHTY, PEXSE

>

“Would appreciate more
opportunities for MNCs to join
government-funded or public R&D
projects...we recognize that China
has a lot of R&D talent.”

2017 China BCS Interview, Director of Public
Relations Department in Chemicals industry

‘BELTEELREZNEE ST
RPH LB LZTE... HITARE,F
EBRZHAEANL”

017 FHEBSHEEEXD 1,
HFETI, AXEEH



Members generally share a mixed attitude toward IP laws and regulations and
are more negative regarding enforcement

58

Trademark/brand protection effectiveness
declined from 2016 survey (~62%)

5 2016 FIHELERMALL (~62%),
BT / aeh@ RIPAYAE RIE B PR,

Rate China’s IPR laws and regulations
across the following categories:

DA e v, R0 Ak A TR R A7 P 2
00 -
80%
60%
40%

20% -

Patents  Copyright Trademark  Trade

EF ERAY /brand secrets
protection gy 2%
AT | AR

E 2R WRNRFRCEREZMISEA—, WHITHERATN ENRE

Trade secret enforcement effectiveness
declined from 2016 survey (~40%)
52016 FRELERMBLL (~40%),

AN BT B PR R

Rate the effectiveness of China’s
enforcement of IPR laws and regulations.

DA s v, iR Uk R LA A TR 2

100% -

80% -

60%

40% -

20% -

@ Very ineffective
FEETLHK

® Ineffective
TR

©® Effective
B

@ Very effective
FEEN

Patents  Copyright Trademark  Trade
EF ERAY /brand secrets
protection  zg\y 2%
IR | AR

In the last five years, China’s enforcement of IPR has:

AR, o AR A A L AT 5 1 -

100% -

80% -

60%

40% -

20% -

2014

2015 2016

@ Deteriorated
&AL

® Improved
&

This year, survey respondents had mixed
opinions of China's IP laws and regulations.
Many respondents remain unsatisfied with
the enforcement of IP but are slightly less
critical of the laws themselves. Still, the share
of respondents who say IP enforcement has
improved in the previous five years rose to
95% in 2016, from 86% in 2014.

2016 &, ZHEWIFREFLRFEGE
FEEMNESER— RBEZIHEWITA
IRFERIBUE AT HER, B
A 5P HOTRS R R AR
PEBREL A REBEEEMIEDN
Sipl S EEM E—FERY 86% 120

% 95%



Over 50% of member companies believe IP leakage and data
security threats are still higher in China than elsewhere

BT 50% B=REAWANFEERNR AU ENSIERT 2 B L EE MK ER

To what degree do the following IT/data security/Internet-related issues negatively affect your
company’s competitiveness and operations in China?

UTEREAR / Bidk s / BRI RIER 52 AfEETESE s A 2 KAFIR w2

100% 7 3 ® Notatall
R
23% !
80% 41% Somewhat

Jﬂ:E,u
38% 4% .. nl
xtremely
60% - e 50% EInRA
44%
40% 7 42%
2% 50%
20% 40% 37% 33%
0
Slow cross-  Inability to access  Data security Internet Data localization Other regulations
border Internet  or use certain /IP leakage censorship requirements related to data
speeds onlinetools  wugwe /M ERMEZHE REAHKER SHEGXN
BIEIRINNLE TGRSR IR ER HAEM
RE2 R4 TH
Members have significant concerns about technology-
In your experience, are the risks of IP leakage and related issugs such as slow Internet speeds, inability to
IT/data security threats in China greater than or access certain online tools, data security, and IP leakage.

When comparing China with other markets in which they
operate, more than half of member companies say that IP
leakage risks or data security threats are greater in China.

smaller than the risks in other geographies that

your company operates in?

MBI, SHMAMXEEML, RAFEERE

FF'ﬁﬁﬁ“’ﬁ?ﬂ"]%ﬂiﬂf"ﬂ?ﬂ@fﬂh,u‘&*ikﬁfﬁﬁré?&ﬁ% P T =RAEWIERELSRABXNGEE, 0 MR, T

WRILREN? AERREELATER, JRRSNMRFACHE, B
THEHNR RPN ELEFIRACE ENSIER S

% 2% 2% EZHJJ\HS?‘H?@JLQQZﬁi&[EkO

® Risk is smaller in
China

EHRE XL/
46% 45% Comparable
BEAEY
® Risk is greater in
China
EFREXEKR

100% -

80% - 36%

60%

40% -

20% —

2014 2015 2016



HR Priorities A& EES

Talent acquisition and training remain top priorities
® for most companies in 2017

2017 FRZH W EBESEZRENEZIAL

Among respondents, there is one clear HR priority: finding, hiring, and onboarding the right
talent to drive success in China. A distant second was developing talent.

REDZINEVERRANERNERNTH. BESENATEEZEENR, MM
IV SESMY), HEEMnne THAS UM ARRI AR,

What is your organization’s top human resource priority for 2017 in China?

2017 4B oy wlAE P IE N T BEIR ¥ AR5 AT 4.2

2016 survey levels
2016 FRELER

Finding, hiring, and onboarding
the right talent 42%
BEAZTHIF K. BEMER

Developing people 21%
AR AR

Structuring to meet business needs 13%

RIS BRHITEAR Top three are

the same across

sectors and

Aligning the organization 7% company sizes
HERPLALR AR —E

EZNMTUAARE
MR F =
Managing employee AEE
engagement 7% SR
BER TR E

Rewarding people appropriately 4%,
EYREIA A

Downsizing organization size and scope 3%
g8/ AR AUERI L S5 5E R

Embedding cultural change 3%
BRXHEE




Non-native mainland Chinese top

(country) management

Hh ] XA B AR v R Bt A\ B o L

More than two-thirds of
companies have a high

percentage of native
Chinese in top management;

half say that 25% of top

100% -
® >75%
9 12%
14% > AFZETF 75%
0. [ 8% .
80% 10% [ ® 50to <75%
9% ) 10% 50% Z 75% =z [al
T 25 to <50%
60% - 25% = 50% 2]
0to <25%
40% - 0 = 25% Zial
66% 70%
20% —
0
2014 2016

Member companies continue
to localize management,
with the proportion of
companies saying that more
than three-quarters of senior
management are native
Chinese. This percentage rose
to 70% in 2016 from 66% in
2014. 55% of respondents say
that more than 25% of top
management roles are filled
by women compared with
14% globally.

=AM R R ST E TR A
1, e8I =K
BREEARRAMET
BEMNE SEEM 2014 F
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RRLZEEBREEAR
Rz d 25%, Bz,
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Female top (country) management
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0to <25%
0 F 25% 28]
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275%
RFET 5%
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managers are women
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BEEEARFZEDE 25%

In China, women
represent ~17% of senior
management, on par
with the US (~16%) and
higher than the global
average (~14%); but
women represent only
~9% of board members,
significantly lower than
the US (~17%) and
global average (~15%).
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Corporate Social Responsibilities £t &5

Nine in 10 members contribute to corporate
social responsibility, primarily through
volunteer groups and donations

THZNANZREVEITEIHRSTE EANE
BERERRSREALRNZEERY

Through which of the following ways does your company
contribute to corporate social responsibility? Please select
all that apply.

Bt Ll R 7y B AT A S UR? IR TR W

Not active
N

Contribute to corporate
social responsibility

BiITElHtEsR

70%
59% 58%

More than 90% of AmCham China member
companies say they engage in some form of
corporate social responsibility. Most often,
they do so by supporting employee volunteer
groups and making charitable donations—
both cash and in kind. The most popular
causes include environmental issues and
poverty relief as well as technology and
innovation.

B 90% M= RN RNEIT R
IHERE, AEIRRTERE
PRNEERE MW WA ET.
AR FOTIRERL., K8 LU AR
BT

Charitable
donations
(in kind)

HER (34)

Employee
volunteer groups

RITEREAR

Charitable
donations (cash)

HERY Us)

Other
Hith

Time off for
volunteers

BRERR




Environmental issues, poverty relief, and
technology & innovation are areas that
companies support the most

Tl 2 i Z RV IS B FE IR 1R )
R LUK ARl

In what areas is your company currently most active in supporting? Please select the
top three.

MR L UL Bt 23 W H RTBUR S R0 ? B A 3 I,

Environmental issues
FRiEioR

Poverty relief

B2 33%

Technology and innovation

HEARFIQI L

Primary and secondary education
MENREHE

w

]|

1%

Health/Medical

e /B 23%

Economic development

[v)
GHREE 20%

Higher education

- 19%
BEHE °

Entrepreneurship

Bl 14%

Cross-cultural exchange programs
B mmeE



Section IV 045

y Perspectives

BRI

A growing majority of AmCham China members report that a strong bilateral relationship between the
US and China is critical to the growth of their businesses. This is true across sectors, but respondents

in Technology and Other R&D-intensive industries report the greatest impact. When asked what
changes in policy would encourage increased investment levels in China, improving the transparency,
predictability, and fairness of regulatory enforcement was selected as having the greatest impact.

REHNPFEREFEATWIANREFNFERNAXREZNETEWVSEREXEE, MEERTT
BAAFHM BBV EFUTIE S, NERAMAMARBERTINZREV RTINS
Ro TEMIBIIRENArEMERESS B A A IR INTE LRI R R, BIIANIRSPEEEFIRIBERE.
BIFTINME LU A B RM8R Ko



Bilateral Relations i1k %

How important are positive bilateral relations between
China and the US to your business growth in China?

BLEFRY S0 C R St o Rl AE AL S5 KA 2 R

) 2% 1%
100% 7 m‘“"“’::m @ Not at all important
"""" TEFEE
80% - 28% 23% [ ] g_o%i;portant
T Somewhat important
60% hHREE
@ Very important
h
40% FHEE
® Extremely important
RNEE
20% 40%
31%
0
2015 2016

By Sector %17

How important are positive bilateral relations between
China and the US to your business growth in China?

R S0 R A Bt A R AESRL S5 K 2 59

Most members believe
that positive bilateral
relations between China
and the US are critical to
their business

KEHE RN BT
N R BT S
KExED

This year, 72% of respondents said that

a positive bilateral relationship between
the US and Chinais critical to their
business success in China, a jump from
64% in 2015. Only 6% of respondents

said that the bilateral relationship was

not important to their business. Member
companies in Technology and Other R&D-
intensive industries place the highest
levels of importance on a positive bilateral
relationship.
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LREE
40% 7 © Very important
FEEE
20% 38% ® Extremely important
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Yet more than 80% of
member companies
believe bilateral relations
will stay the same if not
deteriorate

REZREAIAATAX Z
REZ, BT 80% NER
EAIANEREDEHAIE
T, BOAREZR RS TR

What is your outlook on bilateral relations between China
and the US for 2017?

BHNA 2017 4Fp SEBGL K F W R An T ?

Will deteriorate
BaEL

Will stay about 50% .
the same Will improve
Ra®RERRK BaE

While member companies believe more strongly than ever in the importance of the
bilateral relationship, few seem to expect the relationship to improve. About half
expect the relationship to stay the same, and one-third expect that it will deteriorate.
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Policy and Enforcement S 1T

Improved regulatory transparency is likely to have the greatest impact
- on member investments in China

BEEPEN AR LI ER AT TR BA

Please rate how significant of an impact the following changes to the policy
environment would have on increasing your company’s investment levels in China.

VLT BOR R BEAE AR 5t 23 RAESE T X SE B BTKF A % K7

@ Not at all significant @ Not significant Somewhat significant Very significant @ Extremely significant
TERETM HIFRE IR R FIMEE IR EE

4%
Increasing the transparency, predictability, and
fairness of the regulatory environment

RETERERIERE. TRUEURATY

30% 29% 27%

I

Limiting the use of industrial
policies that create barriers 10%  18% 32% 23% 17%
PRI S HIEEE 2 AT BER

Allowing us to enter business or product
segments that are currently restricted 14% 21% 25% 20% 20%

SVFHN B BT PREVHT L S5 8 A )

Providing recourse for unfair
treatment of your investments 31% 32% 18% )

ARBRNFRAFRIER G IFE

Allowing us to take increased control of our China
operations/reduce the need for a local business
partner or joint venture 20% 26% 29% 14% RAREA)

AFEATNEY B &P E ST /R DENS
BN EFRRZI AR RTMER

Allowing us to make strategic acquisitions

14% 30% 15% | k)
SFTESRELT SRR ° ° °

Reducing the need for us to
engage in technology transfer

HOBRARERILNEE

27% 10% [

The most effective measure that China could take to encourage EEHTPEEERSSRABWEEHRTER, BEaW

investment by AmCham China member companies would Bz 242 S chE IS S IR IEMNERRE. BT LU
be to improve the transparency, predictability, and fairness of N, R B EEE R R BT L B R INE
regulation. Companies would also like China to limit industrial A EISEE 28975,

policies that create barriers to foreign players.



Amcham China
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About AmCham China

The American Chamber of Commerce in the People’s Republic of China is a non-profit, non-
governmental organization whose membership comprises more than 3,300 individuals from

900 companies operating across China. The chamber’s nationwide mission is to help American
companies succeed in China through advocacy, information, networking and business support
services. AmCham China is the only officially recognized chamber of commerce representing
American business in mainland China. With offices in Beijing, Tianjin, Dalian, Shenyang and Wuhan,
AmCham China has more than 50 working groups, and holds more than 250 events each year.

For more information, visit: www.amchamchina.org

BAIN & COMPANY (¥

N A /N )

Sharved Ambition, Truwe Resullc

Bain & Company is the management consulting firm that the world’s business leaders come
to when they want results.

Bain advises clients on strategy, operations, technology, organization, private equity and mergers
and acquisitions. We develop practical, customized insights that clients act on and transfer skills that
make change stick. Founded in 1973, Bain has 54 offices in 34 countries, and our deep expertise

and client roster cross every industry and economic sector. Our clients have outperformed the stock
market 4 to 1.

What sets us apart

We believe a consulting firm should be more than an adviser. So we put ourselves in our clients’
shoes, selling outcomes, not projects. We align our incentives with our clients' by linking our fees

to their results and collaborate to unlock the full potential of their business. Our Results Delivery®
process builds our clients’ capabilities, and our True North values mean we do the right thing for our
clients, people and communities—always.

Bain in Greater China

Bain was the first strategic consulting firm to set up an office in Beijing in 1993. Since then Bain has
worked with both multinationals and local clients across more than 30 industries. We have served
our clients in more than 40 cities in China and now have three office in the Greater China region,
covering Beijing, Shanghai and Hong Kong.






This report can be downloaded at www.amchamchina.org/policy-advocacy/business-climate-survey
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AmCham China
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The American Chamber of Commerce
in the People's Republic of China

HEEERS

The Office Park, Tower AB, 6" Floor,

No. 10 Jintongxi Road, Chaoyang District,
Beijing, 100020, the People's Republic of China
Tel: (8610) 8519-0800

Fax: (8610) 8519-0899

Website: www.amchamchina.org

Headquartered in Beijing with Chapters
in Tianjin, Central China (Wuhan),
Northeast China (Dalian, Shenyang)
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