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EXECUTIVE SUMMARY
Results from AmCham Shanghai’s 2012 Business Climate Survey indicate 2012
marked the beginning of a transition in the business environment for U.S.
companies in China – the China market is entering a new period best described
as a “new normal.”
In 2012, U.S. companies in China continued to perform strongly but for the
second year in a row experienced a dip in top-line performance indicators –
profitability, revenue and operating margins. Although U.S. companies in China
continue to find success, a leveling off in performance reflects not only an
increasingly complex and challenging domestic market but a Chinese economy
slowed by China’s continued transition away from export and investment led
expansion to one sustained by consumption and services.
Fig. 1: 2012 Financial Performance
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The reality of the new normal is U.S. managers should no longer expect China’s
economy to grow at the same double-digit rates of years past. Steadily rising costs,
human resource constraints and an increasingly competitive business environment
– issues that continue to be top challenges for U.S. companies in 2012 – will also
be the rule rather than the exception in the years ahead.
Yet, as the Chinese economy continues its transition to what we expect to
be a healthier and more sustainable growth rate, China’s new normal offers
tremendous opportunity for American business. Survey results indicate that U.S.
companies are adjusting to this new business environment and have largely moved
away from the low-cost export model that once drove U.S. business strategies
in China. Nearly two-thirds of companies surveyed said they were “in China for
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China.” They are here to compete in the growing domestic market driven by
steadily increasing household income and consumption. U.S. companies remain
committed to the China market – a record 91 percent report an “optimistic” or
“slightly optimistic” outlook for their 5-year business prospects in China.
As the China market continued to transition in 2012, AmCham Shanghai has
identified the following takeaways from this year’s survey that we believe will
remain constant moving forward:

•

Performance depends on industry. As the buying power of the Chinese
consumer grows and the Chinese government promotes its service sector
and high-value industries, AmCham Shanghai expects performance disparities
between U.S. companies to exist based on industry, region and experience.
Top performers in 2012 included U.S. companies focused on quality of life
products such as autos, healthcare and personal technology. Manufacturers
continued to generate solid profits in 2012, outpacing both service providers
and retailers. But as companies look ahead to 2013 and beyond, companies
in the retail and service sector both scored higher than manufacturers in the
AmCham Shanghai Business Confidence Index, a quantitative measurement
of confidence in business opportunities moving forward, indicating a look
ahead to China’s goals of expanding household income and consumption.
Perhaps not surprising, larger companies with more experience in the
China market tended to outperform smaller companies and those with
less experience, highlighting challenges faced by U.S. small- to medium-sized
businesses, a critical new sector of American businesses in China.

•

China is a vital market. Regardless of industry, China is an increasingly
vital market for most every American business competing here. Although
performance leveled off in 2012, U.S. companies have carved out large parts
of the rising middle-class branded consumer sectors. While profit margins
have tapered off over the past three years, more than 40 percent of companies
report higher margins in China than their companies’ margins globally and
nearly two-thirds said revenue growth in China is greater than worldwide
revenue growth.
U.S.companies remain confident in the immense potential of the China market
thanks to an expanding Chinese middle class, strong consumer spending and
steady growth in lower-tiered cities. China remains an investment priority
for U.S. companies ranking as the top investment destination for more than
one-fifth of companies in this year’s survey. A majority rate it a top three
investment priority and 48 percent state they plan to make additional global
investment inside China. Less than 15 percent of companies reported they
have moved or plan to move production out of China to respond to rising
costs in China.
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•

U.S. companies plan to grow organically in 2013. Companies are still
looking to China for growth opportunities, but the great majority of those
opportunities are going to come not through acquiring companies but rather
through “organic” means – the building off of an existing foundation, hiring
more people, opening more offices and growing production capacity. In this
year’s survey, more than 76 percent of respondents said growth in 2013 was
going to come from organic expansion compared to 24 percent who were
planning on finding most of their growth through acquisition.This is a sign of
a slowly maturing China market where acquisition targets are more difficult
to find and companies have been around long enough – 57 percent have been
here over 10 years – where they have built up some very good operational
experience.

•

China’s regulatory/policy environment is increasingly challenging.
As U.S. companies work to penetrate the growing Chinese market, they
come up against challenges closely linked to the regulatory and policy
environment in China.While intensifying business challenges like rising costs,
talent shortages and increasing domestic competition are part of the new
normal in China and likely more manageable, regulatory and policy challenges
have the potential to make continued investment and organic expansion a
more significant challenge for U.S. companies to overcome.
U.S. companies continue to struggle with bureaucracy and an unclear
regulatory environment,which was ranked the number one and two regulatory
challenges in this year’s survey, respectively. A majority of U.S. managers
cited what they observe as uneven enforcement of laws and regulations
that favor local Chinese companies in their industry as a hindrance to their
business. Perhaps most concerning, in this year’s survey more than two thirds
of companies said the regulatory environment was either “not improving”
or “deteriorating,” a consistent trend over the previous three years. While
these challenges may impact Chinese companies as well, anecdotal evidence
suggests a lack of transparency is a competitive issue for U.S. companies.
A vague regulatory framework opens the door to selective enforcement
of China’s laws by local regulators – sometimes to the benefit of domestic
companies. U.S. companies operate in accordance with U.S. law, adhere
to strict internal rules and take seriously their obligation to act in strict
compliance with local laws. In some cases, the same cannot be said of their
domestic competitors. Reports from American managers competing in China
indicate that some domestic firms take advantage of unclear rules, laws and
regulations to give them a competitive leg up.

•

U.S. companies in China support the U.S. economy. One of the most
significant findings from the survey relates to the growing importance of U.S.
companies in China to boosting the American economy and U.S. job creation.
As more and more U.S. companies in China target the Chinese domestic
market, 59 percent of surveyed companies said they export from the U.S. to
China to support their operations here. Another 44 percent buy products
from suppliers who import components and finished goods from the U.S.
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These finished goods or parts produced in the U.S. are integral not only to
supporting companies’ China operations but they also help to grow their
business in the U.S. Another key point is more than a third of companies
report that their operations in China have added to U.S. production and
employment.
Conclusion
The key takeaway from the 2012 China Business Climate Survey is U.S. companies
may be entering a transitional phase in the China market.The “new normal” for
U.S. companies in China will be characterized by a maturing economy that is
likely to generate weaker growth returns and rising business challenges like rising
costs, human resource constraints and an intensifying competitive landscape.This
new environment also offers tremendous opportunity to tap into China’s fast
developing domestic market, which according to McKinsey & Co. is expected
to grow 9 percent each year through 2030.The opportunities and obstacles will
challenge American companies to bring their best and brightest to compete and
win in what is increasingly a “must have” market.
Although U.S. companies are relying on their business acumen to overcome
many of these challenges, it is incumbent upon China to address the more
fundamental regulatory and policy issues. These include a lack of transparency,
a tangled web of bureaucracy and other regulatory challenges that make an
already challenging business environment more complex, which too often favors
local companies and significantly undermines U.S. competitiveness.The benefits
of addressing these obstacles will be realized by China as well.
U.S. companies have been a key contributor to China’s economic development
and have the potential to contribute to China’s goals of developing its own high
value industries. This is evidenced by significant participation levels in China’s
Strategic Emerging Industries – seven industries tapped by the government to
drive the country’s modernization shift to high-end manufacturing and advanced
technological growth. However, as the Asia-Pacific market as a whole continues
to develop, American businesspeople will undoubtedly evaluate other market
opportunities for their companies. A free and fair market in China will be a more
dynamic and thriving market that supports not only the healthy bottom lines of
U.S. companies but will also enhance China’s own global competitiveness.
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