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Chairman's Message

2019 marked the 100" anniversary of the American Chamber of Commerce in the People’s Republic of China
(AmCham China). Despite a very challenging year in US-China relations, the anniversary allowed us to reflect with
a broader perspective on the critical role of our organization and the renewed importance of our place in the US-
China relationship. The United States’ and China’s place in the world are such that the relative health of the US-
China relationship has a direct, profound impact on global peace and prosperity.

It is against this backdrop —and roughly 24 months of bilateral tariffs and trade tensions — that we conducted the
22" annual China Business Climate Survey (BCS). The results of this survey, as outlined in the following pages of
this report, reveal the views, perceptions and issues of concern of American companies operating in, or trading
with, China. Some highlights of this year’s report include that:

e 2019 was a challenging year both for growth and profitability;

e Companies generally hold pessimistic views toward market growth and future investment plans;
e Uncertainty in the US-China relationship remains a top concern for American business;

e Regulatory challenges remain, but the overall requlatory environment has improved;

e China remains a top priority for members.

It should be noted that the survey was conducted prior to the signing of the Phase One trade deal and the
COVID-19 outbreak. The data within this report therefore do not reflect member reactions to either of these two
events; rather, the data captures the overall sentiment of American business in China near the close of 2019. With
both these new opportunities and challenges, AmCham China is working both to follow up on the Phase One deal,
provide recommendations for future Phase Two negotiations and facilitate COVID-1g relief efforts.

For decades, AmCham China has worked with both the US and China governments to proactively seek areas of
common interest and build trust on both sides. As we face new uncertainties, AmCham China will continue to work
with the business community and both governments to navigate and address this unfolding situation. We will
embrace the mission of driving: US-China Cooperation, The Next Hundred Years.

The fight against COVID-19, ongoing bilateral negotiations and a slowing Chinese economy make for challenging
business conditions. During this challenging time, foreign businesses will have to be versatile and resilient, and
keep long-term plans in mind. AmCham China will be with our member companies every step of the way.

2020 will be a critical year for businesses and policy makers, and will likely also significantly impact the trajectory
of US-China relations. It is our hope that the BCS results will spark open and candid dialogue between both sides as
we continue to advocate for a fair and open business environment and new momentum to drive economic reform
measures that will benefit American company investments here and, most importantly, the broader Chinese
economy.

Greg Gilligan
Chairman, AmCham China
March 2020
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Executive Summary

China’s economic growth continued to slow in 2019, officially declining to 6.1% —the
slowest growth rate in nearly three decades. While data from this year’s report reflects

this downward trend, it also highlights many areas in which the investment environment
has improved. Conducted in late 2019, the survey data upon which this report is based
details the experiences of foreign companies in China in 2019 and highlights their outlook
for 2020 and beyond. Though the Phase One trade deal had not yet been signed and none
were anticipating the need to cope with the impact of COVID-19, the challenges and hopes
reflected in this survey remain salient for both policymakers and business executives as they
adjust their 2020 strategies. Indeed, with the signing of the Phase One trade deal earlier
this year and a hopeful pause in the tit-for-tat tariffs that have defined much of the past 18
months, members started 2020 with an increasingly hopeful outlook that additional reform

and market opening measures will continue to unfold.

Despite financial hits and investment caution, China remains a key priority for member

companies

Members have reported continual declines in revenue and profitability over the past two
years. In 2019, 21% of members saw a drop in revenues, compared with only 7% reporting
decreased revenue in 2017. (See chart 1 below) Additionally, the proportion of members
describing their financial performance as “profitable” has dropped from 73% in 2017 to

61% in 2019 — the lowest percentage to report profitability since we first began asking this
question almost two decades ago. EBIT (Earnings Before Interest and Tax) margins for many
companies declined as well, especially for those in the Resources & Industrial (R&I) and

@ How does the estimated 2019 revenue of your China operations
compare with 2018 results?

2019 FRARELISHNEEWATITS 2018 FHELLHEZEWL?
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Service sectors. "Deteriorating industry conditions” ranked as the top driver of declining EBIT
margins, followed by “slowing business growth” and “deteriorating US-China relations.”

Stagnating economic growth and continued uncertainty in US-China relations were also
cited as key reasons behind a growing number of companies saying they have a pessimistic
outlook toward their industries’ market growth and China investment plans. (See chart 2 to
the right) Nearly one-in-four companies — and over 40% in the R&I sector — do not expect
their markets to grow in 2020. In contrast, Consumer and Services sectors displayed greater
optimism in their outlook on market growth, as China’s consumer market is likely to remain
buoyant due to anticipated growth in the number of middle-income households. In this year’s
report, 37% of members, the largest proportion since 2013, say they are delaying additional
investments in 2020, or are even looking to reduce their investment footprint. Nearly one-
third of members report bilateral uncertainties as a key reason for doing so.

That said, China remains a top priority for most of our members and 50% say the investment
environment is improving. (See chart 3 to the right) A variety of concrete actions taken in
2019, including release of the Foreign Investment Law, Guiding Opinions on Optimizing the
Business Environment, and reforms in the financial services sector, have boosted members’
confidence in the Chinese government’s commitment to further open China’s market to
foreign investment. Furthermore, a higher proportion of foreign businesses say they felt
more welcome in China in 2019, despite ongoing turbulence in the bilateral relationship.
Sixty-three percent of members believe foreign companies in their industry are treated
equally or preferentially in comparison with local companies, up by seven percentage points
from last year. More than half of the respondents from the Technology sector, however,

say they are treated unfairly. Despite efforts by the Chinese government in 2019 to open its
markets in some particular industries, market access barriers remain. More than half of our
members say they would increase investments in China if markets were to open on a par with
the US.

While longstanding operational and regulatory challenges in some areas have seen
improvements, bilateral tensions remain a major source of uncertainty

Some longstanding concerns, including the protection of intellectual property rights

(IPR), continued to see improvements in 2019. Some 69% of members agree that China's
enforcement of IPR has improved in the last five years, an increase of 10 percentage points
from 2018. (See chart 4 to the right) Nearly half of members say they share the same amount
of proprietary knowledge with their Chinese partners as elsewhere, while one-quarter do

not share any proprietary information with business partners and clients in China. Of those
who do share such information, a majority say their decision to do so is a voluntary business
decision.

In order to better understand the nature of certain practical impediments to business
operations, questions regarding capital controls, Party cell requirements and implications of
the impending corporate social credit system (SCS) were newly added to this year’s survey.
With respect to these impediments, 79% of respondents say it is more difficult to remit
funds out of China as compared with other major markets in which they operate. Over half
of respondents say they have been required to establish Party cells within their company,
though only 7% report a negative impact from having to do so. Regarding the SCS, which

is expected to become fully operational by the end of 2020, about one-third of member
companies believe there is not yet sufficient data to form an opinion as to whether or not

it will have a negative impact on business operations. That said, 40% view the SCS as a
positive development, either due to the belief that it will help to level the playing field, or
limit the market access of bad actors while granting greater market access to those who are
compliant, among other reasons.



© How would you describe your two-year business outlook in China on the following aspects?
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While the signing of the Phase One trade deal has cooled bilateral trade tensions, it was
unclear at the time this survey was conducted on what timeline any type of agreement would
actually come to fruition. Regardless, member views about the importance of the bilateral
relationship and the impact of the trade tensions over the past 18 months remain equally
relevant. Indeed, members say the US-China relationship continues to have a significant
impact on their business operations and strategy. Respondents say that bilateral tariffs have
primarily impacted business operations by decreasing demand and increasing manufacturing
costs. When it comes to business strategy, nearly one-fourth report they have delayed or
cancelled investments as a result.

Certainly, US-China trade tensions have affected firms beyond just the US and China, because
of the global nature of many of our members’ supply chains. Part of this global impact has
come from companies considering or planning to relocate portions of manufacturing and
sourcing outside of China. (See chart 5 below) That said, the decision to relocate outside of
China is not a new phenomenon. We have surveyed our members on this topic for several
years and, interestingly, the proportion of those saying they have started or are considering
the process of relocating manufacturing is slowly decreasing. Still, nearly one-fifth of
respondents have moved or are considering moving their capacity outside of China, primarily
due to an uncertain policy environment, rising costs and US tariffs on products exported from
China.

© Is your company considering, or has it already begun the process of
relocating manufacturing or sourcing outside of China?

RNBREFE, HEEFEORERIEHRBEBEREIN?

2017 2018 2019

® No, we are not considering ® Yes, we are considering @ Yes, we have started the process of

relocating manufacturing relocating but have not relocating manufacturing or sourc-
or sourcing outside of taken active steps to relocate ing outside of China
China manufacturing outside of China 26, RITEEFLGEEHR
F, BIVEBEZRRHIE yet MWFEBEEIS
SRR ERE LU =8, BIEZRER, B
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Implications for business leaders

The pause in the US-China trade frictions and ongoing reforms announced by China signal
clear efforts to improve the business environment, especially in the financial services and
consumer markets. Although China’s economic growth is slowing, its market is expanding
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O 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:

P TFHERIFMET IR AR TR R KEE S AR Very significant @ Extremely significant
FINEE IR EE
Increasing the transparency, predictability and fairness of the regulatory environment
RENEIEEEE, TMURATY 2
Ensuring greater protection of intellectual propert
R e 2
Limiting the use of industrial policies that create barriers
PRI RHhEE 20 VR 2l
Providing recourse for unfair treatment of our investments
NP AT R RI s
Allowing us to enter business or product segments that are currently restricted
R BRI R ST R 2 Il

Allowing us to take increased control of our China operations/reduce the need for a local
business partner or joint venture 12

FAVFINSEXS FRENL SRR / BN Al S BRI H SR L SR R BRIHER

Reducing the need for us to engage in technology transfer

. \ s 7 K
ROBRAEIULNEE
Allowing us to make more acquisitions of companies : B

AVFEREHITEIR S

and its population is both aging and growing in purchasing power. Many member companies
have deep roots in China and broad relocation efforts do not appear to be a significant trend
among a majority of our membership.

While the trade dispute has led to heightened uncertainty and increased the costs of doing
business for some, negotiations have accelerated the reform and market opening process
in China, including improved IP protections and better access to China’s financial services
market. After nearly two years of turbulence, 2020 is likely to be a year of renewed confidence
and opportunity, though uncertainty around the Phase Two negotiations — on many of the
tougher and more deeply rooted challenges in the bilateral relationship — and ongoing
frictions regarding technology and national security, could result in continued uncertainties
and frictions, particularly for those in certain key industries. Furthermore, at the time of this
writing, the full impact of the COVID-19 outbreak remains unknown. While business and the
economy will likely experience a significant shock — with some variance across industries

— early communications indicate that member companies remain committed to the China
market.

Implications for policy makers

Member companies emphasize that the US government can be most supportive of American
business in China by continuing to advocate for a level playing field, prioritizing a “results-
oriented framework for regularized government-to-government communication” and
reducing tariffs on goods exported from China. US policies on export controls and import
restrictions have also had a negative impact on a portion of our members’ operations. (See
chart 7 to the right)

When asked what actions the Chinese government could take to encourage member
companies to increase their China investments, the most commonly cited recommendations
were to: increase the transparency, predictability and fairness of the regulatory environment;
ensure greater protection of IP and limit the use of industrial policies that create barriers. (See
chart 6 above the page)
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@ What top actions can the US government take to help foreign businesses
in China?

EERFTRERILEERITRIRA B LLINE B ?

® 2019 2018

Trade and investment related actions
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US business in China
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Pursue results-oriented framework for regularized
government-to-government communication
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Reduce tariffs on Chinese goods
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Provide more assistance to US companies in China
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Resume negotiations on a high standard Bilateral
Investment Treaty (BIT) that ensures the intended
benefits of the treaty can be reached within China’s
unique market
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Encourage and support more Chinese investment in
the US
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Pursue a new multilateral regional free trade and
investment agreement that includes the US
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Apply investment reciprocity as an approach to
improve market access in China
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Narrow the scope of export controls
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Newly added option
SEFHEER

N

Stricter enforcement of China's existing trade and
investment agreements
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Continue to use tariffs to apply leverage during
ongoing trade negotiations with China
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2020 Survey Methodology 2020 FiA&ES %

The survey for this report was conducted between October 24 and November 25, 2019.
It was sent to 7721 AmCham China member company representatives, of which 372
completed the majority of the questions.

Survey respondents represent large, medium and small-sized enterprises from a broad
range of industries, including many with global operations. Analysis was further broken
down into four sectors: Technology & other R&D-intensive industries, Resources &
Industrial (R&I), Consumer (products and services) and Services. The same methodology
was used as in previous years to ensure consistent analysis.

AIRENEENEN2019F 10 24 HE 11 B 25 H, ABRIBEREE 771
UFs=REWAER, BT 372 KBRS,

25X RPENE IV ARKERTELNR. F NEE, HPRZEAIY
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Note: Chart totals are rounded to the nearest percent.
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Number of Employees

BREE

® Small employers (less than 250)

NEEE (BRDF 250 A)
Large employers (250 to 1,000)
AERE (BFM 250 E 1000 A)

Large employers (1,001 to 2,000)
AEEE (5791001 ZE 2000 A)

Large employers (more than 2,000)
ABEE (BRZTF 2000 A)

Revenue (2019 USD estimate)
TN (2019 &, %E7T)

Less than 10 million

/bF 1000 5

10 to 100 million

1000 FE 112

>100 million to 500 million
KF 11z, IhF512
>500 million to 1 billion
KF 512, 1012
More than 1 billion

%2F 1012

Respondents' position
RIHER

Senior-level country manager

PEXSE

Director of government relations or public
relations department

BRAR | AHXRBE

Director/functional leader of other department
BB S SEREE NS

Other
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Where does your company have a legal presence?
RABERNEZKIRE EREE?

China only
HE

China+US
FREMEE

Global (China+US+Outside China and US)
FE. EEMNEMER /X

China+Outside China and US
FE. ZEMPEUIMIER /X

US only
ESE

US+Outside China
EZEMBFFELSMEMER / X

Outside China and US
FE. EEUMIEMER / #X

Which of the following options most accurately
describes the customers your business primarily
serves with its China operations?

RABNEEIVSTERSWLERR?

® Customers in China

REFHERR

® Both customers in China
and outside of China
RS FHEMEMER /
HXHEF

@ Customers outside of
China

RS FHPELSMIER /
HEHEF

What percentage of your global revenue
is China expected to account for in 2019?

2019 FRATNAELLSELHERS L

ZARLEHI?

<10%
10-<25%
25-<35%

54%

35-<50%

50% or more
%F 50%



What is your production model in China?

RABEENTBEFERAR?

Technology & other R&D-intensive industries
BRAMEAERRITIL

Resources & Industrial TALFIZFT

|
|

Consumer ;& E{TI

Services BRS31TdL

|
|

.

Produce or source goods or services in China for the
China market

HREDGY, FEEFHRMHEmERS

Produce or source goods or services in China for the US
market

HEEDY, FEEFHIRMHRIERS

Produce or source goods or services in China for
markets other than the US or China

iﬂ*%ﬁﬂ%ﬁ’ﬂﬁﬁ%, TR PR M AR
73

Import goods or services into China
HOFRERSEFE

Other

Hith

(15)
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Survey respondents were segmented into four main categories
ZinEFTEIT Ly A

Technology & other R&D-intensive industries

BRAMEMF R 1T
(n=75)

e Aerospace ¢ Agribusiness

fi=Mx Q1
e Healthcare Products (e.g., Pharmaceuticals, Medical ¢ Automotive & Transportation Vehicles

Technology) AEME R

B (lEs. BT ad) ¢ Machinery, Equipment, Systems & Controls
e Technology/telecommunications—Hardware Wi, 185 REHIES

i [ BBI5 () * Oil & Gas/Energy
e Technology/telecommunications—Services Ol & KRS/ 5ER

R [ BBE (BRSS)

¢ Other Industrial (e.g., Chemicals, Mining, Paper &
Packaging)

HMT s (e m. Ko, &5, 8%)

Consumer (products and services) Services
HET ARS51T Ak
(n=93) (n=97)
o Consumer Products * Financial Services (e.g., Banking, Insurance)
THER ERIARSS (W0R1T. RA2)
e Retail and Distribution ¢ Real Estate and Development
SES59H EHFE=RIFF &
e Healthcare Services e Transportation and Logistics
BEITARSS TRSYIR
¢ Education ¢ Investing (e.g., Private Equity, Venture Capital)
8B BH MER. KR
¢ Media and Entertainment ¢ Other Services (e.g., Law, Human Resources, Accounting,
TR S IR Marketing, Advertising and PR, Research, Consulting)

HpRS (&R, ANHR. &it. THEH. 'S

¢ Hospitality and Travel & Leisure N T
praty MA%. BER. &)

BIE. RS KA

Other (n=15)
HithiTdk
e Social & Public Sector/nonprofit (including industry associations)
#He5AHE /FEFNNE (BFTLHS)

e Other (e.g., environmental services, think tanks)

Hith (WIFRARSS. BES)



4

Performance
Snapshot

SRR

®



@

Preface

Nearly two years in, the impact of the US-China trade frictions on our member companies
is increasingly clear. With China's reported GDP growth slowing to 6.1%, an increasing
number of members saw a notable decline in revenue and profitability in 2019. For
example, 21% of respondents saw a drop in 2019 revenues, compared with only 7% in

2017.

Additionally, fewer members reported an increase in EBIT margins of their China
operations in 2019, down 10 percentage points (pp) from 2018. Half of members in
Technology & other R&D-intensive industries reported deteriorating US-China relations
as the primary factor driving down these margins. However, nearly half of member
companies said their China EBIT margins remain comparable with their global margins,
perhaps pointing to an overall decline in margins around the world.

I
MER, TWERZEENE22RUMNEMEAZERE, 2019 £, HEEAK
EE R GDP EKEFREE 6.1%, HREZ M2 R B WIRAFZEF K FEEE .
BlEn, 21% BIZIFEABE 2019 EMWANEFT T, ME 2017 £X—%FX
j‘g 70/00

Itesh, 2019 FEBHAFER EAMEEINEHBEFRL, 2018 FRET

10 MED R, FHEAMEMARITIERAECIRT, AEXAFLTELES

BEMAAERTENETERRA, AM, E—+F*N=REIRFEREIVSHE
AIFERNSELRAEREY, XRIFREKE2KFEREEFH N8



Revenues down, R&l sector experiencing sharpest drop
BV ANE IR 8, TR RITIERRA

How does the estimated 2019 revenue of your China operations
compare with 2018 results?

2019 FRABFLENSHEEWATIS 2018 FHELLEREN?

2014 2015 2016 2017 2018 2019

64
61 58 o2 6
55
® Up
K
© Comparable
(£<2%)
> P
7
12 ® D

The proportion of members
estimating an increase in revenues
decreased by 16 pp from 2018

to 2019 —and dropped 42 pp

from 2017 estimates for the R&l
industry. The overall proportion

of respondents reporting an
expected decline in 2019 revenues
increased by 14 pp, compared with
2017 levels.

2018 €2 2019 Fjg], TN
BRI FEIEEHITRET 16
NEDS, MITHRAEKR
TRz R T L BIER 2017 £
THRT 2 MEDS. B, &%
2017 £, 2019 EFEFIHRANTB
Il 22 EF 14 NED R

&
Technology & other R&D-intensive industries
BRAMEMEARITL

2017

2018

Resources & Industrial TAFIZET I

2017

2018

2019

Consumer j§Z{Tk Services BRSZ1TdL
v
2017 2017 ) 56
2018 2018 11 66
2019 2019 19 46

(19)
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Companies with import-focused production models report increased revenues;
nearly one-fourth of those operating “in China, for China” report declines in

revenue

OB E PRIV RRIRNIB IO ; SREX “EPREANPE" AT

AbeR, Bl 2 —&RmRMN T BE

How does the estimated 2019 revenue of your China operations compare
with 2018 results?

2019 FRABFELUSHEEWATIS 2018 FHELLEREN?

® Up ® Comparable ® Down

K BE &
35
52
46
56
41
27 28
>
27
Produce or source Produce or source  Produce or source goods  Import goods or
goods or services in goods or services orservicesin Chinafor  servicesinto China
China for the China inChinafortheUS  markets otherthanthe  mmE;#O~ oL
market market US or China

fREDS, FEE  HWEREDD, £EE SNPERELNTG,
PR R MRS FREHTRERS  EEEFRRET RRS

More than half of respondents who label their primary production model as
“importing goods or services into China” expected higher revenues in 2019,
compared with 2018. Responses from those with an “in China, for China” model
were more polarized, representing the highest proportion reporting both increases
and declines in revenue among the four production models.

FEUMNENHOBRMRSAZTEZEFRIANZHELF, B FHRMTH
2019 FRIW NGB 2018 Fo BAEXRIR “EHREANTE" ALK
Ziptdd, MRDUARBARL, EOMEFRNF, B UTNIE
MM TN SRS,

®

“There might be a time lag
where companies that import
goods or services in China
frontloaded lots of imports
before tariffs took a big effect.
Some importers were able to
substitute with other goods,
but some goods cannot be
replaced; therefore, even with
other options, they still need to
import certain goods.”

—2020 BCS, Senior Manager in
Resources and Industrial Sector

ERBFEERREMZE,
MERE LISh 3 O s el AR 55 B9
B EEEOT KRB,
XA AZ B 7 — A (a1 B9
miE. BB ORI LU A
BmAEREEMm, BEES
mAERR, Hit, BEEH
e, LM HATEMH
Ho”

—2020 EHERFSHRAFE,
T FAFRTL, BE



Profitability of China operations continues to decrease
el SR A e TR SR T &

How would you characterize your company's financial performance in China in 2019?

2019 ERNAFEENVSHEFIRRINME ?
5
@ Very profitable
KIgEF]
® Profitable
EF
24 21 28
—
1
1

® Loss
SR

I
> I
Break even
16 19 20
=
: 1
2

HE
® Large loss
2014 2015 2016 2017 2018 2019

RIESHR

Members report the lowest levels of profitability since we first began asking this
question 18 years ago. This year, 61% of members described their 2019 financial
performance as “profitable” or “very profitable,” a 12pp drop from 2017. Previously,
the lowest proportion of members reporting profitability was 64%, which was

recorded both in 2005 and 2015.

2019 FHR2RBWHNEFENZRIREFEE LR 18 F LR RMK
Fo 61% NERBWRFEMSERIN “BF” & “KEEFN, X—tb
Bt 2017 FTFRET 12 MBS R IbaT, BFSR W EFHISMKTR
64%, 7RIEHITF 2005 F 2015 F,
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Fewer companies
report an increase

in EBIT margins
compared with 2018;
this decline is most
apparent in the R&l
and Service sectors

5 2018 F48LEL, K

HEHBIAHERE
KA I E B PR
D X—EBEET A
MZRIT AL K2 AR S5

= NEAE

Compared with last year, there
was an 8pp decline in the
number of companies reporting
increased or comparable

EBIT margins for their China
operations. This trend was most
significant in the R&l industry,
where we saw both a jump in
those seeing a decline and a
decrease in those reporting
higher margins. Additionally,
we see a 13pp drop in the
proportion of Service sector
respondents experiencing
higher EBIT margins.

S5EFEME, FEILSER
EIRRINE RS 0N S R = NhIa 2
HEBTET S ITEIR. X
—BBETIMRRTIL S
NEZE, BERERTEHREF
EETENEIVHERE L
7, BBEEREFERIEKH
AR EBEPR TR, o,
AR5 W32 in ok B B AR R
HAERER AL LG TR T
1I3MEDRo

How do the estimated 2019 EBIT (Earnings Before Interest and Tax)
margins of your China operations compare with those of 2018?

RAF) 2019 FELUSHNERAFDRMITS 2018 FLME1FERAELLMRE?

2018

® Up
Bk
® Comparable
(£<2%)
T
® Down
TBE
Technology & other R&D- Resources & Industrial TALF1ZRE{TIL
intensive industries
BARTE AR R T
2018 2019 2018 2019
40 36
|
47 47
13 3
Consumer ;&&{TIL Services fRB1TL
2018 2019 2018 2019
44 38
| 4
44 42




“Overall business growth” and “New or improved products and services” cited as
primary drivers of increased EBIT margins

S SIEKT M 2R BESUHR AR 2
BRBIMERESHNEEXAZR

For those who selected “Up,"” what was the primary driver?
N KT, FRNEHRRZMA?

& 4 ﬂ = ) @ More favorable regulatory environment
17 7 3 BINEFIE M EIFE
21 ® Improved industry conditions (e.g., reductions
37 25 29 in excess capacity
14 FRRRE DR EEd )
Cost reductions
BEAERRLA
@ New orimproved products and services
79 o 7% 5 SHREHEN BHES
59 s & 59 Overall business growth
ISSENIZER8.S
® Other
Hith
>
2018 2019 2018 2019 2018 2019 2018 2019
Technology & other Resources & Consumer Services
R&D-intensive Industrial eIl RETL
industries TAVRIZRTAL
AT E AR &7

While “overall business growth” was the key driver increasing 2019 EBIT margins
across the board, the R&I sector saw a jump in efforts to cut costs, and the
Technology and Services sectors grew margins through “new or improved products
and services.” Consumer sector respondents were the only ones to select “improved
industry conditions” as a driver of margins.

BRT BRI ST FEITI 2019 FE a1 F R E A K8 iR X
AR, TAFFIRITWHEEEKE T E2RE KIBERAA ; AT
MRITL. RsdNEs “efRe#n~aiRs” B8 7 SHaHE
R, HETLNRE-RT LR R EMES BHETFERTTIL,

(23)
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“Deteriorating industry conditions,”“Slowing business growth” and “Deteriorating
US-China relations” cited as top contributors for those reporting decreased EBIT

margins

TTARREB” . B SEETE M REXREL BEMAIFEXRT
B ERIKEHRIZER

For those who selected “"Down,” what was the primary driver?

mEERE TR, TENRDHREZGA?

® Competition from privately owned Chinese

companies
REHERENTS
0 10 0 0 Competition from state-owned enterprises
3 W 13 RETEELHNES
. 3 22 25 ® Deteriorating US-China relations
REXREW
34 il > Less favorable regulatory environment
FRMEEIFR
38 @ Deteriorating industry conditions
TR EN
34 .
22 ) Increase in costs
BN
Technology & other Resources & Consumer Services ® Slowmff”esfgm""th
R&D-intensive Industrial SERITY RS SRV SSIEER TR
industries TR T ® Other
FAFEAMERRIT UL Hith

Half of respondents from Technology & other R&D-intensive industries reported
deteriorating US-China relations as the primary factor driving down EBIT margins.

Nearly half of respondents say their China EBIT margins are comparable with

global margins

2NN FRREFER VSN ERITFERS KA HRES

@2

How do the EBIT margins of your China operations
compare with your company's global margins in 2019?

2019 FRABFLENSHNERAFERS 2K EHA

FERMBLLINfE?

® Lower than global

margins

RF2BkT

v

Comparable @ Higher than global
(£<1%) margins
SR ST EBKTE

49 2

42 2

Although we saw a drop in 2019 revenues and profits

across sectors, 71% report that their China EBIT margins

are comparable or higher than those of their global
operations. This could be a result of stagnant EBIT margins
for businesses around the world and the overall sluggish
global economy. 30% of members reported their China EBIT
margins were lower than the global margins, down from
36% in 2018.

RE 2019 FETEWHEANNFHHILTE, B
1% NI =AdIERR, BHEELSHEREFE
K2R SHERFFEREBLHSTLRENE
FEE, REAATEERE L SHAIFEEFRFH
EREFEMMERLBFEANER. £ 30% %)
ZRBIERT, HEEISHERFFIAEEFLIK
EMEAER, X—HAMRT 2018 F89 36%.

ERAMEMARTUNZIHELH, E—FKT
PEXAZAGUESBERAMFETHENIERR,
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Preface

As China's economic growth continues to slow, nearly one in four companies do not
expect their industry’s market to grow in 2020. Additionally, we see an increase in the
number of members who say they have no plans to make new or plan to decrease existing
investments in 2020 —a trend most apparent in the Services sector. Both the bilateral
uncertainties and expectations of slower growth in China are reported to be the key
contributors to this trend.

However, China remains a top priority for a majority of our members’ near-term global
investment plans. Around half of respondents see significant improvements in China's
investment environment, up 12pp from 2018. Additional improvements to the regulatory
environment, greater IP protection, as well as further limitations to industrial policy are
all cited as key steps that would encourage higher levels of foreign investment.

=2
AY
feERELFISRTLEWE, BMsz—NE R 2020 FETIHHA
SR, I, BELERER 2020 EASHERAN TN BARAEREANER
A HEBEMEN, KEBERSTIRIARARE, BRI EEHERAEE
TR T SRR R BN HETE M AR X R [E 4255 SR TR B AR

onf

RENM, PETHNHARHEAZH A EIWEAEKERITINERZE,
HNEHHNZHEWINATERBFEEELE, th2018FLHT 12 MED R
WERIRNH—FRE. MR FIR BRI LU 3t — 2 BR = L BUR SF 254
AT IRBIIEREKF,



Growth Outlook and Opportunities

KRS HE

Upticks in optimism towards cost competitiveness, profitability potential
and the regulatory environment; significant pessimism remains regarding
competitive pressures and US-China relations

ZREWNAEZSET. BANBENNEENREFFIUNSE ; WRFES
MAREXRDFENSE

How would you describe your two-year business outlook in China on the following aspects?
RABNSEREUT L AENFEEREE?

Domestic
market growth

PEMZIEK

22 14
2 45

LN}

2019 2020

Competitive
pressure

REEN

2019 2020

Cost
competitiveness /
cost levels
BARS [ A
K

2019 2020

Profitability Regulatory US-China
potential environment relations
BB BEFE hEXR
8 1
7
33 2
=i 24 p
21 5 @ Optimistic
! F
E ® Slightly
optimistic
¥ 3 E w8 B BAFI
Neutral

v
® Slightly
Pessimistic
BE AR

@ Pessimistic
AENR

2019 2020 2019 2020 2019 2020

“We are very cautious about any geopolitical

uncertainties (aka “black swan” events) as

they could disrupt the market and decrease

consumer’s purchasing ability.”

2020 BCS, Vice President, Government Affairs in Food
& Beverage Industry

BTG EMMSBUANFHEE (X
" RRIE " EM) BREER,
ANENZHETE, BEHEEENE

I 4k »
KBeE7Jo

—2020 FHREBSHIERE Quu'ﬁi’)’t
BTk, EZJH? B2

(7)
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Nearly one in four companies - and over 40% in the R&I sector - do not expect
their markets to grow in 2020

Dz —BI= R AR 40% B T ZRS R TRt 2020 F£EATY
HIF A IEK

What is your or your company's forecast for your industry’s market growth in 2020 vs. 2019?
RABTIT 2020 FAT U HIHEKS 2019 FAEELIME?

Technology & other R&D- Resources & Industrial
intensive industries T AARTIE
BARMEAERRITIL

The trend of negative market growth

is most apparent in the R&I Sector.
>20%

10-<20% A KEAET VR RITLRA
5-<10% 2019 2020 B2

Growth under
5%

BT 5%
® Flat

® Negative
K

2019 2020

24% of members anticipate negative

or flat industry market growth in
2020, up from 19% last year.

24% M= R IR 2020 F17
W7 HIRAEKEFF, &

FEFEH 19%.

Consumer ;HE{TIk Services BRS31TdL

2019 2020 2019 2020

®



Growth in domestic consumption and ongoing economic and market
reforms are top business opportunities

ERHRIBRUNSENES TN TN EDEREEZNE W=

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

LUR LTS E REN SRR SSHREANIE ?

Technology & other R&D-
intensive industries

BAME MR RIT

Resources & Industrial

TobfFER T

Growth in domestic
consumption/Rise of an
increasingly sizeable and

affluent middle class

Growth in domestic
consumption/Rise of an
increasingly sizeable and

affluent middle class

ERNERER / FEMEE | BRERERK / FEmEE
MRS K, BNRS AR K, BARS
(46%) (36%)

Expanding business to cover
more of China’s domestic
market

Consumer Services

HBET RS 1Tk

Growth in domestic
consumption/Rise of an
increasingly sizeable and

affluent middle class

EPHEREK | FEMRE
MR K, BNRS
(73%)

Globalization of Chinese
companies and increased
outbound investment

HEREEIKMH
BIMREIEK
(50%)

Increasing customer demand

for foreign brands/quality
FEXINE mh® / e B
R
(45%)

Growth in domestic
consumption/Rise of an
increasingly sizeable and

affluent middle class

EREEIEK / FEMRE
MR K, BAES
(31%)

Additionally, half of Service sector respondents see

great opportunity stemming from the “globalization of
Chinese companies and increased outbound investment”.
Members from the R&l sector emphasize “urbanization
and continued support for infrastructure investments” as
areas for growth, while those from the Consumer sector
see “increasing customer demand for foreign brands and
quality” as an important opportunity. Technology sector
respondents are seeking opportunities stemming from
the “adoption of digital technologies” and “expanding

business to cover more areas of China’s domestic
market.”

o, BFHERSIWHNZHEIIAN, “REEL

B2 RUAIRIMEEIEK” FTHEREN. T
FIRIT AN “EE A MNAEMISEREIE”
BIEKS  MBEETULERINA “BEXNINE R
/B REEKNFER BLEENS BHERTILR

PRIV RTEERT “WFEAR" M RISE
EUBEEANTEEANTD” FHE.

(29)

-’



Investment Outlook 1&&gi=

China remains a top priority for near-term global investment plans

PEMZNELEIAE KR AT XIRNERZ E

®

How does China rank in your company’s near-term global investment plans?
PEER QBTN AT AN EEE0E?

19 22

@ First priority
BERZBRM

® Top-three priority
ZARBREENZ—

® Oneamong many
destinations

RERFEBHMZ—
® Nota high priority
FRIMEZEWNR

10 10

2015 2016 2017 2018 2019

20% of respondents rank China astheir ~ 20% R IF R EHERTIN “BE

“first priority” and 39% rank China a SRBHIM”, 39% HZIHEE
“top-three priority” in their near-term FEFEHRE RIS =A%
investment plans. HEMZ—",




Members see significant improvement in China’s investment environment

/\':'/\
EJ\

TNERER AR EENE

The quality of China’s investment environment is:
PERFIMENRE

2014 2015 2016 2017 2018
P
32 33 35 38
24
| 4
39 40 45 41 41
29 26 2
31

“The improvement in China's investment environment is
partly due to a more receptive government. We see that
both the central and local governments have been more
open to constructive feedback from foreign companies.”

— 2020 BCS, Senior Manager, Government Affairs in Food
and Beverage Industry

“hERAFIRNRE
B8, HNEE,
Ry ER "

—2020 FHREBSHERE, BRSWETL, BFES
BlS

, E—ERE LR TBUFEM
qﬂ%%ﬂimﬁﬁﬂf%FEUEHWI\\’”\

2019

Half of members say China’s
investment environment is
50 “improving,” doubling from
24%in 2016.

Improving
BFAE *HREWVRE, PE
Staying the same WG RINIE “BFIE",
M REFE 1% 2016 459 24% BT
@ Deteriorating
AL &

“Inconsistencies in requlatory interpretation and
enforcement persists. Since last year, we have been
pressured by local tax bureaus to pay additional taxes
that were outside of our agreements...Even though there
is a trend of opening-up in the financial sector, on the
implementation level it is a different story."

— 2020 BCS, Senior Manager, Government Affairs in
Financial Services Industry

“HEBERBENPITDAFEER. SFLUX, A
S/ REAIIIEE, EREADICEEINIEDD

PR REEBER LR AR TR, B2
WITEENZESSH—EE."
—2020 FHEBFSHERE, SRITL, 58



Aerospace, Retail and Distribution, and Investment services sectors are
the most optimistic

=R, EEMDHEUAKR RS WX ERZIMERA RN

®

Note: the total number of respondents from these industries is small but representative,
totaling: Aerospace (7), Retail and Distribution (11) and Investment services sectors (4).
A BANETUIMRI LS HAR S, MARKYE, Sit fiEmRl (1)
EMNHEL 111) RERSL @1 .

@ Deteriorating
BFEK

Staying the same

REARZ

Improving

BFERE

v

BAMHE R R 1T

Technology & other R&D-
intensive industries

T AT

o
=
=
wn
=
©
=
3
wv
[
o
S
E]
o
w
4
x

HERATL

Consumer

Services
BRS31TL

Aerospace

PIESIES

14 28

Healthcare Products (e.g., Pharmaceuticals, Medical Devices)

Efrrm (%5, Erilm)

38

41

Technology/telecommunications-Hardware

B [ BiE (B

40

40

Technology/telecommunications-Services

Rz [ BE (8

Agribusiness

Rl

15|

38

36

44

45

Automotive & Transportation Vehicles

AENTHER

63

Machinery, Equipment, Systems & Controls
. &% RHEFEF

32

Oil & Gas/Energy
BHMARAS [ R

54

Other Industrial (e.g., Chemicals, Mining, Paper & Packaging)
Hth Tl 4ls (2. RE. B4R, 8%)

Consumer Products

JHE

54

62

Education

#E

36

Healthcare Services

ETIRS

60

Hospitality and Travel & Leisure
BIE. HRFSRA

56

Media and Entertainment

BESRER

42

Retail and Distribution
SES5HH

Financial Services (e.g., Banking, Insurance)

ERIARS (WNR1T. RiL)

74

Investing (e.g., Private Equity, Venture Capital)
BE (MhEES. XRKRE)

Real Estate and Development

BEHFFIAR

Transportation and Logistics
ERSTR

25

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

HIARSS (QER. ANFER. 2t BIEHE. [ SMAX. Fi. &i8)

E -

53

When looking at individual industries, respondents from the Aerospace (71%),
Retail and Distribution (82%), and Investment Services (100%) industries are
the most likely to say the investment environment is improving.

DEFETILELI, MEmMR (71%) . F
EMoE (82%) MKHEMS (100%) FX
PITURAZFHREANIEERNENU R,




However, more members say they will not make
new or will decrease investments in 2020

A, BERREWRER 2020 EARIBINE RSB DR

How much do you estimate your company will increase investment in China
operations for 2020?

&fEIt 2020 FRABBEREE NS DRE?

2013 2014 2015 2016 2017 2018 2019 2020
® More than 50%

%F 50%

12

® 21-50%
7 ® 11-20%
8 ° ® 1-10%
2 @ Noinvestment
34 19 14 expansion planned/
23 Planning to decrease
18 investment

TIRAY KRk
RIS

37% of respondents indicated either 37% MRIFRVRTEERET K

no plans for investment expansion or &), SIRITE 2020 £ 4RI A

plans to scale back on investments in AR, b 2019 FEM5 MNED A

2020, a 5pp increase from 2019. This is X—thFItE 2013 F LR R E K

the largest proportion of respondents ¥,

reporting such a slowdown in

investments since 2013.




Services and R&I sectors expect investments to take the biggest hit

ARSS R TAL AN Z R L FT B R =2 2R R

G2

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

operations for 2020?

&fit 2020 FRABBEFEEMNZ D RE?

Technology & other R&D- Resources & Industrial TUF1ZEFE{TL
intensive industries
BATME AR R ITIL
>
32 32 36
43
2019 2020 2019 2020
Consumer jHZE{Tk Services BRS31TdL
i}
| 2 | 2
21
26 33
44
2019 2020 2019 2020

More than 50%
%F 50%

21-50%

11-20%

1-10%

No investment
expansion planned/

Planning to decrease
investment

b4 e N p U
WU H

44% of Services sector respondents
say they will not expand or will
decrease existing investments,

up from 33% last year. 43% of R&
respondents have similar investment
expectations. Conversely, for the
Consumer sector, we see a 5pp jump
in the number reporting an increase
in investments from last year.

44% BIRRSS W RIp BRI RRFE
FRERSAT BV AERE,
X—thflEFEFER 33%. 43%
BT A ZRIT L = Rl 45 H
TEMMER. Bk, HETIL
BN AN BB AT
EAT S5 MED R




Bilateral uncertainties a key contributor to declining investments

PEXANIHEERSERA TERNEERER

If your planned increase in investment in 2020 is LOWER than it was in 2019, this is due to:
IR NF) 2020 FRURAFIEEET 2019 F, XEHT :

28% of members see “uncertainties in
the US-China economic relationship
and bilateral tariffs” as the primary
reason for paring down investment
plans. Technology & other R&D-
intensive industries are most affected
by the bilateral tariffs (39%).

Somewhat surprisingly, 20% of
respondents from the Consumer
sector cite “market access barriers

or government policies that
disadvantage foreign companies” as a
key reason for declining investments.
However, when further breaking
down this category, respondents
from the Media and Entertainment
industry (making up 42% of this
total) are the most likely to cite this
challenge.

28% W REWIAA “HEZER
REMBAXBHAHEN" =
HEIRRATVNEERRA, &
ARMEAFR AT IR NOA KA
FIERA (39%).

SABEEIIZE, 20% BIHZE
Tl RNy, “PREFTILAY
17 E N TR ERF T A
el” BRABBHNIZERE,

AT, B D IE R B AT
WiE, &, BENERL
NEIFEA (G858 42%) %
BEX— MBIt &R S.

Technology & other R&D-
Aggregate % intensive industries
SHREBS AT EAERRIT AL

Consumer

THEEITAL

Resources & Industrial

TP AIFRIT

Services
BR&51T L



Improvements to the regulatory environment, IP protections and limitations

to industrial policy would encourage higher levels of investment

oUE M EWIR. RN ANR P AR RIP AR = A BUR AV PR BB B TR 7+

TR ANT

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:

MU BERIME Z A R AT R LR KT RIRA:

Increasing the transparency, predictability and fairness of the regulatory environment

RBLETENEEE. TRMERATE

Very significant

e
FNEE

*

IR B E

1 Ensuring greater protection of intellectual property

INERXSRIIRF=ALAI AR

0

Limiting the use of industrial policies that create barriers

REIEASHIEE2H WEER

2

Providing recourse for unfair treatment of our investments

NRAFNRAFEREEIFER

2 Allowing us to enter business or product segments that are currently restricted
SeYrEE\ BRI IRAVL A1 m s

Allowing us to take increased control of our China operations/reduce the need for a local
business partner or joint venture

FAVFISEXS FRENL SRR /BN A S BRI SR ARRER

3 Reducing the need for us to engage in technology transfer

HOEARILNERR

7

Allowing us to make more acquisitions of companies

AVFEREH#ITER S

:

More than 60% of
respondents would
consider increasing China
investments if markets
were open on a par with
the US

B 60% MBI E
NS E A AT R
E5xERE, =ZRE
MEFENKR

®

The proportion of respondents who say
they would increase China investments if
its markets were open on a par with the
US increased 5pp from last year.

Of the 68% of Consumer sector
respondents seeking greater market
access, a majority come from the
Consumer products (83%), Media &
Entertainment (80%) and Education
(72%) industries.

MRPEFZABIZEESEERS,
RImARERERENZ B AR
EFEIMT 5 MBS Ro

68% E T ZIH A RRHER
HZEN, Ef, KEoKREHA
DT AHBESE R (83%). WK
FRFAL (80%) MHBI (72%).

@ Extremely significant




access restrictions.

investment decisions.

of investment remains relatively unchanged from last year.

Member sentiment towards policy changes that would lead to higher levels

When looking into specific industries, we again see the Consumer sector
emphasizing market access challenges. When looking at the individual
industries within this sector, the Media and Entertainment (67%) and
Education (45%) industries’ investments are most hindered by market

Additionally, the removal of technology transfer requirements and stronger
IP protections would have the biggest impact on the Technology sector’s

S5XFHE, cREWDHRNNBERIFFE
2B TFRAREKT,

DEMATILE, RTHZENEIRD R
BT S RAR S, MAEHETILH,
EAMRARWHZIpE (67%) MHBE W
Bipdl (45%) RRHIHENRGBIZE
T RANRAMER.

Ltesh, BUBBRCAREE 1E ESRAN IR XS FIIR A AX
B RIFIF IR R IT A % TR R R MR Ko

Technology & other R&D-
intensive industries

FARTEAMERRIT UL

—

2

Market access

AN

3

Technology transfer

BARRL

Resources & Industrial
TP ZRIT L

Consumer
THERATAL

Services
BRE1T L

Would greater market access in China — on a par with what is allowed in the US - result in increased

investments in China?

MRPETNFARIEESEERS,

35 31

2018 2019

B
G

BRI MERERRAEND ?

64
54
>
26
o 35 28
e
- (2]

Technology & other Resources & Consumer Services

R&D—intepsive Industrial ERLT BR& (T

industries TWAEEFL

BAMEAER AT



Over half of respondents are confident the Chinese government will further open

China’s market to foreign investment

B F BRI EWREPEBARE—T IR AT

®

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

ENPERNERR=ZERHE—TOINEARTHFES

MMED?

@ Very confident
FEBEEED
Confident
BlED
Unsure
THIE

43% ® Not confident
BEED

@® \Very unconfident
FEEEERED

31%

“Policy and public government statements may be more
open, but practice or implementation may be a different
thing.”

—2020 BCS, Senior-level Country Manager in Education Industry

‘EEABRRBFNAFAERSR, FRZ2EHIFRHRYT
KT, BREMERTERIES—EFE."

—2020 FHERSHERAE, HETL, B8

“The rhetoric seems very promising but the FIL and Cyber-
security laws and basic structure of governance result in the
same unlevel playing field. These policies and structures
assure FIEs are still disadvantaged.”

—2020 BCS, Senior-level Country Manager in Media and
Entertainment Industry

“EANREILARIEIR—F X, B IEREE).

S5WE L2 EXNETUEEFABAERRNEREMKAR

BrE, XSRBEEEMRERRRT, ERBER&E
HEHPTE, EEIEE IR FFFEMAL "

—2020 FHEBHSHIERE,

BESRETL, 58

56% of members expressed confidence in the Chinese
government's stated commitment to further open
China's market to foreign investment in the coming
three years. However, members continue to express
concern and uncertainty regarding the implementation
process.

56% M= REWFR TN REBFABERR=F
WH—F ARG HEE L. P, RS L ENFR.
A, =AEIKRABMBERNHITER, HE

HEE T RIITEL,

Technology & other R&D-intensive industries
RAME & 1TIL

v
Consumer &7
v

Services BRSS 1Tk

"“They’re committed [to further opening] in all
industries in which local players already dominate... but
SOEs are untouchable.”

—2020 BCS, Senior-level Country Manager in Other Services
Industry

‘BURBATHE—TABBLERT BV ELSEES
H (LAY ST - B E A Rl RO (LR AT AT 7

—2020 FHEFSHIRADL, HRST, 58




70% say Shanghai is the most effective provincial government in attracting
foreign investors; nearly one-half selected Guangdong

70% BRI INA BBERS IIMNEAEERASN ; EFBR N SR RS

Which provincial governments are most effective in working with and attracting foreign investors?

WL A R E & EMIRS SNERE PRI BR?

<Most effective AN

Xinjiang

V_% Yunnan

>

Shanghai

Guangdong Beijing

e 70.31% = 4531% e 35% According to our members,
: - = the provincial and municipal
! '?£%f“ 29.69% Zh;%]!alng PERELS S'gﬁ?” 14.06% governments of Shanghai,
‘ ‘ Guangdong and Beijing are most
T;Tg 10.63% effective in attracting foreign
¢ investment. In addition, about one
5:;;;"‘ 4.38% quarter of respondents selected
Jiangsu and Zhejiang.
Hainan Hebei Anhui
S 3.44% 2.81% i 2.5%

i Ll 0 i AEERET, LS R I
. . . ,_\t 7N 0 ,'2\3 B
F*g%" 219% H%r%” 219% J'f’lngx' 1.56% FEELERSINATARA

~ A B WL, HmHZ—BZH
Shanxi ) Yunnan D AV R TII AL,
LLi7g ' o '

Inner Mongolia Guizhou
0% 0%
B 0 =M
Xinjiang
0%
il ’

Note: This question covers provinces and municipalities in mainland Chinaonly. 7¥: ItREUREREAMEE. BAX. HiEf,



Although nearly
1/5 of respondents
have moved or are

considering moving
capacity outside

of China, fewer
companies plan

to relocate out of

China compared

with previous years

RE&f 1/5 WZihE
WELSIEFEZE
R pefeiz 2l ER
I, BSEILEAELL,
I E R ER

BFfrmL

1/4 of R&l industry
respondents have
started or are
considering the
relocation process
P9 2 —89 Ak A
mETI = ih
B2 BEEEZE
ST

RRBREHEAE,

® No, we are not considering ® Yes, we are considering relocating but

Is your company considering, or has it already begun the process of
relocating manufacturing or sourcing outside of China?

NE R IE RS EN R EBEREIN?

2017 2018 2019

relocating manufacturing or
sourcing outside of China
B, HITEEFEEH
BHRBFEBER

have not taken active steps to relocate
manufacturing outside of China yet

=R, BRAVEZ B, BRER

relocating manufacturing or
sourcing outside of China

T, BITRBEERFEHIEHRE

EHEREUS

RETEIR BIE SRS EE S

@ Yes, we have started the process of

83% of respondents said they do not have
plans to relocate manufacturing or sourcing
outside of China, up slightly from 80% last year.
This trend is similar regardless of company size
and has remained relatively consistent over the
past five years.

83% MR ipI TR, WIIFHE
RfE L s R M ¥ 15 B ch [E LS it
X, X—bAIEETFEFR 80%.
TR BRI IEARN, KEEBWTE
ERgKEE, ExX—EBrEdE

BER-BERANRE.

Technology & other
R&D-intensive
industries Consumer
FEAFE M RTT L JHER T
11
]
7
75
92
Resources &
Industrial Services
T FZERIT L BRSS 1Tk

While 11% of R&I respondents have already begun
the process of relocation, an additional 14% are
considering taking such actions. Additionally, 13%
of Consumer sector respondents (half of which
represent the Consumer Products industry) have
started the process of relocating sourcing or
manufacturing outside of China.

11% BT FI &
BEBHT, 5 14% W25
B RRIEFEZEERIT, b,

13% pyEZET I ZHEl (B
—¥REEM) BEEFEHIE

FRWEBERERI

SRITA =k




An uncertain policy environment, rising costs and US tariffs are the top
three factors influencing relocation considerations

AAERNBERIIR. piA EAFMEEINERFZ R EE I RE RHEER
INRREFTBERV = AR IBAR

What are the three most important reasons for considering or moving capacity outside of China?
RABRRERHERIMEE = RRXBN="EARZETA?

® 2019 ’ Key industries selecting:
o1 BHTUER:

® US tariffs on products exported from China
EEXSREF RIEXRH

@ Chinese tariffs on products imported from the US
FREXY EE P e R

Concerns about an uncertain policy
environment

N ARBENBERTIRFRBE

(%

Rising costs including

labor costs in China 0 Machinery, Equipment, Systems & Controls 32
Mt ®&. REMITH 27

BEBHNERANELMEEM LA

. Automotive & Transportation Vehicles
US tariffs on products

exported from China AEMEHER
EENFE~SINEXH Consumer Products 14
Chinese tariffs on products HER 18
imported from the US Technology/Telecommunications-
FRESTEE P RINERT Hardware

B [ HBIE (BfF)

Market access barriers or

government policies that Agribusiness

=

disadvantage foreign companies in
your sector
TIENE RS BEREFTEIT LR
SMEREFAFIL

Strategic re-prioritization
of other countries

HERBISBE L RFR D

-

Expectation of slower
growth in China

= I ) ) -
o -
~ © N ~N
N
w
oo = IS

Rl

Retail and Distribution
TES5DH

Healthcare Products (e.g.,
Pharmaceuticals, Medical Devices)

Efrfm (s, EFm)

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

Rt R ER LS 10 " s .
T TEET RN HitES (mER. ANEE. St
[T TS e s
Expectation of faster-growing [ PIHEH, TENAK, B, &)
markets in other geographies Media and Entertainment
Hit R R K my 2 A SIR R
Difficulties competing against local Other Industrial (e.g., Chemicals, Mining,
competitors Paper & Packaging, etc.)
W S5ATSENERLSE 3 HAfTlk (¥ m. R, S5 8%)
Members who say the uncertain policy environment is a driving factor S RBWVFINATHENBEIFREREB~E—
for considering relocation out of China increased from 9% in 2018 to 45% REBEERZRMILEBIM 2018 F£pJ 9% £ ZE 2019 &£
in 2019. Meanwhile, expectation of slower growth in China, a top-three B9 45%. SULEE, “FuitAESZFIERKE
factor last year, dropped to the number seven consideration this year. X—IETMEEMF I =B ESEE S

When looking at specific industries, “Machinery, Equipment, Systems MEETLMS, M. 18%. 2AEHUKHE

& Controls” and “Consumer Products”-focused members are most 2O e S AR EE R SR ER
likely to consider relocation as a result of the bilateral tariffs. REES R X REE,

Note: a higher proportion of members selected all of the options this year. This is partially explained by the revision of this question to allow for selection of multiple choices
instead of restricting respondents to a single choice.

A SEERTERINERLHAS. B0 RERBLPTARNAFEES MER, MARRE



Developing Asia remains the To which regions have you moved, or do you plan to move,
capacity?

RABBEH I AP X B 5E?

top destination for relocating
capacity, seeing a significant
jump in interest from last year
M &R R E R A AR
IS RERYE IR B R,
LRI F BZRT

Overall, a higher number of respondents
say they will relocate capacity to the US,
Mexico/Canada, the EU and Developing
Asia, compared with last year. In particular,
Developing Asia is a clear top destination,
up 19pp from last year.

Only 8% of respondents selected Developed
Asia as a destination for capacity relocation,
down from 11% last year. This decline in
interest for Developed Asia could in part be
explained by the addition of Taiwan as an
option this year, which was selected by 10%
of the respondents.

SHME, SEFRL, BREEHR
HlRTEREE. £ES/ NEK.
RRERFINEIN R R E 45 k. B1%
ERNE, ERTINERPERNELE
BRBERILE AR EEE KT 19 M ED Mo

[E 8% MZiHEAIEFET ML EER
MUK AEA BRI BRI, KFE
F0 11%. BRFREFIERSFEE
BRESZMXIINETZ—, SHE
10% MRIp A ERE T 815,




@ Bubble size=% of respondents that have moved or
plan to move to the regions

P ERE

12%




Business
Environment
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Preface

Foreign businesses continue to say they feel more welcome in China than before and
fewer foreign companies report they are treated unfairly by government policies and
enforcement relative to their local competitors. However, market access restrictions

still rank as a top form of unfair treatment, and continue to inhibit members’ China
operations. In particular, members from the Consumer sector report higher levels

of concern with market access restrictions, particularly those from the Media and
Entertainment, Education, and Retail and Distribution industries. This year, we added two
new questions to better understand the impact that Party cells and China's national social
credit system (SCS) have on daily operations. While many members express uncertainty
and concern in these areas, fewer than 10% report that either have a negative impact

on their business. A question on the challenges stemming from capital controls was also
newly added.

On the human resources (HR) front, we see relative continuity across our membership
in areas relating to headcount, labor costs and the composition of senior management.
This year, however, members report that rising living and payroll costs now outweigh
environmental concerns as the top challenge inhibiting recruitment of expatriate talent.

Innovation remains a priority for many members’ continued growth in China. Fewer
respondents, however, ranked it as among their top three priorities, compared with

last year's results. Members continue to see improvement in China's enforcement of
intellectual property rights (IPR), reporting fewer concerns with IP leakage and data
security risks. Meanwhile, insufficient legal protection and difficulty prosecuting IP
infringements remain the top two IP challenges, and IP theft by employees and licensing
constraints received greater emphasis as key challenges this year.

e =

B 5

SNRBAWSEMRSMNNERELLUEERIGE, MESAMMEWAEL, ShEE
WHEBFBERMENPET AR IARENGNERENE. A, WHEN
RENBAEENEERFATHBEBNEERER, XTERHTREWEEILS
AR, HEINZRBINHZENRGRAXT, LEHEREBEADTIH
BAENRA. BF. SEMDBAHBXEL. SENREERESEMNTHmNE
RERBARILEZ B AR RIS ERERBEING, LUEELF# T A5
REWVHBZENTH. RATZAWILEFERLE, BREFE 10% N=RA
A EARARMBENHW SHABERE, i, BERSERE T —1ME XA

LR

FEANRBRLTE, =REVHNRTHE. ATHANSREERERE, S5EF
BREM. A, SF “EERAMBHNMELFA" AT “HFIESR", K
NEEISNBEEINEAT EIRHRAH .

T Z2RAEWRAINNEIFHBRIMEEW SR KM RE, A, 5EFML,
SEIERIHNEURFEIIN=ZARES 2N, FENRFRBEEREPINE,
WRPRF A B R HIER 2 XNERIBMBER. R, EARERPASDRAIRS
RUSAGEF R XD AR IR = E 1B R APk AL, 05 T 255 BRAIR = A AN ¥ B] R
FNESFRTERENE R
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Business Challenges and Regulatory Environment B Hk RN S E IR IR

Foreign businesses felt
more welcome in 2019

2019 FEHNA LT
kb LU B

27% of respondents believe
they were much or slightly more
welcome in China over the past
year, up 7pp from 2018. While

a larger percentage (38%) say
they were slightly or much less
welcome, this proportion was
down 8pp from the previous
year.

27% MZipEdik A, 2019
FMANEPERZ DL
EEZIL, ZEEFIER 2018
FEAT T PEDR. AT,
mAEEZEI (38%) &K,
RS UEELEEES
ERSZIDIEERRE TR
Aia R, ZflBRE—&
TET 8 MED R

Do you believe foreign businesses are more or less welcome in China over
the last year?

BN AREVERENZIDEEELE—FREREWN?

® Much more welcome than before

e 7" [ | L EE R0
En Slightly more welcome than
16 18 before

SR, BAZWE

>

No change
BETK

34 35 ® Slightly less welcome than before
S, R

77 75 ® Much less welcome than before
SLUEAELL, ERRZRID
More welcome than before
Eb USRI
8 ® Less welcome than before
9 e altz=yren

2015 2016 2017 2018 2019

w

~N
w
o

“We do feel more welcome in China as people increasingly get to know
our business better. Both the Chinese and the US governments are very
encouraging of our operations in China.”

—2020 BCS, Senior Manager in Education Industry
“FEEXHNBRNT #E, HMTERZIAHNMNETEAEZIL, HERE
B ES AR S AT EE WS,

—2020 EHERSHE, HETL, &%

“The local governments, for example, may be more welcoming of investment,
but [because of the] constant anti-American news, American and other foreign
brands may suffer and thus [feel] not as welcome.”

—2020 BCS, Senior-level country manager in Retail & Distribution Industry

“BFIRG, MABFRENBERFSEMICEIERAZHN, ERTFHRE
FE 375 % 70 5 = 7 ERA T BOME, XEREMINEREDESEER, X
D2 R HHT”

—2020 FEBFSHREE, TERDEL, 5E



“From a regulatory perspective,
many policies have been amended
to make foreign investment easier;
but from a business perspective, the
business environment is tougher.”

—2020 BCS, Senior-level Country
Manager in Other Services Sector

‘MEENAERE, PTESEE
AN RE ZWMBRMBHELT ; 8
MEUBNA L, AEEEFH
BEERZAEARET 7

—2020 FEBFSHRRE,
HpiRS T, 58

“The central government has
certainly voiced plans to make
foreign investment more
welcome.”

—2020 BCS, Senior-level Country
Manager in Healthcare Industry

“FR R Y 1 2R 0A 1 A ) RE s —
F BRI BB T 1o

—2020 FEBFSHRRE,
EfrmiTl, 5%

“Rising nationalist sentiments put
US companies on alert.”

—2020 BCS, Director of Government
Relations in Agribusiness Industry

‘—BRREXRTHNREEXESER
%, XERWH/NOERT "

—2020 FEBFSHRREE,
Rk, B XA S

Approximately 30% of Consumer and Service
sector companies believe they are more
welcome than before

£9 30% RYEZEFMARSS W B IA MBI LUE
B2

= |10
24
15 16 19
>
35 29 30
44
31 31
31
27
s 9 1
3
Technology & other Resources & Consumer Services
R&D-intepsive Industrial SERITY BRE1T Y
industries TAFZRTA
FAFIEAB R ITL
® Much more welcome than before ® Slightly less welcome than before
EE A BRI SUEEEL, HHAZIE
Slightly more welcome than before ® Much less welcome than before
SpiEiEL, BAasi S5UEELL, FERZI0
No change
RETY

Conversely, both the Consumer and Services sectors have the highest
proportion of respondents saying they felt less welcome over the past year —
40% and 42%, respectively.

Ak, EEE—FF, BE “FOUEZRD” 8982 WAMARS LI b
SHtbwmm, 2319 40% F 42%.




Fewer report they are treated unfairly compared
with local companies

SAMBAARL, RRREPAFFERINREIEEEITRE

@

How are foreign companies in your industry treated by government
policies and enforcement relative to local companies?

EFFEIT L BISNA B EERANIT A BB S At VAR L A0

11
9 8
@ Foreign companies receive
preferential treatment vs. local
companies
St b, SMEEWIREMN
BB
® Foreign companies are treated
> equally vs. local companies
SR, SMEERIRGRE
5
37 @ Foreign companies are treated
46 44 unfairly vs. local companies
St dlABte, SPARBWRET
.- NERHE
o---% ¢

2017 2018 2019

However, more than half of Technology sector-respondents
say they are treated unfairly.

A, EFERERITURIBEFMITEZ R AR B,

17 1
9
10
>
26
37 30
54
Technology & other Resources & Consumer Services
R&D-intensive Industrial ERIT Y BR&1T
industries TUHEBEFL
BAFEAMERRIT UL

Sixty-three percent of members
believe foreign companies in their
industry are treated equally or
preferentially in comparison with
local companies, up 7pp from last
year.

63% WeRBWINA, SEMi
AABEE, EEZLENIMAEEIEE
BREFAFIMEFE, X—&
FRI8FEKT 7T MED R




Market access, government financial support and public procurement are top
three cited areas where unfair treatment occurs

HIEN. BIRVESFMNARXBEEEMER A AT FERZH = RJU

In which areas do you think your company is treated unfairly compared with local companies?
TINAR AR EBESESELT AT, T RAAFANSRE?

Unfair treatment in public procurement was selected
by an increasing number of respondents. (+11pp)

ERAHRMAFAFENRNEMEEE L

Significantly fewer respondents selected regulatory
enforcement as an example of unfair treatment. (-28pp)

ERTBHAN T ATRENZ I NEMERAE TE

L1 BN . (28 EHH) o 2018
® 2019
. . . . . * * .
*
1
1
1
1
i
1
4 :
1 1
62 [E N :
53 v
45
42 39
35 BB
28 25 o4
18 21
15 12 15 12
>
Market access ¢ Government Public Licensing Regulatory ¢ Ownership/JV IPR Customs Financing
WA financial procurement YA enforcement  requirements  protection procedures e
support/subsidies  \stsem TRE R/ ARG RRERRR  EXTR
BRI X
3285 [ #Mh

Unfair treatment in market access remains the top area of concern,
as selected by 63% of respondents. Public procurement jumped
11pp from last year to rank as the third most commonly cited area
of discrimination.

Significantly fewer members reported unfair treatment in
regulatory enforcement, decreasing from 53% in 2018 to 25% in
2019.

TIHENKARZ XY, 63% WFRHELRE, BIBSHE
WIENTEZ IR TRHE, ERAERMBYEEEFILE
EFEEAT NI PEDR, UIIERZFRTHNE=H,

TEREZFEN A AFFENRAZEMR, M 2018 F89
53% TFEE) 2019 89 25%. SETRIEL, HKEER
A BZ R AFRFBEL S — .

“We see an increasing preference for domestic
solutions from SEO-led industries, such as
banking and energy.”

—2020 BCS, Government Affairs Director in
Technology Sector

‘HEERT. RSk EFEEE
ERRENEFCEABRAS R

—2020 FREBHSHIE,
BT, BNESSKE



Market access restrictions remain a significant inhibitor to member operations,
particularly for those in the Consumer sector

M7 NIRI 2™ B4

THEBET AR

=D/
NZ=DA1E

Wik S&ERN—EREE,

®

To what degree is a lack of market access an inhibitor to your operations in China?
RZHIENTE S RIZE LIRS T =BT FERLS ?

Significant
&
Somewhat
—EREL
Not at all
FEES
Other

Hith

ﬁj\)ﬁo

82% of respondents report a lack of market access has somewhat or
significantly limited their operations in China, up 3pp from 2018. The
Consumer sector saw an 18pp jump in those reporting operational
limitations due to a lack of market access, consistent with the
findings throughout this year's survey regarding this sector.

82% BRI ERR, REZBHEN—ERE L BER
THEFENLSRE, X—HAR2018F AT 3PED
o HETWESENRETR SRR MR ENB D,
FENRGBIFERS T HES WS RROBWLEA EFA T 18 M E

e}

2018 2019
Technology & other R&D- Resources & Industrial TArF1Z R Tk
intensive industries
BARFME AR ZITIL
28 14
55 63
>
17 22
2018 2019 2018 2019
Consumer ;HZ{TIL Services BRS31TdL
45
33
45 46
> 9 >
23
2018 2019 2018 2019

“Our industry doesn't face formal
market access barriers, but faces
challenges with the market share
targets driven by industrial policies.
We are seeing our customers
change their purchasing patterns.”

—2020 BCS, Director of Government
Relations in Hardware Industry

AT EIENEERNET B
FENFRS, MR BERS
STERBTZ M E T i)
ERMEFNEREREERT,”

—2020 EHEBSHRRE,
BT, BNESSKS




“Regulatory compliance risks” returns as a top-five business

challenge

“HESNNXR BRAANERE Wk —

Please select your top five business challenges in China

EERX AT R

Inconsistent regulatory
interpretation and unclear
laws & enforcement

SRR
F—3 | FEH
(57%)

Rising labor costs
5557
BRI
(54%)

Obtaining required
licenses

FREVABR VT I IE(H R
(29%)

Industry overcapacity
Tl =R
(29%)

=
E=1-7

Inconsistent regulatory

interpretation and unclear

laws & enforcement

AERENBRERIT

R—28 | REHHH
(58%)

Rising labor costs
EZ IVl
BRI
(58%)

Increasing Chinese
protectionism

HERZRPEN
THTFHER

(32%)

Shortage of qualified
management

RO AIREY
BEAR

(30%)

Obtaining required
licenses

FRENARK VR R R
(29%)

M A BY F Nk Rk

Inconsistent regulatory
interpretation and unclear
laws & enforcement

SEEERENT
F—5 | FEH
(60%)

Rising labor costs
EZ Il
DSl
(56%)

Regulatory compliance
risks

HEE SR

(37%)

Increasing Chinese
protectionism

PERZFRPEX
AR
(32%)

Inconsistent regulatory
interpretation and unclear
laws & enforcement

SEEERERAT
F—3 | T
(55%)

Rising labor costs
5557
il
(48%)

Rising tensions in US-
China relations

HREXFH
Ham &K

(45%)

Shortage of qualified
management

R EHEEY
BEAR

(28%)

Rising labor costs
557
BRI
(45%)

Inconsistent regulatory
interpretation and unclear
laws & enforcement

SEEEARRRAT
R—3 | FEHH
(41%)

Rising tensions in US-
China relations

HXX%
Ham 3K

(41%)

Regulatory
compliance risks

HEAMX

(23%)

Shortage of qualified
management

R EHEEY
BEAR

(23%)

The top three business challenges remain consistent with last

RE “HohlAEN” BRRAERABLEELS

year's findings, though “rising labor costs” has returned to the

top slot. “Increasing competition from privately owned Chinese
companies” dropped from the top five, down to the number 10
slot, selected by 18% of respondents. The remainder of the top-ten
challenges include: 6) “difficulty obtaining required licenses” (20%),
7) “industry overcapacity” (20%), 8) “US tariffs on Chinese goods”
(20%) and g9) "RMB volatility (20%)”

EIRBEWHE T —, BRI=AATNS EZFENEE
HER—H, Hf, “RETELEHZFME" MKE
FAIERE 10 1, ¥ 18% M in bk T izi%
Wlo HRTABUISEEIE | “REVEXFRIIERXE"
(20%) . “TlFged®” (20%). “EEXNTEFR
IAEXRFR” (20%) M “ARMLCERE (20%) 7,

(1)

-’



47 mE!

“Rising tensions in US-China relations,”“Inconsistent/unclear laws and
regulations and/or their enforcement” and “Rising labor costs” are top challenges
across sectors

REXAZBmAK. AR EMAREN / PUES—BUARF 5 IR AIE N2
BHYERABLR

®

Please select your top five business challenges in China
BREN R AREENVSEMEANE N EWHE (RITWLDE)

Technology & other R&D-
intensive industries

Resources & Industrial Consumer Services

AL AN E T SHERITY STl
SRR & 15 TR HERITL BRS5 1Tk

1 Rising tensions in Rising tensions in
US-China relations US-China relations

PEXRBTmEK PEXRZBmAK
(48%) (46%)

Rising labor costs Rising labor costs
Bz Al SN IR
(51%) (46%)

2 Inconsistent regulatory
o . interpretation and unclear Rising tensions in
Rising labor costs Rising labor costs ; .

9 g laws & enforcement US-China relations

FHTIBAEI HHTIBA R SRR PSR AR EH
(44%) (42%) 5 | TBH a0
Gy

3 Inconsistent regulatory Inconsistent requlatory
interpretation and unclear . interpretation and unclear
Industry overcapacity
laws & enforcement laws & enforcement

T\l B2 BT el
SRR T k=R H SRR
A3/ A (41%) A—3 | REAH
(44%) (42%)

4 Inconsistent regulatory
Increasing Chinese interpretation and unclear Rising tensions in
protectionism laws & enforcement US-China relations
FR[EIR 5 RIPE X RBTAHR TERENERERAT PEXFHmmRK
(34%) A3/ R (27%)
(37%)

5 Regulatory compliance risk,
including insufficient lead

time to comply with new US tariffs on Chinese goods SICETCITETS ST

management management

DERNEEAR ROERHNEEAR

regulations EENER RIS o
BEAMAR, SERERE 54%)
SRR AR A (27%) (25%)

(26%)

“Increasing Chinese protectionism” and “regulatory compliance ~ “RER ZHRIFEXFEAL” M “WESHANKL” B

risks” were cited as top challenges for the Technology sector, ARAMEMALTVEIENEEDE, “TU =g R”
and “Industry overcapacity” and “US tariffs on Chinese goods” “EEMNTERSMNEXR S TUMERTIESIRK
are having a bigger impact on the R&l sector. AN




79% say it is more
difficult to remit funds
out of China vs. other
major markets

79% f= Rl
T, SEMTFEMG
s, MERERSMER
LCHASWET A

Nearly 80% of all members
—and 84% from the Service
sector — reported greater
difficulty remitting funds out
of China compared with other
major capital markets in which
they operate. This sentiment
remained consistent when
comparing responses from
both large and small-sized
member companies.

i 80% =G EI (He
84% KERS W) XK, 5
eI RERENEMIER
AHIHELE, BEELCHF
ESpEpI TSP

“Incredibly complex, often opaque and time consuming. There is no consistency
of rules across banks, branches or, in fact, within the same branch of a bank for
transferring money.”

—2020 BCS, Senior-level Country Manager in Resources & Industrial Sector

‘MEMEFBRAEE SR, MANBF%EEMH, EREFE, FXBT. 2
TERER—HRITINE. KEL, MERE—RBITHRIBENDITA,
RARFE B K-k 3 £, EEEH—NE.”

—2020 FHREBSHIEASL,
T 5FEFRTE, B8

How would you describe your ability to remit funds (e.g., required
documentation and length of process) out of China compared with other
major capital markets in which you operate?
HRRABEEIRNEMTERATY, TNAERFRASRFRERINCK
AYBESI?

25
44
| |
| |
49
40
)
> 1
15 14
5 0
3
Technology &other | Resources & ‘ Consumer ‘ Services
R&D-intensive ; Industrial ; WERITY ; BR&/T
industries | TwRmESY | 1
. Ny | | |
BAMEAMEALITLE | | |

@ The process is significantly more difficult than in
other major capital markets (32%)

Mz EEMBEAMF B RATIHE HED
® The process is somewhat more difficult than in markets (15%)
IR H A T ERATHIHEM MERHMEIBERATIHENEE

The process is easier than in other major capital @ Other (3%)
markets (3%) Hith

other major capital markets (47%)
TETRLESAREMFEERATHE L

The process is on a par with other major capital

Note: Above are aggregated percentages for each option

A L EABMETNES BT

(53)
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Over half of respondents have been required to establish Party cells within their
company, though only 7% report a negative impact from having to do so

ipul

FHZRWE BRERELATALRIULRRE, RER

A RRUSOE £ T A E R

7% RIS 1E

D

To what extent do requirements to establish Party cells within your company impact the strategy and
operations of your business?

ERBARILAEBINEESKZE LENT RABMNMENIEE?

@ Strongly benefit
RAMZ 55
® Benefit

i

No impact
BB

“We have not received any formal requests to establish one. Our China operations are fully
in compliance with Chinese laws and regulations and our management has been localized.
Therefore, if Party cells are a formality, we don’t mind establishing them. However, it
would require further evaluation if they started to have an impact on our business.”

HANFRBEERBI RN EMEL <. HMNNEERLSTLFEPEZM
BUEREM, RINNEEMH#IT T A, HAlt, IRBURSIBRELAENFE,
BOFANE. A, MR ST 967

A -34_
5
20
= R
7
15
>
Large Small
(250 or more (<250 employees)
employees) INEIGSY
; RER Y (BRDF250A)
i (BRZTF250A)

Negative impact

AER

® Have not been required
to establish Party cells

s o BEWERTEREAM
rong negative impact L ER

B AERM

Unsure

THE

—2020 BCS, Senior Manager, Government Affairs in Consumer Products Industry

Comparatively, only 37% of small companies
report being required to establish Party cells.
While 7% of total respondents reported a
“strong negative” or “negative” impact of
having to do so, 5% say they have benefited
from the establishment of Party cells. 12%
say they are unsure about the impact.

During interviews with member companies,

when asked about the impact of Party cells,

the majority of senior executives considered
them to be a simple formality.

2T, RE 37% WD EPIVRTE
WERBIRZE. 7% HRIHEILRT
XMEBHMEERERY “mE” 3 R

HAME” B8 5% NZIHELRRM
PR, 12% WZiHR L RRAHEL
BOER P E BN,

AN REWHIRIGF, Hi8)RktsfIxd
BRI SESZ B = RIS, KE
SENRNERANGTASE,

2, BN FE2H0E—FFE.7
2020 FHREBSHERST,

“Limits open dialogue,
hinders trust.”

—2020 BCS, Director in
Other services Industry

“XRFIVAXIE, F
BE kit

—2020 FHERS IR
BE, HtTTl, S

HERITI, BRESSIISREE




Nearly three-fifths of those who have established Party
cells say they have no impact on their operations

T 3/5 BRI S BB = RIB A RIS E Al SSH R R0

i e
1
30 s ® Benefit
34 e
31 No impact
n 12 pez=pAll
16 13 ® Negative impact
8 B
Unsure
THIE
42 46 42 ® Have not been required to
establish Party cells
RERERERBENMILE
< &R
Technology & other Resources & Consumer Services
R&D-intensive Industrial BTV BR&TY
industries TR EFL
FRAFIEABE R 1TAL

HEERTUMERERERIERTME
YRR R, Hi12% REZTIL
NeRns5TBEELE.

12% of respondents from the Consumer
sector say they benefit from establishing
Party cells.

“Such a requirement does not help with the company’s

“We will consider the possibility
core business, but adds a burden for the operations as
some employees need to spend time going to various

Party activities, which are not related to the business.”

of closing our business in China if
required to do so.”

—2020 BCS, Senior-level Country

—2020 BCS, Senior-level Country Manager in Education Industry Manager in Resources & Industrial Sector

‘BT EXAEELSH
AlRet.”

—2020 FHEBSHIERL,
T HFBTIE, B8

EMERRAT D F Wz SHREA, RSN
ZENB. ARSI RTAEFADHEEESMS WS
TRHE TR B E RN,

—2020 FHEFSHIERE, HETL, =8

(35)

-’



Around 40% of respondents see China’s national social credit system as a positive
development, and one-third believe there is not yet enough data available to
form an opinion

29 40% MZIH R WIARNFERGER TS ERRRE—TARMRAIEE, 1/3
2NN BRTEARA B IBREER AR B

Y

&

China’s national social credit system (SCS) is expected to be fully operational by the end of 2020. Which of the
following statements best describes the conversation around the SCS internally?

RIEMY, FENHRERERRE 2020 FERAEE L. U THHERARNERABRBEXLRERRANITIL?

Technology & other R&D-  Resources &
Aggregate % intensive industries Industrial Consumer Services

BB BRAMEMARITLY  TUMEFRITL HEATA MRSk




“SCS is good in theory, however,
in practice, it's all about how

to incentivize individuals and
companies.”

—2020 BCS, Partner in Legal Services
Industry

‘HEERERER LEFRA, B1E
R, XE2BUATIRMERE A
Ml (EFXMER) "

—2020 FHEBSHRERE,
ERERSTL, GIA

Members from the Service sector
are most likely to hold a positive
view towards the SCS, while 37% of
members from the R&I sector say
there is not yet enough data and
information available to form an
opinion. Based on feedback from
interviews with several member
companies, a majority of executives
are maintaining a wait-and-see
attitude about the SCS and its
potential impact.

RSl =REWERARREN “#
ZERGER" FHARRSE,
37% BT MFRIT ISR B
R HRE BBRIEENEEX
RERED. BIEIREAEILE
HKipRiE, REZHSEYW “H=
ERER" REBERIHFNE
SEs

“The overall SCS framework is out but we are waiting for more details
about the system. If the system is not good for business, we also don‘t
have any other option than to proactively engage in advocacy.”

—2020 BCS, VP, Government Affairs in Food & Beverage Industry
"HEERARNEMERESELR, BHRINEFTEXTZMER

NELZHT, WEZERNUSEAMNZM, HNFETRES5E
SRS, tiRBHEMERE,

—2020 FREHSHREAS , RASTETIE, BRESEISH

“I don't think we should discredit SCS, foreign companies in China
should prepare to ensure compliance with a much stricter regulatory
regime, instead of excessively interpreting China’s Social Credit
System and panicking.”

—2020 BCS, VP, Government Affairs in Technology Industry
‘BT ZRARE MR ERER EEINF RN IZIR R

BHEEUENY —NEM™EH &S], mAeE Bl EMmARRG
=ERER.”

—2020 FEBFSHREE , BT, BRESEISE



Human Resources

ANER

Top three HR challenges remain unchanged over the past four years

ANFBFAIGY = ARREISENFREEEWL

Please select your top three human resources challenges.
BEER AR BRERE =K AN FE R,

2016 2017 2018 2019 2020

@

Rising salary and wage
expenses

FrA TR AT Lk
(62%)

Rising salary and wage
expenses

#r A 2R AR Lk
()]

Rising salary and wage
expenses

#r73 2T A N Lok
(65%)

Rising salary and wage
expenses

HrA 2R BT Lk
(72%)

Rising salary and wage
expenses

FrA TR AT LK
(69%)

2 Cost of social benefits Cost of social benefits Cost of social benefits Cost of social benefits Cost of social benefits
HREF R AIG N HRREF R AIG N BRI AIG N HREF R AIG N HRREF B AIG N
(34%) (45%) (41%) (51%) (47%)

Difficulty attracting
skilled executive/
managerial staff

HLUR3 25 B
B/ EEAR

(33%)

Difficulty terminating
employees

LSRR T
(28%)

Difficulty terminating
employees

MELAFRRT
(32%)

Difficulty terminating
employees

SELFIRR T
(33%)

“Rising salary and wage expenses,

"W

cost of

social benefits” and “difficulty terminating

employees” remain the top-three HR

challenges for the past four years.

“BrAR TR AT LK

“HRTEH A A

m” A CHEUERRRTT EEEEEFENA
BANFIRA IR EED .

Difficulty terminating
employees

LSRR T
(33%)




What is your expectation for how much your average labor costs per
employee will change in 2020 vs. 2019?

&t 2019 ERABMIAFZEIMAS 2018 FHELLEMEN?

2 1
9 5
® >20% higher
45 EFIBERBT 20%
53 ® 10-<20% higher
FFHIBETE 10-<20% (8]
® 5-<10% higher
+F5-10%
® 0-<5% higher
EF 0-<5%
Flat or declining
10 9 RS TR
>
2019 2020
2 ) 2
7 n
18
8 11
> 7
Technology & other R&D- Resources & Consumer Services
intensive industries Industrial Ry BR&T Y
BARFEA TRz RITL
HEITAL

Companies expect a lower increase in labor costs in 2020, compared with last

year. Nearly 50% of members expect labor costs in 2020 to decline, remain flat

orincrease by less than 5%. Service industry respondents are the least likely to

expect large increases in labor costs.

=R, 2020 FHEHAMAIERKEBERMTEF. E—F0=
RIEWFAT 2020 FH AR TEFFRERT 5% BigiE. HF,
AR 55 v B9 52373 1 Ml FRAE 55 30 0 AR A8 KR K BYBE R SR AR

95% of respondents
expect labor costs to
increase by no more
than 10% in 2020
95% M= Ih R R TR,
2020 FEHEh IR AN
I AT 10%



Headcount levels in 2020 expected to remain consistent

with 2019 planning

2020 ERTHETIS 2019 F#FF

Do you expect to increase or decrease headcount in China in 2020?
RABTEHRENR IS 2020 FRHEMEZHL?

® Increase >10%

14 0 >10% Over 70% of respondents said they would
® Increase 5-10% increase or maintain 2019 headcount levels
19 1810 5-10% this vear. C e
year. Companies in the Technology &
@ Increase <3% other R&D-intensive and R&I sectors are
0 <5% . )
most likely to decrease headcount in 2020.
About the same
BHERT R . _ .
B 70% NI hllREy, SENR
32 36 ® Decrease <5% =
R <5% THEBE 2019 FEM EEINE T,
> ® Decrease 5-10% FARMEMBA LT TUFMERERTL
AL 5-10% 2020 FNRIHMERBOIER D
® Decrease >10%
Sy 0,
2019 2020 D =10%
16 1
1" 8
14 19 22
18
44 39
31 31
»
9 8 6
15 > 4
, 8 “ 2
4 3
Technology & other Resources & Consumer Services
R&D-intensive Industrial ERITAY BREAT Y
industries TR ETL
BAFEAFRRIT AL

@




Consumer and Service sectors employ the highest percentage of
non-native mainland Chinese management

HEMRSTIERIFFEAMEEAGNLAIERS

What percentage of your top (country) management are not native
mainland Chinese?

RABANBREEETEZ L AEREPEAM ?

6 Member companies continue
6 to localize their top country
13 1 management. The percentage
reporting that over 75% of top
management are expatriates,
decreased to 9%, from 14% last year.
71 ® 75% orabove
75% e b =REPVHEEERRML, R
50-<75% F9% NeREIVRR, N
25-<50% EEBEBREP 75% F2FPE KM
> ® 0-<25% N5 ZEBHMETF 2018 F 8 14%.

2019 2020

= m =
10
15 10 7
16 15
76 76
>
Technology & other Resources & Consumer Services
R&D-intensive Industrial e IR
industries T AEETL
BAFEAER AT

(61)
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Smaller companies and those from the Consumer sector employ the highest
percentages of women in top leadership positions

RN EEWATERTI S ERAEES

®

What percentage of your top (country) management are women?
RNBBAEERTESLEXN?

14

36

46

2018

10

46

>

Technology & other
R&D-intensive
industries

FATEAMERRIT AL

17

39

35

2019

M

49

Resources &
Industrial

TkAZRITIE

32

>
Small
(<250 employees)

i
(BEDF 250 A)

36

Consumer

HEATAL

15

44

Large
(250 or more
employees)

RE R
(BRZF250\)

20

37

Services
BRS 1Tk

@ 75% or above
75% R LA E

50-<75%
25-<50%
® 0-<25%

More companies are
employing women in
leadership positions
compared with 2018

survey results. This trend

is more pronounced in

small companies and in the
Consumer sector. 41% of
Consumer sector respondents
say more than half of their
top management are women.

52018 FHEELERMAL,
BRAZtEENEIHES
PREF. X—BHE/NEE
WAE AT R RNRE,
41% BOEERITW Zap ik
®T, WEBE AT,




Elevated costs outweigh environmental concerns as the top challenge
to recruiting expatriate talent

AT _EFHERAH R R A B RINE AT RSBk Ax

Which of the following factors are significant challenges to your

organization’s ability to recruit and retain expatriate talent to work The *high cost of living and payroll

in China? costs” now exceeds “poor air quality”
RATRERBAG A EIMET ARSI T HLEENRM 2 and food/uwater safety concers' as

the top challenge to recruiting and

® 2019 2018 retaining expatriate talent. Meanwhile,

about one-quarter of respondents

High cost of living and payroll costs regard two newly-added challenges -

EENIERED

“slowing growth in China's economy”

and “bilateral trade tensions” — as

Poor air quality significant concerns.

TRRBIE

CEEMIARSS B ‘=R
FRERE” M “8Y) / KR
£, BRABEMNEEIMNEATH
A . A, £91/4 9%
AN TR IE B Bk — “FR
ELFERME" M “PEELR

w
=
IS
EN
v B9
o K=}
v
~

Individual Income Tax regulations

MAOANFRSHUA

N
(o)}

N
[e5]

Internet/media censorship

BEXW / ks E

N
(e}

Slowing growth in China's economy

B —HhRER™ENRR,
FREEFIERE Newly added
options
Bilateral trade tensions Zfﬁ%ﬁtﬁﬁ\
AR . 8
Food/water safety concerns
B/ BkR2mE 36
Other
Hith 9
How does your employee turnover rate in 2019 compare with 2018? Employee turnover
52018 £48LL, 2019 FRHI R TRapRMM 2 rates slightly lower in
2019
B = g AR EBHET
@ Significantly lower
® Lower
58 63 - Refie Over 75% of members reported
;b;;u;trtﬂle same the same or lower employee
" h - turnover rate in 2019, compared
Igher
i%l] with the previous year.
@ Significantly higher
- e 1 Fr 1813 75% WRRBUETR,
2019 FARMEERR E—F
|4 | [ 6| ——
> BT TR,
2017 2018 2019

(63)

-’



Increased emphasis on developing employees vs. finding the right

talentin 2020

2020 FEMEMR TR AR, MIFFHEEAT

D

What is your organization’s top human resources priority for 2020 in China?

2020 FRADEFENANZFRERESEHA?

Finding, hiring and onboarding the right talent
BEATHIH. BEMER

4

Developing employees (e.g., training,

performance management, coaching, building

pipeline for senior leadership

ATRIERE (El. SHEE. B, 2
BRERAISHBER)

5

2020
® 2019

Managing employee engagement
and retaining employees

MR 5 TRORMR AT RIS

Structuring to meet business needs
(e.g., compensation & benefits)

RIEWSFIHATER (WAHRIRIT)

Rewarding employees appropriately
(e.g., compensation & benefits)

BEBHRMAL (FHHSER)

Fostering a diverse work environment
EELTTUTIERER

@ H\‘ pa—y
o -1 =
N N
W FN
w

]
—_

Ensuring staff well-being

R R TAEF

[ |

Embedding cultural change
EEXUTE

m e

Downsizing organization size and

scope (e.g., managing reductions

in employee numbers or hours

SRR AERN Y S5E ) (90 R R T
B TIERE )

B

Incorporating Artificial Intelligence and new

technologies to support recruitment and HR
operational work

SEANTE NN RASIHEENANZR

ZETF

N

Other
Hith

Members are increasingly
prioritizing “developing
employees” in 2020,

as reported by 23% of
respondents, up from

15% last year. In 2019,
43% of respondents
prioritized “finding, hiring
and onboarding the right
talent”. While this still
ranks as the top priority, it
was only selected by 24%
of respondents this year.
The data also shows slight
upticks in the emphasis
on “managing employee
engagement and retaining
employees” and “rewarding
employees appropriately.”

HkEEZNE R ERTR,
2020 FROEE ‘IR
RE”, FUMANZ
AL FIMEFEY 15% £
FE) 23%, 7£ 2019 4,
43% MRIHEIR 5
AF BT, BENER”
TENERITIF. BRI
ARERIFz—, OF
B 24% R IH B FERE
BEAENEEZTE. MR
TR, Blx “EEA
ITHHE, BERTY
M EHMRMAS B
EMEEREEM,




Innovation and Intellectual Property Rights SUFRFNEDIR =4

Innovation remains
important for
members’ continued
growth in China
QIS R A FELE
NEHEE R RIDAEE

How important is innovation/R&D to your company'’s future
growth in China?

BT / AP O R ARRKEFTENLRESER?

However, fewer respondents ranked innovation
as a top-three priority, compared with last year

A, SEFMEL, SEEDNZIHELE
A ERER RN =AESZ2—

19 17
31 32
@ Top priority
. HEfS
® Top-three priority
=RESZ—
® Important
BE
> @ Notatallimportant
6 7 TETEE
2017 2017 2018

87% of respondents reported innovation is important for their company’s
growth in China, with 45% ranking it as a top-three priority. This is down
from 54% in 2018.

87% MR EWFRT, QIFWEWEERREXEE, 45% %
WA IAAIFRR IR =HNER, X—LEHIE 2018 F#HY 54%
BT

(65)

-’



Insufficient IP protection, restrictive cybersecurity-related policies and
insufficient talent remain top barriers to innovation

FHRFARRIPA ). MBLEBERRG], URAAERIZEEEIHTRY
FEE|n)H

®

What barriers, if any, are preventing you from increasing innovation in China?
AT BPLERSRS IR LE T SRR EIE IR ERIF RN

Lack of sufficient Intellectual Property (IP) protection

MIRFRURIF I ER

N

Increased restrictiveness of cybersecurity-related policies

HME MR MERSEREER

w

Insufficient talent

BROAT

Vague policies and lack of detailed implementation guidelines

HERESHAE, RZIFANRTIESSH

Requirements to comply with unique China standards and/or
the inability to participate in the standard-setting process

FEFSREBNTERER | IEESSEIRIERERITRE

No notable barriers to innovation
BB EENLFERS

Investment and market access restrictions in certain high-end
or value-added sectors of my industry

FRET I R B B T R B I ENR

w

Indigenous innovation policies that discriminate against
foreign-invested enterprises

B UHMBERER I RFIMA R

w

w

Insufficient financial resources

RS

Intellectual Property (IP) localization requirements and/or
technology transfer requirements

FIRFIAHE TR [ AR BER

Increased restrictiveness of data privacy-related policies

SHIERAMAXRIEERAIIRFIIE I

o

Government-directed import substitutions

HHETRE#HO SR

oo
-
. — . =
N = N N = N, —
w
-
— [ -
@ ~ BY ~
N S
- N
R
15 )
N
N o
w
N
w
G

Restrictive licensing requirements

M RRENFRIER

=
(e}

Lack of clarity regarding service invention and remuneration
policies for R&D staff

STHR A 5 5 BRI MIER 55 R SRR IR BN BUE 13

H

Internet censorship and/or the inability to

use certain online tools Newly added option
BEEMISEFERADS % TRNBER (FlneikiEh /3T S EFIE IR

® 2019
2018



All sectors increasingly view their adoption of digital technologies in China as

more advanced than in their other global operations

PEERASFEAT AT T2 RKEMERNM S, K27 REZAET

AP IMERYIARE]

How does your company’s adoption of digital technologies in China compare with your company’s adoption of

digital technologies in other markets globally?

RABEERBIAF A SELKEMTHIZELLO?

14
11
» 11
38
0 T £
| 2

32

45 41 38
16

20
2016 2017 2018 2019

@ Chinais our leading-edge digital market
PERHNREERF TS

® Chinais more advanced than most markets
FEMETAZHTT
China is on par with other markets
PEMEMTTRE

@ Chinais behind other markets
FEERGETHMTG

46% of respondents say they adopt more
advanced digital technologies in China
than in other markets. This proportion
rose in 2019 after a dip in 2018, though
the proportion is still down from 2017's
52%. Compared with others, members

in the Consumer sector are most likely

to view China as their most digitally
advanced market.

46% MRI[EIERR, MIEFE
KATHHEMTE RN TR
Ko X—LEHIFE 2018 FEEE T %,
2019 SFAEFIEM, BIMET 2017 &F
B9 52%. SEABITAARLL, EET
WBI=REWINNHPE TG HFE
ARERNFEHNLEOIRS,

Technology & other R&D- Resources & Industrial
intensive industries TAnZERT
BAMEH LT
1
9 4
9
28 > 30
17
» >
43 41 48 44
20 2
25
2018 2019 2018 2019
Consumer Services
HERITAL BRS1Tk
21 21
9
3
39
36 30 35
» >
28 30
45 38
22
2018 2019 2018 2019

(67)
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IT-related challenges negatively impact more than half of respondents

(EI=5ENIEES SR =5 O VrkiaN A =1 WAl iE A

@

To what degree do the following Information Technology (IT)-related issues negatively affect your company's

competitiveness and operations in China?
UTH (NELL%E) BXPENRAREERSFNINEETLATFZM?

Somewhat
FLEEm

Not at all
TERBEM

® Extremely
BRAZM

Data localization requirements (i.e., v
requirements to store data in China
instead of globally) 36 46
HuRAH L ER (B EUREMREER
EMAR2KNER)

Cybersecurity rules on protection of
critical information infrastructure and
important data
RIFEEEEEMISHETERHIEN
&L M

39 49

Data security/IP leakage via
third-party reviews

HIBRS /BT H = 5P EE =AY = 47
FIRFAUHER

Restrictions on hardware and software
procurement and other secure and
controllable policies

SRR EIRE], REMRS
=B B

46 M

Compliance concerns due to vague
implementation regulations

TERAR AL S ERAI AN E < )

31 50

Data privacy regulations
HURISALREM 38 49 13

Nearly 70% of members agree that compliance concerns due to vague implementation
regulations harm their competitiveness and operations in China. That said, compared
with 2018 data, the proportion of respondents saying that each of these IT-related
challenges pose an extremely negative impact on operations is slowly decreasing.

ET70% WERBAUINA, FITEMTBHSEMNEGMPERE 7T HAEENR
EHMLE, REWMIEE, 52018 FHFEMLL, AN EREBRABEXI A
WEAMSFERIBAEFZHNEREWVEEZEIE TEES,

“Very high concern that SOEs
will be given access to our IP &
systems.”

—2020 BCS, Senior-level Country
Manager in Resource & Industrial
Sector

‘WIVEELORERFES T
BB I REIMERIR XA
NRSME R BB A I B AR

—2020 EHEFSHIRAE,
T FAZFRTIL, B8



In your experience, are the risks of IP leakage and IT and data security
threats in China greater or smaller than the risks in other markets where

your company operates?

RIBENZLY, SHMNZEERL, JRAREEEERFEIERIRIR I

BENERRATMELR 2B EEREREN?

s
51 ® Risks are smallerin
46 45 46 45 China
EHEREER
Comparable

> RS
@ Risks are greater in
China
44 WES
52 c4 52 EFENLES

2015 2016 2017 2018 2019

When compared with their operations in other markets, 44% of members see
higher risk in China, down from over 50% between 2015 and 2018.

St FHEMERWSEL, 44% WEREWINNETFEL SRS
&=, X—HBMETF 2015 FF 2018 FAYZY 50%.

In the last five years, China’s enforcement of Intellectual Property
Rights (IPR) has:

AIENBFE, PEENIRFRERENNRITAE:

2018
® 2019
59
37
29
> 4
Improved Stayed the same Deteriorated
Rk E BETNK BFrE

69% of members believe China's IPR enforcement has improved, up from 59%
last year and from 47% in 2015,

69% BI=REWINAFERFNIRFRERIPFPUEBNE, ST 2015 FHY

59% MEFEH 47%.

Fewer see greater

IP leakage and data
security risks in China
vs. other markets
B/ L A ThE
BYRIR A0t R A R
EZeNmETEM
ESER

Members continue to
see improvementin
China’s enforcement
of IPR

=R LR IIEF
EERIRF AR
AR ERHEHS

(69)
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While fewer say IP concerns limit investment decisions, 42% of

technology sector respondents continue to express higher levels of IP

protection concerns

RE5zZaitt, BIO=R

AV R RNIR ARV

RS T Bk

RARR, 1B 42% HREAT I R A R RIS ANR = ARRIPRB I

®

Do concerns of inadequate intellectual property protection limit your

company'’s investment in China?

BEIAIRFRRIP AR RS RE T RABERENRE ?

29
@® VYes
> =
Unsure
29 32 RHE
No
'Z:l:
37
39
2018 2019
42
32
>
32 34
25
33
Technology & other Resources &
R&D-intensive Industrial
industries TR EFL
BRAFMEMR LT L

Companies in Technology &
other R&D-intensive industries
are most likely to limit
investments due to inadequate
IP protection, 22pp more than
respondents in the Services
sector.

RAMAMP LT L EET
BB FRIR P AR A
PREIRHE, X—LLHItbiRS
TlkRRElET 22D
B2 R

25
36
51
45
Consumer Services
THERATAL BRS5 1T

Difficulty prosecuting

IP infringements and
insufficient protection by
IP-related laws remain

the top two IP challenges,
respectively, though both
were selected by a smaller
proportion of members
compared with last year.
Those selecting “IP theft by
employees” and “licensing
constraints” both increased
by 7pp.

RRFIREXMEFEDIR =AY
RFRERRIPRERIAZ
=R EIRE AR
FRBEA, REEERXR
=AW IR AT
BRI T, HEHFE “BIA
RFERES” M HFAR
fl7 B E G
my 7 NBEDR.




Insufficient legal protection and difficulty prosecuting IP infringements are

the top two IP challenges; IP theft by employees and licensing constraints

are increasingly emphasized

RRRIPRRMNEROFAREER = R

A

ERYMARIR XA 5 5

THEANRF ANV R PR p) B B R A S B0

What is the most important IP challenge your company faces?

RN HIEHNREARAIR=ARBER A ?

® 2019

Difficulty prosecuting IP infringements in court
or via administrative measures

MELTEARE ESB TRFRIEIREIERIR
REVTH

N
H

2018 “We don’t see any significant
changes - IP thefts are not getting
worse or improving. That said, the
Chinese government would not

Insufficient protection offered by text of IP-
related laws and regulations

SRR IAERERMEM X AR ENRIPR R

intentionally instruct employees of
our company to steal technology
knowhow. The IP thefts we've

encountered have been individual
actions stemming from an

imperfect legal system.”

—2020 BCS, VP, Government Affairs, in
Technology Industry

BINEEBINEAERTUN—
FIRFNGER B LNERESNE
FrefE. S22, PEBMNHERS

HEHRHBERITEEGRAMN
o FATEEIBIANIR = AL 57 BLER

Expectations of technology transfer
arrangements with business partners

FEmEl kB

“We have seen more cases of IP thefts by employees.

26
IP theft by employees
RTEFARFR 13
Licensing constraints
VFEJ PR 4
Cyber-theft n
WLE G 8
Others n
Hth 2
8

Overall, I think IP protection in China is improving, but
not to our expected level. A lot of IP cases where we
thought the other party deserved greater penalties were
mishandled by the court. | hope the Phase One deal

can help put an even more significant emphasis on IP
protection.”

—2020 BCS, VP, Government Affairs in Consumer Products Industry

‘HMNBIRIARFNEGOROI BTG, BEXR
B, RIATEIRFRPEZRE, BEFRAE
HNVREE. —EMIRFNEAHRBBEEXEF. £
BIFNRMAD, BERERSIT —+TRTH. RHFEH
E(E—MEREAMI) AEBINE R RIERIR = AR

—2020 FEBSHRRE , BERTIL, WHFESEISH

BEEBRBENDATR”

—2020 FEFSHRRES,
BT, BAESESE

“We have not encountered any issues related to IP theft
or licensing constraints, but it is also because we have
devoted a lot of resources into IP protection. It is worth
highlighting that the Chinese government has done a lot
to fight against counterfeits. Our main issue right now

is finding ways to counter knockoffs which is still a legal
grey area.”

—2020 BCS, Director in Consumer Products Industry

“BATERBEMERFIR =G BNE T I PRI Bl , B
XWERNFANI IR NRIFRAT BZHE R E
FRIFANE, RMNEFIPERGET RS BERIFSE
HH. AEBENTIERBAZELERD LR
B, ARNEERLHREE —NMREtE,”

—2020 FEBSHIRRAS, HEATL, BFESSE

(71)
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Nearly half of members share the same amount of proprietary knowledge with

China partners as elsewhere; R&l sector tends to share more than others

A
IJ.LEFD J\/

175 _IJ:J.L SHREEFRIFDEMEMBX SFUFRISHREN T AR ;

WAZENEFIIRFEZSTFTEHMITI

How much technology and proprietary knowledge does your company share with your business partners and

clients in China compared with those in other overseas jurisdictions outside your home country?

RABERESHLMAENER

45

45

| 4
10
=

Technology & other
R&D-intensive
industries

FAMEAMERRIT AL

®

We do not share technology and proprietary
knowledge with business partners and
clients in China

HNASHENELIEREFRDZEAN
FLEIR

Much less
DRE%

Somewhat less
bt

No difference

EHBEXS
Somewhat more
%1t
Much more
%R%
21 26
7 1
11
12
44 51
12
4
Resources & Consumer
Industrial R
TP ZRIT L

Y ERRATEFARNYE, SEREEZINIEMBINEEEEXAALL0MA?

45% of respondents say they share the same
amount of proprietary knowledge with Chinese
business partners and clients as elsewhere, while
nearly one-quarter do not share technology and
propriety knowledge with their business partners
and clients in China.

45% MRIH W FRREREESIENFDIZN

TR EMNEMMK SENHER, T

/4 Mz EUHRSPENEFUFEF
ERARFEMH LT L EFAIR.

40

8
0

Services
BREATIL




Majority of respondents - particularly those in the Consumer sector - share
technology and proprietary knowledge as a voluntary business decision

REBZIF W THBHEBITI  BoERANMEMF AT L T AR

BREAVE RS

This technology or proprietary knowledge was shared:

PERAMEFIIRNEER

® Asavoluntary business decision in our company's
best interest

EARFEARMENBERELTA

® To (implicitly/explicitly) improve market access
prospects

AT (BTEsiiAEt) EEBHHENNRS

® Asrequired by joint venture regulations
EFWEREWHER

® Due to informal pressure from business authorities

REBHSTENXIFERNED
@ Not applicable

EA
> 3 3
10 12 6
7 3
20 0
0
Technology & other Resources & Consumer Services
R&D-intensive Industrial BRI BR&1T Y
industries TR BT
BAFEAMRZIT AL

91% of Consumer-sector
respondents share technology

and proprietary knowledge as

a voluntary business decision.
Meanwhile, 20% from Technology
& other R&D-intensive industries
reported they share technology
and proprietary knowledge “due
to informal pressure from business
authorities,” the highest proportion
among all the sectors to do so for
this reason.

91% BYEFEITW R IH AR
ERAMEMIIRALANERERN
EloRE, R, 20% B9EHE
AR, WiEeTFElES
BIINFERNENT DERA
MEAMARTWERNAIR, &t
BIFEFRB TR RS,




N\

Impact of
Bilateral
Relations and
Tariffs

REXRZMX
BRI

£



Preface

The US and China signed a Phase One trade agreement on January 15, 2020, signaling a
pause in the 18-month long trade tensions between the world’s two largest economies.
Although this survey was conducted between October and November 2019, 79% of
members expressed a positive or neutral outlook on bilateral relations. Meanwhile, nearly
half of respondents consider positive bilateral relations extremely important for their
China business growth, up 8 pp from 2018.

While US-China relations have become increasingly important, nearly 40% reported that
these tensions have no impact on their business strategies and 25% reported no impact
on their China business operations. These proportions are comparable with our 2019
report. In addition, the majority of respondents say that many of the US government
actions — apart from tariffs on Chinese exports — are not impacting their China operations.

Al
RENFF 2020 F 1 8 15 BEEZ (B—MRERNIL), HESEHRARKIE
PEFEZEIKE 18 PEMNRAZ R IKEBES—RE. REFXBFEFET 2019
F10 AN 11 Bzi8), SRHPERETRREN ERDE, B 79% = eIl ER
WHAERZRRETRRFPUNSE, E—FHZHEWINA, RRHFEXE
WHEFEWSERKERERE, X—AII 2018 FIEIMT 8 M ED Ao

][

PEXRVREE, BiE40% MERABWRT, PEAZEKBBHARAZMAE
FELELEREE, 25% NERHEIWRTHER SR KEEWEAELN S LKERM.
X—tbf15 2019 FRE—H, i, REBZIHEAWRT, EEBUTFREATF
S RTMEEEWS, BXWRED O Y INIERTH A& RAFEE.

(75)
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Positive bilateral
relations increasingly
important for business
growth

MIRBYFRSER 2Tk
SEREREER

Nearly half of the respondents
regard positive bilateral relations
as extremely important, up 8pp
from 2018. This trend is most
significant in the Consumer and
Services sectors.

—¥WZIHEWINA, B
ﬁ%B’\JEP%%%i%EE, X
— b5 2018 £ INT 8 N
B R. XMBBEEET
WHIBRS TR AR,

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

REFNPEIOX AN R ABDNEENSERESER?

@ Extremely important

REEE
40 43 39 47 ® Veryimportant
FEEE
Somewhat important
2 35 37 33 tpEE
® Notimportant
23 18 20 17 rEE
> S = = ® Notatallimportant
2016 2017 2018 2019 TRTER
2018 2019 2018 2019 2018 2019 2018 2019
38 30
34
46 “ »
PP i 38
35 31 32
21 18 = 16 26 19 23 -
>0 0 o ) “—Tﬁ
Technology & other Resources & Consumer Services
R&D-intensive Industrial SERIT Y BR&1T
industries TR BETL
FARFEARR & Tk

Over three-fourths
expect bilateral
relations to stay the
same or improve in
2020

i 3/4 ZiAR
ﬁﬁ2m0¢¢%%
ARG AZHAEM
&

®

What is your outlook on bilateral relations between China and
the US for 2020?

1IN 2020 FHREMAX ZBIFIRIME?

Nearly half of respondents
believe bilateral relations will
stay the same in 2020, up from
37% in 2019. Only 22% expect

6 30 relations to deteriorate, down
27 Will improve from 37% in 2019 — though
RaoE still more pessimistic than the
Will stay outlook for 2018.
about the
48 49 same
37 4%%1%?# —¥Z RN,
RHR 2020 FHRE X RBERER
® Wil
> e | BT, X—LEAIET 2019
BTl B 37%. RE 22% E'\Jxlﬁﬂ:

W PEXRREL, X
—EbBIMETF 2019 &Y 37%,
B5 2018 FAHLLE T A&

2018 2019 2020




Bilateral tariffs primarily impact business operations by decreasing demand and
increasing manufacturing costs

FREX Ry e SRR £ B RIMAE T IO DA BSR4 18

How is the implementation of bilateral tariffs impacting your business
operations in China?

AR 5 KR SE eSS SRR R e E R R ?

Decreased demand for our products
HEAT BB 29
® 2019
2018
REEM 25

N

Increased cost of manufacturing our products

1T A mBOBIE R A

Increased sale price of our products
"B T HI - RAEENS

-t —
© ©
w
w
S w
w

Lost business to competitors

WRENFIOELS

N

Since we first surveyed members on

oo}

Reduced profit slightly (less than 10%)
FEBEE T (KT 10%)

the impact of tariffs in September
2018, increased manufacturing costs,

increased sales prices and decreased

Reduced revenue slightly (less than 10%) demand for products have remained the

W NBEE B (1T 10%)

top three related concerns. However,
the proportion selecting increased

manufacturing costs and sales prices has

w

Reduced profit significantly (10% or more)

FIFRE FH (10% SiBLE ) declined, and one-fourth of members

report that bilateral tariffs are having no

impact on their business.

w

= .
w —l —
[Nl =
N
[

Reduced revenue significantly (10% or more)
WONBAE B (10% LA L) 2018 F 9 A, EINMNBAMKHNZ

My =2 e HT T IEE, fhERE

_
o

Other A HENBIZIN. FaBRER
Hith 3 —HERERW=KREEXY. T, &

EHERAMEENE LAl
BIBFT TR, MA 1/4amdilkE
THREXRRYESSEB M,

Reduced employee headcount
RI AR

-




Nearly 40% say US-China tensions have no impact on business strategy; about 1/4
report they have delayed or canceled investments as a result

AT 40% RYTRMVIRIR, FRSEER 57 RN EL i Al A BRI

TREHEREEUE THEXKR

=0 5 29 1/4 B9l R

@

“No impact on investment
strategy—sales are shifting to RMB
settlement.”

—2020 BCS, Director of Government
Relations in Healthcare Product Industry

“RATRAEBE R AN
NEHECERMHARTRE
TO”

—2020 FHREBSHIRREE, BT
FafTl, BFESEHN

Additionally, 16% say they are
adjusting their supply chains by
seeking to source components and/
or assembly outside of China or the
US. When breaking down these
categories by sector, we see that of
those 8% considering exiting the
China market, 50% are from the
Service sector. Of the 6% who say
that trade tensions will result in
increased investments, 33% of these
respondents are from the R&l sector.

tesh, 16% Bkl RSIETEIHE
HtwaE, EREEEEUIMNY
i I HEZEMA ) HAE WS,
MEHDITIRE, 8% EEERE
BHAERZNELF, §50%
N RBERS L. 6% IANEA
5B HRE RGN AL,
33% MZIFEARE T ME R
73lko

How are tariffs and US-China trade tensions impacting your

business strategy?

PR F S IHMEBRIEXHI R B ABEE R ?

® 2019 No impact
2018 BB

Delaying or canceling investment decisions

ERFEVERFRE

N
(o)}

I w
(. W
|

N
<)

Adjusting supply chain by seeking to source
components and/or assembly outside the US

FRMENE, ERERIIHRAG /AR

—_
(o)}

N
w

Adjusting supply chain by seeking to source
components and/or assembly outside China

RN, ERERINSHIRAMGN / AR

—_
(o)}

=n
O

Considering relocation of some or all
manufacturing out of China

Lo BHELTHPE

Other
Ht

Increasing investments
IR A

Considering relocation of some or all
manufacturing out of the US

RO S BEETHEE

Considering exiting the China market

ZRRHPED

Increasing investments

IR

[e<] oo

Considering exiting the China market

ZRRHFETS

@ Technology & other R&D-
intensive industries

AR LT

® Resources & Industrial
TR IR Tk

® Services
RS AT

Consumer

THERATL



Service sector companies are the least likely to experience negative impacts from

bilateral tariffs and trade tensions

AR5l 1l 2 e SE SR A A B2 57 A SR A I =2 M BY P BE M A/

How are tariffs and US-China trade tensions impacting your business strategy?

X8R 5 % in N EARINTE XX 52 BRI L AR A T oim ?

Technology & other R&D- Resources & Industrial TALFIZFE{TIL
intensive industries

BAME LT

Consumer j§E{Tik Services fRSS1TIL

59% of members from the Service sector reported tariffs and US-China trade
tensions have no impact on their business strategy. However, over one-third of the
Technology sector respondents are delaying or canceling investment decisions.
Additionally, around one-third of R&l sector respondents are seeking supply chain
adjustments.

59% BIRSTTIWEREBWERTR, XRMPEAZ PRWEBF W EHERER
Mo AT, B 1/3 WRRZIAEWIEFRHRFEUEERRRE. W, 4
13T AR IR b IEE AR AR 5%,

Considering relocation of some or all
manufacturing out of China

ZERED SIS THRE

Considering relocation of some or all
manufacturing out of the US

Z RSN MBS LT HEE

Delaying or canceling investment decisions

No impact

BB

Other
Hith

(79)
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Complications from increased bureaucratic oversight or regulatory scrutiny
reported as the most common non-tariff barrier experienced by respondents

SHRLET, BEINELHERESRTIIESER S EESRAR %

RYRAPE 2 )2l

®

Have you experienced an increase in any of the following non-tariff
barriers following the implementation of bilateral tariffs?

HESLHERIAXGE, EBERHE TyIRLEIrRHEE 2291810 ?

® 2019 2018
No change
RBEEWN 56
Other complications from increased
bureaucratic oversight or regulatory scrutiny
WIS BN R B E S| RME AR L
Slower Customs clearance
BREERIE 17
Increased inspections

OENELS 20

Slower approval for licenses or other 13
applications -

wARHEEERE 12
Challenges with US employee visa applications Newly added option
EER T URIBEEIE SRR

Increased difficulty completing investment
deals

TERIR AR 7 HIEE RN

Rejected licenses or other applications

R SRR IE AR

Products rejected by Customs

BRIEWE)

Other
Hith

w
‘o0-@g.@ -8 §

Half of all respondents report an increase in non-tariff barriers, down 6pp from 2018.

An increasing number of members selected “other complications from increased

bureaucratic oversight or regulatory scrutiny” as the most commonly faced barrier.

In addition, 9% of respondents chose the newly added option “challenges with US

employee visa applications.”

FHRIPEWERR, FRMELEPMIEM, EX—LEHIER 2018 FRAT 6
TEAR. BEEZaREWIAN “NHEEEMNEERESI RNEMBR"
BREIMELRZ, I, 9% NZIHEIER TSN “SERTHURIE

FIE",

“We don't see a noticeable uptick
[in non-tariff barriers]. Our team
double checks with other teams
and offices regularly. | think one
reason is that our brands have
been well-established and well-
received by Chinese customers.”

—2020 BCS, VP, Government Affairs,
in Food & Beverage Industry

‘AR BBERRMEELET
BB, FMNMEAN=S HAth
[ BA Re 70 25 b RE B 3Z 70 /) i
FUNREF—PREZHNIH
mhE B R EHEEEZHIA
EO”
—2020 PEBSHERE, BE
FMIEATAL, BNESEISH

“SOEs have been instructed not
to settle deals with US firms so
our clients have suffered.”

—2020 BCS, Partner in Legal
Services Industry

‘BRI ZEIIB R ESE
EWARR S, XEHITN
BERRZHK”
—2020 FEFSHIRAS,
EEIRS W, BUA



Majority of respondents say that US government actions - apart from tariffs on
Chinese exports - are not impacting their China operations

REWZ

M——F

IR, EEBFRERERVITE
UL e

B 7 XY AR E S O S I0AER

How are actions taken by the US government in the following areas impacting your operations in China?
SEEBUATE LT S SR B O FE T 40 (e 5201

BTEEREE?

3
3
] 3
® Positive impact
EEFM
45 i
43 39 42 [ ] !\10|rr;;3act
BB
@ Negative impact
AERE
> Not applicable/Unsure
TEMA | FHE
18
25
28
33
34 34
26 31
27
22
Tightened Increased tariffs Import Investment Government Government
export controls on Chinese restrictions reviews (e.g., procurement investigations
(e.g., entity list, exports HOMRE CFIUS, FIRMMA) RN BRAE
licensing) 1 segehmEm BARS
ISR O & ES (kegn CFIUS,
(Feansehs s, FIRMMA)
HUBEVFRIER)

Nearly half of respondents reported increased tariffs on Chinese exports are negatively impacting
their operations in China. Import restrictions was selected by over one-third of respondents as

having a negative impact.

EEHEIREIVERR, EEXNFREROSYIEXRSR, XNHEEWSFET HEFM.

B 1/3 9= I EORSIFET AEF M.

(1)
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Members hope the US government will advocate more strongly for a level playing field,
pursue results-oriented government dialogues and reduce tariffs on Chinese goods

ZREVAEEEBFEENREEMREATFRS, SHEHITULERATEH
XYiE, R DX AR E R AR AR

What top actions can the US government take to help foreign businesses in China?
XEKFTRERENP LB RITEIRA BT LLINE Bk ?

® 2019 2018 Trade and investment related actions

®

R S5RAMNEXIE

Advocate more strongly for a level playing field for
US business in China

AEPENEELWER—MAFHFSIFR

<
|

N
~

Pursue results-oriented framework for regularized
government-to-government communication

FRUERNEME, FEAHIBAENS

w
I

w
w

Reduce tariffs on Chinese goods

B R E B mAIXH

Provide more assistance to US companies in China

BERENRERHE LA

N

N N
(%]

w

N

N
(>3]

Resume negotiations on a high standard Bilateral
Investment Treaty (BIT) that ensures the intended
benefits of the treaty can be reached within China’s
unique market

SRR ERNSOIRENE (BIT) BI%F, #
RIEFEREHZ PRI DINAITRERF

N
I

w
(=}

Encourage and support more Chinese investment in
the US

BRI FFPEEERRA

Pursue a new multilateral regional free trade and
investment agreement that includes the US
FREEZEEABH 20X B R ZHRE
hE

Apply investment reciprocity as an approach to
improve market access in China

BRANSENAETETDENN—HAR

-t . — — [y
o K [ ©

©
w
—_

41% of members hope the US
government will advocate more
strongly for a level playing field
for their business in China, the
top requested action for the
past two years. Significantly
fewer respondents chose
applying investment reciprocity
as an approach for helping
foreign business. Nearly one-
third, up 7pp from 2018, are
hoping for a reduction of tariffs
on Chinese goods.

41% M= R FHEEER
FFEEE MR EHMIRE R TR
F, EHEENS, Xt
EREMERBURENER
ZHIFR, Riphld, %k
7 ‘REWE NUERE
e S 1/3MRIFRAE
BEF MR EBF X
i, ZEHBIAR 2018 F EF
T TP EDR.

Narrow the scope of export controls B Newly added option “Easi . licies i
P & EEB EVE T asing visa policies is

Stricter enforcement of China's existing trade and
investment agreements

EFEEHTHRERE N RSN ANE

Continue to use tariffs to apply leverage during
ongoing trade negotiations with China

TEFRSRIH BR IR Se B PR X B SR BB AN 20 7

LY -
O —_—

another action that the US
government could take.”
—2020 BCS, Director in

Technology & other R&D-
Intensive Industry

“TAUEE I B R R 2 [E BT
Bz 4 SREN Y 55 — 25487

Other —2020 FHREBSHREREE
Hith ke, BTl
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About AmCham China

The American Chamber of Commerce in the People’s Republic of China (AmCham China) is a non-profit, non-
governmental organization whose membership comprises 4,000 individuals from goo 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. In addition to our headquarters in Beijing, AmCham
China serves Tianjin, Central China, and Northeast China through our Chapters in Tianjin, Dalian, Shenyang, and
Wuhan. Across the five offices, AmCham China has more than 30 working groups, and holds more than 150 events
each year.

For more information, visit: www.amchamchina.org

XTHEXEHS
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This report can be downloaded at www.amchamchina.org/policy-advocacy/business-climate-survey
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The American Chamber of Commerce
in the People's Republic of China
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Floor 3, Gate 4. Pacific Century Place,

2A Workers' Stadium North Road, Chaoyang District,
Beijing, 100027, 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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