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: About AmCham Shanghai

The American Chamber of Commerce in Shanghai (AmCham Shanghai),
known as the "Voice of American Business" in China, is one of the largest
i American Chambers in the Asia Pacific region. Founded in 1915, AmCham
Shanghai was the third American Chamber established outside the United
States. As a non-profit, non-partisan business organization, AmCham
. Shanghai is committed to the principles of free trade, open markets, private
: enterprise and the unrestricted flow of information.

AmCham Shanghai’s mission is to enable the success of our members and
. strengthen U.S.-China commercial ties through our role as a not-for-profit
: service provider of high quality business resources and support, policy
advocacy, and relationship-building opportunities.

: Find us online at www.amcham-shanghai.org

About PwC

At PwC, our purpose is to build trust in society and solve important problems.
. We’re a network of firms in 158 countries with more than 236,000 people who
! are committed to delivering quality in assurance, advisory and tax services.
Find out more and tell us what matters to you by visiting us at www.pwc.com.

PwC refers to the PwC network and/or one or more of its member firms, each
: of which is a separate legal entity. Please see www.pwc.com/structure for
. further details.

: PwC Mainland China and Hong Kong Consulting Services is a leading consult-
ing practice focused on creating sustainable value and lasting change for our
: clients, helping them address their most complex business issues from strategy
i through execution. With dedicated consultants in Beijing, Shanghai, Hong
i Kong, Guangzhou and Shenzhen, PwC Mainland China and Hong Kong
Consulting Services is part of a global network of firms and serves clients in a
. variety of industry sectors across Mainland China and Hong Kong. For more
. information, please visit our website www.pwccn.com/consulting (for Mainland
China), or www.pwchk.com/consulting (for Hong Kong).

i AmCham Shanghai and PwC would like to thank all survey participants and
business executives who provided input for this report.
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CHAMBER MESSAGE

Welcome to The American Chamber of Commerce in Shanghai’s 2018 China
Business Report.

This report is based on the results of our annual China Business Climate Survey, one of the
longest running surveys of U.S. business in China that began in 1999. The report reflects the
views and insights of our member companies based on their considerable experience doing
business in this important market.

This year’s survey was conducted between April 10 and May 10, 2018, with responses from
434 companies. In understanding the survey results, it is important to keep in mind the political
backdrop at that time. The Trump Administration announced the results of its Section 301
investigation in March and the initial tranche of proposed tariff items was released in April. At
the time of the survey, the U.S. and Chinese governments were in discussions to avert the use
of tariffs, but as we go to print, it seems likely that tariffs in some form will become a reality.

The survey included questions designed to measure trends in company performance,
challenges and investment, as well as questions about trade policy, cybersecurity policy, trade
policy tools and Chinese industrial policies.

In this year’s report, companies show profitability in line with last year and marginally improved
revenue growth. Optimism about the five-year business outlook was flat, but companies
continue to invest despite the distraction of a year of U.S.-China trade frictions. Increasing
domestic consumption is seen as a positive trend by many industries, even while China’s
unnecessarily onerous data security laws have proven costly and opaque. Expansion outside
of Shanghai is impeded by a lack of talent, yet companies are still eagerly spreading their
footprints.

Despite the relative optimism our members feel guarded about the future. Government
procurement practices still favor local companies and may become even more entrenched as
Made in China 2025 and other policies institutionalize local-first purchasing. American
companies in strategically important business areas experience pressure to transfer
technology. These policies and practices are in turn stoking demand for reciprocity in the
U.S.-China trading relationship even if our members generally oppose the use of retaliatory
trade tariffs. Resolving these challenges in an equitable manner is essential for the United
States and China to have a healthy long-term commercial relationship that brings benefits to
both our peoples.

We are grateful to our survey partner, PwC, for their support, as well as to all the executives
who participated in this year’s survey and shared their thoughts.

AN .

Eric Zheng Kenneth Jarrett
Chairman President



EXECUTIVE SUMMARY

At the mid-point of 2018, member companies are reporting good financial performances and continue to
invest in China, across many industries. Regulatory barriers and persistent government favoritism toward
local companies continue to unfairly impede U.S. companies. Remaining restrictions on market access
and the distorting effects of China’s industrial policies also concern members.

e Business Performance: Profitability equated with last year’s survey, at 76.5% versus 76.9%, but 6%
more companies stated that 2017 was “very profitable” versus 2016. Some 83% of manufacturers were
profitable, just ahead of retailers (81%), but only 65% of services companies reported profits, down 7%.

e 57.7% of companies reported higher revenue growth in China than globally, up 7.7% from last year, led
by the retail (70%) and manufacturing (64%) sectors. Chemicals (81%) and pharmaceutical sectors,
medical devices and life sciences (79%) were the top performing industries.

e 25% of respondents reported their China operations significantly contributed to U.S. head office profits
and 20% said they added to U.S. production and employment.

e Investment: 61.6% of companies expect to increase their China investment in 2018. In 2017, 53%
of companies made investment increases versus a predicted 62.8%.

e Companies declaring China as their number one investment priority rose 3% to 27%, while 30% said
it was their second to third priority (2017: 31%), and 37% said it was one among many investment
destinations (2017: 40%). Only 6% said it was low priority.

e Challenges: For the second year, 60% of respondents found that China’s regulatory environment
lacks transparency, which hampers good business practice. Lack of IPR protection (61.6%) and
obtaining required licenses (59.5%) were the top two regulatory challenges.

e Rising costs and domestic competition, at 95.6% and 85.7%, were viewed as the greatest operational
challenges.

e China’s Cybersecurity Law has disrupted businesses. Of the companies that have been impacted,
41% said the law prevents them from leveraging global systems; 31% said they have had to establish
a local data center and cloud presence, and 28% said this made them less willing to bring data into
China. The government’s VPN policies made work more difficult for 56% of companies.

e Policy Environment: 41.5% favor using investment reciprocity as a tool for gaining greater market
access to China versus 40.3% in 2017, although opposition to using reciprocity (15.7%) was almost

double last year (8.6%).

e Pressure to transfer technology is most often faced in industries China considers strategically
important, including: aerospace (44%) and chemicals (41%). Overall, 21% faced such pressure.

e Retaliatory use of tariffs was supported by only 8.5% of respondents versus the 69% who were opposed.
e 36% of companies said they expect to indirectly benefit from the Belt and Road Initiative (BRI), 29%
said they will derive no benefit and only 16% believe they will directly benefit from China’s ambitious

cross-continental infrastructure development initiative.

e Made in China 2025 is seen as a revenue opportunity by 48% of respondents. 24% held a negative
view.

The survey results, and past surveys, are available online at www.amcham-shanghai.org/en/resources/publications



INTRODUCTION

Despite U.S.-China trade frictions clouding the
bilateral relationship over the past year, most U.S.
businesses continue to perform well in China.
Uncertainty about U.S.-China trade policy had a
limited impact on investment and more companies
are producing goods solely for the Chinese
market. Even as GDP growth softens with the shift
from an investment-driven to consumption-led
economy, companies whose business objectives
align with the government’s economic vision
should continue to benefit.

However, the U.S.-China trade stand-off shined
light on the imbalances which continue to
beleaguer members. These include a lack of a
level playing field, pressure to transfer technology
as the price to participate in China’s market, a lack
of reciprocity in cross-border investment, and
China’s use of state-funded industrial policies like
Made in China 2025 to push domestic companies
up the manufacturing value chain. These factors
are unlikely to ameliorate in the short term, and
China’s industrial policies will tip the competitive
environment in favor of domestic companies,
especially in the medium to long term.

In the past year, however, China’'s economy has
benefitted from several stabilizing forces: the
renminbi, despite recent weakening, had been up
against the dollar for most of the year; the 19th
Party Congress affirmed policy continuity; financial
deleveraging is underway; consumer spending is
firm; and a rebounding global economy is driving
demand in China and overseas. Together these led
to broadly positive operating results:

® 76.5% of companies were profitable in 2017
versus 76.9% in 2016. Profitability was higher in
manufacturing (83%) and retail (81%) than
services (65%).

® More companies (up 7.6%) reported significantly
higher (11% or more) revenue growth in China
versus their worldwide revenue growth.

® Five-year optimism was steady at 80%, but again
below the 90% consistently reported several
years ago.

The 2018 survey results also highlight many
operating challenges which impede businesses.
Survey takers believe Chinese government
policies favor local companies (54.5%); 60%
reported that China’s regulatory environment
lacks transparency, no improvement on last year;
and lack of IPR protection and enforcement
(61.6%), obtaining required licenses (59.5%), and
data security and protection of commercial secrets
(52%) remain top regulatory hindrances.

Adding to the above difficulties are new barriers,
including the government’s onerous cybersecurity
law and data localization requirements, which 32%
of companies said prevented them from leveraging
global IT systems and made 21% less willing to
bring data to China. The government’s VPN policies
made work more difficult for 56% of companies,
countering China’s efforts to foster innovation.

As China looks to the future, it should note lessons
from the past. Japan’s use of state industrial
policies to finance and nurture world-class
companies failed, yet China has already
earmarked $330bn of state money to develop
semiconductors, Al and other technologies. Far
better would be to improve market access, better
protect IP, respect data security and thus create
the conditions for national success.

Failure to heed the drumbeat in the United States
(and now the European Union) for a balanced
trading relationship and investment reciprocity will
narrow the opportunities Chinese companies have
for investment in the United States, especially in
the technology industry.

(The Trump Administration announced the results of
its Section 301 investigation in March and the initial
tranche of proposed tariff items was released in
April. These were followed by more threats of tariffs
and two sets of finalized lists scheduled to take
effect July 6. At the time of the survey, the U.S. and
Chinese governments were in discussions to avert
the use of tariffs. But as we go to print, tariffs in some
form will most likely become a reality.)



BUSINESS
PEFORMANCE

Anyone reading the news in early 2018 would have concluded that U.S.-China economic relations were deteriorating.
There were premonitions of a trade war, and the two countries’ bombast reached new heights while our survey was in the
field. Yet there were no apparent negative consequences in the business environment for foreign firms in China.
Companies predicting revenue growth for the coming year again topped 80%. Those claiming China as their number one
global investment priority grew 3.4%. Five-year optimism crept upward.

Despite taking place amid a period of uncertainty, keep in mind that much of the performance data refers to 2017 — when
companies hoped a business-minded American president would foster improved economic relations and when both the
Chinese and global economies were growing well. Profitability among respondents was akin to the previous year,
dropping slightly from 76.9% to 76.5%. But the composition of the responses showed improvement, with a 6% lift in those
stating 2017 was “very profitable” rather than just “profitable.” There was a slight reduction in those reporting losses —
from 12.7% in 2016 to 11.4% in 2017.

Fig.1: Performance @ Revenue up ® Profitable @ Operating margins up

90%

80%

’ 7%

7%

70%

60%
57%

50% o\c O O

40%

2011 2012 2013 2014 2015 2016 2017

As China’s growing middle class consumes more, and Industry highlights:
foreign manufacturers increasingly pursue an “in China, for

China” strategy, the manufacturing and retail sectors ® Chemicals (93% profitable) and automotive
performed especially well. While manufacturing again led (89%) were the top performers.

the way, with 83% reporting profits, this mirrored last year’s

response rate. Retail, on the other hand, pointed to where ® |legal services (50%) struggled to make
China’s economy is heading, jumping more than 10% — from profits, followed by real estate, engineering
70% to 81%. Meanwhile, the services sector lagged at 65% and construction services at 53%.

— a 7% decline from last year — citing growing domestic
competition and rising costs as key challenges.

*Many figures throughout this document are rounded up from 0.5, down from 0.4 resulting in some graphics calculating over or under 100%.
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FROM A CONSTRUCTION
SERVICES COMPANY HEAD:

‘ ‘ As construction was effectively in recession for
the past three years and is only now recovering, there
had been strong downward pressure on fees driven in
part by companies prioritizing survival/cash flow over
profit. Clients happily accepted this situation even
when it impacted service quality. In parts of the market
that have been commoditized, fees are now about
40% below what they were three years ago. , ,

I Revenue growth continues

Respondents reporting revenue growth in 2017 improved
again after last year’s 12.5% rebound, adding 3% to reach
76.8%. The manufacturing (80%) and retail (75%) sectors
were most robust, with services close behind at 73%. For
three straight years now, more manufacturers have
enjoyed revenue growth (54%-71%-80%). On an industry
level healthcare and hospital services were buoyant, with
100% of respondents reporting growth, followed by
pharmaceuticals, medical devices and life sciences at
93%.

Nearly 58% of companies
reported higher revenue growth
in China than globally, up 7.7%
from last year. Retail and manu-
facturing again led the way, with
70% and 64% respectively
reporting faster growth in China.
Chemicals (81%) and pharma-
ceutical, medical devices and
life sciences (79%) were the top
performers.  Services were
stagnant at 43%.

Operating margins emulated
last year’s. There was an
improvement (3.9%) in those
stating that operating margins
in China are lower than global
operating margins.

2011

2012 2013

Fig.2: China revenue growth rate compared to
global growth rate

30% 30%

20% 27%

2017 2018

@ Slightly higher (1- 10%) @ Significantly higher (11% or more)

Favorable policy measures in the pharma and healthcare
sectors, including improvements to the drug approval
process and a long-awaited update to the national drug
reimbursement list provided tailwinds. Legal services again
struggled, with only 40% reporting revenue growth.

Other services such as management consulting (65%) and
real estate, engineering and construction services (67%)
were among those experiencing the least growth. Companies
with negative revenue growth dropped by 4%, down to 11.5%.

Fig.3: Companies reporting revenue growth over time

® Upover50%

® Up 11-50%

® Up1-10%

@® Remains the same

® Down 1-10%

@® Down 11% or more

2014 2015 2016 2017
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BUSINESS
ST RAT EGY Fig.5: Five-year outlook by sector

@ Optimistic ® Neutral @ Pessimistic
. = mgm 0, 0,
1 Business outlook still positive =" B3’
Fig.4: Five-year business outlook in China*
84% 83%
@ Optimistic © Slightly optimistic ® Neutral @ Pessimistic
5%
0,
2013 53% 33% 9% Retail Manufacturing Services
6%
2014 43% 42% 10% At the official level, there was uncertainty in the
. first half of 2018 due to U.S.-China trade
. - - 6% difficulties and the consolidation of major
2015 40% 40% 15% Chinese government regulatory departments.
6% The business sphere, nonetheless, remained
2017 39% 41% 13% upbeat about the future. The overall optimism
79 rate from companies was 80%, identical to last
0

year, but 6% more felt optimistic rather than

2018 45% 35% 13% slightly optimistic.

Pharmaceuticals, medical devices and life sciences was the most sanguine grouping, with 87% optimistic and 7% slightly
optimistic about the future. This was followed by healthcare and hospital services (optimistic: 60%; slightly optimistic: 30%).
Pharmaceuticals saw the biggest change in optimism, up 40% from last year. Several factors help explain this: China eased
barriers to some innovative drugs this year; eliminated tariffs and reduced import value-added taxes on cancer drugs;
enhanced intellectual property protections for innovative chemical drugs; and accelerated regulatory clearance on innovative
drugs especially if approved elsewhere. Increasing wealth and a rapidly ageing population along with the government’s
commitment to greater healthcare spending should also boost these sectors in the coming years. Medical devices, however,
will see more local competition, with government procurement policies favoring locally produced devices over imports.

I More companies prioritize China in their investment strategies

The number of companies whose primary strategy is to produce or source goods or services “in China, for China”
rebounded (57% versus 51% last year) to levels seen two years ago. The manufacturing sector saw the biggest hike,
increasing 10% to 64%. China’s growing sophistication in production at higher levels in the value chain is also a factor
driving more domestic sourcing of components.

Fig.6: What is your company’s primary strategy in China? ® 2017 @ 2018

51% 57% 12% 1% 9% 6% 10% 9% 18% 18%

| N
N e N - N . N e
Produce or source goods Produce or source goods Produce or source goods Import goods into China Other
or services in China or services in China or services in China for markets
for the China market for the U.S. market other than the U.S. or China

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
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The leading industries in producing or sourcing “in China,
for China” were hospitality and leisure (88%), automotive
(78%) and chemicals (78%). Sector-specific factors have
played a role: rising income has led to companies
investing in domestic leisure-related industries such as
theme parks, tourism and hospitality; government-led
support for electric vehicles spurred a new wave of capital
spending in automobiles; supply-side reform, notably the
elimination of some excess capacity in steel, cement, plate
glass and coal, fueled an increase in chemical prices.

The biggest increase in producing and sourcing onshore
was in technology hardware, software and services, which
jumped 44% to 68% this year. Growth opportunities offer
a partial explanation: technology is the driving force
behind the "new economy" and companies must invest in
and adopt new technology-driven trends (automation, loT,
Al, mobile workplace, data & analytics) to remain
competitive. Cybersecurity laws forcing tech firms to hold
data and associated servers in China are also likely a
factor, as is the emphasis on using “domestic” suppliers.

Fig.7: How have China operations/production
affected U.S. operations/production?

2017 36% 17% 21% 30%

2018 37% 25% 20% 24%

@ Little net effect on U.S. production/employment
® Significant source of profits for U.S. head office
® Added to U.S. production/employment

@ Not applicable (no U.S. operations/production)

@ Decreased U.S. production/employment

I Investment numbers stable

Overall, there was a mild decrease in investment growth
during 2017. Fifty-three percent of companies said they
increased investment in 2017 compared with 55% in 2016.
This continues a trend of reduced investment growth since
a peak in 2012, when 74% of companies increased their
investment in China. The government-instigated slowdown
of the Chinese economy from its phase of rapid growth
helps explain the long-term cooling trend in investment,
which has affected foreign and domestic firms alike.

Companies, however, were more positive about future
investments, with 61.6% anticipating expanded investment
in 2018. Of these, 85% of technology hardware, software
and services companies will boost investment this year,
followed by aerospace and aviation (78%). As China’s
economy becomes increasingly digital and technology-
driven, this has created opportunities for U.S. companies,
and they continue to invest to satisfy the strong demand
despite concerns about a market less welcoming to foreign
companies.

Investment in R&D rose 3%, with 32% of companies
increasing investment. Twenty-six percent of companies
will increase automation and productivity development, up
5% from last year. These increases were led by
manufacturers. China has been actively encouraging
foreign companies to establish R&D bases in the country,
although most companies emphasize the “D” not the “R.”
More companies are upgrading digital capabilities to
overcome other operational costs.

Although companies investing in R&D grew, those
planning future R&D investment dropped slightly, from
49.7% to 48.1%. Manufacturers had the most companies
planning future R&D investment (59%), with retail (41%)
and services (36%) well behind. Technology hardware,
software and services (79%) and automotive (70%)
reported the most ambitious plans for R&D increased
investment.

Fig.8: Investment change in China

@ More than 50% increase @ 16-50% increase @ 1-15% increase

@ No change

@ Decrease

100%

80%

60%

40%

20%

3%
2013 2014 2015* 2016

0%

* 2015 data does not include a ‘no change’ option.
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Fig.9: If your overall investment level Fig.10: Key areas of investment by sector
planned for China in 2018 is lower than

e 2017 e 2018 Staff development and trainin
2017, why? P ’

Increased domestic Rising labor Uncertainty about
competition costs U.S.-China trade policy —
© Sales, marketing
b H
2017 10% 10% 4% 2 Fi e
77777777777777777777777777777777777777777777777777777777777 -
2018 12% 12% 10%

Staff development and training had the biggest increase
in investment compared to last year, jumping 8% to 35%.
This may be a response to difficulties finding talented E-commerce and digital Distribution channels
staff across all industries or a sign that companies are

investing more in human capital with an eye to

generating better long-term returns. Companies hired

more employees in China, especially in certain Staff development and training
high-growth industries. All respondents in the tax and
audit advisory industry plan to increase headcount for
2018, followed by 89% of companies in technology,
hardware, software and services and 88% in education
and training. Of businesses anticipating decreased
investment in 2018, the top reasons cited were increased
domestic competition (12%), rising labor costs (10%),
and uncertainty about U.S.-China trade policy (9%),
though the absolute numbers are comparatively low
since 74% stated that investment would be the same or
higher. Reflecting an emerging trend, one M&A banker Automation and
noted that in the second quarter of 2018 clients were New manufacturing facilities productivity development
starting to put investments on hold because of continuing

uncertainty about the trade fracas.

Sales, marketing
and business
development

| Manufacturing

Staff development and training
Fig.11: Top three redirected investment
destinations

Sales, marketing

3 and business
o development
>

—

(<]

(72]

]

| % . |
Southeast Asia Indian Subcontinent E-commerce and digital Mergers and acquisitions

Similarly, China remains an indispensable link in the global supply chain. Asked if in the past year, planned investment in
China had been redirected to other foreign locations, 81% of respondents said no. Of companies that had redirected
investment, the top destinations remained Southeast Asia (9%), the United States (6%) and the Indian Subcontinent
(4%). This is almost identical to the corresponding figures last year, which were 9%, 6% and 5%. The shifting locations
of where U.S. anti-dumping duties are targeted and the unpredictability of where U.S. tariffs may be introduced could
have tempered enthusiasm for any large cross-border relocations of existing manufacturing capacity, despite China’s
high labor costs.
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REGULATORY I I
ENVIRONMENT

I Favoritism persists, skewing the playing field

Strong feelings of government policies favoring domestic companies persisted (55%). The responses support recent U.S.
accusations of government interference distorting the market and creating an unfair trade and business environment. The
lack of any meaningful improvement in this number may add to U.S. government calls to revamp the U.S.-China economic
and trade relationship.

Fig.12: Chinese government policy towards companies in your industry

o

2018

2017 @ @

Strong favoritism toward Some favoritism toward | Foreign and local companies Some favoritism toward Strong favoritism toward
local companies local companies treated equally foreign companies foreign companies

B Hurdles endure, companies persevere

Fig.13: Regulatory hindrances

® 2017 Some hindrance ® 2017 Serious hindrance ©® 2018 Some hindrance ® 2018 Serious hindrance
64% 62% 63% 60% 53% 54% 58% 52% 49% 50% 54% 50% 37% 34%
60%
50% ® 1o
49%
46% @ 43% ; 4% @
40% w, @ OO %O ? 20 @ sy %e @ % T @
30% 299
% LA G %0 @ xuu
20% o
18%@ o 16% @
13% 13% @ ° 0
10% ' T e % O me @1 e @k e @
0%
Lack of IPR Obtaining Procurement practices  Data security and Tax Lack of impartial civil Investment
protection and required favoring domestic protection of administration  and judicial remedies for restrictions
enforcement licenses competitors commercial secrets business disputes

Foreign companies in China have long been obstructed by an uneven playing field, though the impediments and their
impacts vary from year to year. Lack of IPR protection and enforcement (61.6%) and obtaining required licenses (59.5%)
were again the top two. On a positive note, all but two options saw improvements. Data security and protection of
commercial secrets saw the biggest improvement (down 6%), though the services sector ranked it second (62%), behind
only obtaining required licenses (67%).

AmCham Shanghai 2018 China Business Report 1 09



Although data security and protection of commercial
secrets improved 6%, it is still a major concern. We
attribute the change mainly to two causes:

@ Last year’s survey was performed as China’s new
cybersecurity and data localization laws were
announced, but not yet implemented, stirring fears
over potential consequences.

® Many companies have taken measures over the past
year to ensure the safety of their data and mitigate
possible repercussions from the new policies.

I IPR protection and R&D spending

In addition to a 2.5% drop in companies viewing lack of
IPR protection and enforcement as a hindrance, the
impact of such concerns on investment in R&D and
innovation is waning.

Results included an 11% drop in companies limiting their
innovation and R&D investment due to IPR concerns, a
significant improvement.

Key areas of improvement:

® In the chemical industry (27 respondents), only 52%
viewed IPR concerns as a limiting factor, compared to
78% last year.

® In the logistics, transportation, warehousing and
distribution industry (18 respondents) the figure was
22%, compared to 56% last year.

® Industrial manufacturing, the largest segment of
survey respondents (86), also improved, moving from
62% to 50% who viewed IPR as a limiting factor.

Fig.14: Investment in R&D in China is limited

by inadequate IPR protection.
® 2017 ® 2018

9% 30%

~

12% 39%

Strongly agree Agree
4% 28%
2% 25%

Strongly disagree Disagree

30%

Not applicable

Specialized IP courts have made dispute resolution easier in recent years, which may partly explain the improvement.
Conversely, companies that are unwilling to bring their best IP to China may also be taking a more relaxed approach to

protection of their less valuable IP assets.

When some large multinational pharmaceutical companies closed their R&D centers in China last year, they made the
decisions because of rising costs and low productivity at these centers, not due to poor IP protection.

FROM A MIXED INDUSTRIAL GROUP CHINA CEO:

1

We will continue to invest as China grows; that’s more investment, more of our own technologies being brought here.

10 1 AmCham Shanghai 2018 China Business Report



I Some policies bring progress

Despite many regulatory challenges, some new government
policies are welcomed by foreign businesses. Members
highlighted the anticorruption campaign and simplified
customs processing as most helpful, with 68% and 66%
benefitting from them, respectively. But not all policies achieve
their intended results. Nearly two thirds of members reported
no upside from improvements to the "negative list" for foreign
investment, and more than half reported no benefit from

financial sector liberalization or the expansion of free trade
zones. This affirms the view often expressed by AmCham
Shanghai that although China improves its business
environment via operational efficiencies (such as simplified
customs processing), progress on structural and regulatory

Fig.15: To what extent have the following policies benefitted your business?

70%
60%

. ® 5%
50% ® 47% @ 48%
40% ® 42%
0% ® 32% ® 34%

@ 14%
10% @® 10%
0%
Anticorruption Simplified Increased enforcement

campaign

| Transparency has stalled

In recent years transparency has improved, with members
who reported a lack of transparency dropping from 86%
(2015) to 72% (2016), then last year falling to 60%. But
this trend may have ended, with the response rate this
year similar to last year.

While the previous two years’ improvements are
encouraging, China falls far short of developed country
norms. Furthermore, the positive trend may reflect a
period of readjustment as rules and regulations become
accessible online, allowing companies to better follow
regulatory updates. Many of China’s development goals,
including Shanghai becoming a global financial hub, will
fail if this lack of transparency persists.

customs processing  of environmental regulations

issues such as financial liberalization, investment
restrictions and barriers to trade is woefully little.
@ Significant benefit ©® Some benefit ® No benefit
@ 66%
® 53% ® 54%
® 38% ® 38%
@® 30%
@ %% @ 8%
® 5%

Financial sector
liberalization

Expansion of
Free Trade Zones

Improved "negative list"
for foreign investment

Fig.16: How would you characterize your
industry’s regulatory transparency?*

@ Transparent @ Not transparent but

doesn't hinder business

@ Not transparent and
hinders business

100%

80%

60%

40%

20%

0%

2014 2015 2017 2018

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
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OPERATIONAL
ENVIRONMENT

B China’s new business environment

The days of relatively competition-free business in China that palliated the struggle with bureaucratic stasis and
regulatory opacity are gone. While discriminatory policies and unequal regulatory enforcement continue to hamper
business, the operating environment now resembles its Western counterparts — complete with high costs and nimble
competitors. While AmCham welcomes a competitive business environment, it should be accompanied by fair and
equitable regulations and policies.

All eight operational challenges were viewed as greater obstacles this year, but there was no change in the ranking of the
top three challenges: rising costs, domestic competition and lack of talent. Notably, the biggest increase came from

corruption and fraud, with 69% viewing it as a hindrance this year compared to 59% last year. Perhaps fear and anxiety
around the anticorruption crackdown has impeded business by freezing too many deals.

Fig.17: Are the following operational challenges a hindrance?

@ Serious hindrance ® Some hindrance

93% 9%

o 86% 84Y
82% 78% °°° 78%
69%
57% il 57%
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36% 39% 31% 30 309
o 22% o 100/0 13%
2017 2018 2017 2018 2017 2018 2017 2018
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Corruption and fraud

15% 14%
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IPR infringements
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2017 2018
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B Competition on all fronts

Respondents indicated increased competition from all Sectors with the most respondents reporting an increase
sources — private Chinese companies, state-owned in competition from:

Chinese companies and foreign companies. The most

pronounced increase came from foreign enterprises, ® Private Chinese companies - manufacturers (86%).
rebounding from last year’s 16% drop to rise 5%.

Competition from private Chinese enterprises grew by @ Foreign-owned companies - retailers (76%).

5%, reaching 84%. The composition of responses

emphasized the significance of competition from private ® State-owned enterprises - service providers (42%).
Chinese companies, with those who strongly agreed

jumping by 12%.

Fig.18: Sources of competition* ® Agree @ Strongly agree

My business is facing increased competition from private Chinese owned enterprises

2015 51% 271% 78%
2017 57% 23% 80%
2018 49% 35% 84%

My business is facing increased competition from foreign enterprises

2015 54% 26% 80%
2017 55% 9% 64%

2018 55% 14% 69%

My business is facing increased competition from state owned enterprises

2015 25% 10% 35%
2017 28% 10% 38%
2018 27% 12% 39%

| Learning from the China market ® Internet of things was chosen by 39% of the technology
hardware, software and services industry, while 50%

China’s business environment changes rapidly. also identified product development. Twenty-nine

Companies must quickly adapt their strategies and percent pointed to artificial intelligence.

incorporate new technologies. Over half (53%) are

applying lessons learned in China elsewhere. Innovations ® 44% of the logistics, transportation, warehousing and

in product development (26%) and supply chain (22%) distribution industry and 33% of retailers are using

topped the list. e-commerce innovations from China abroad.

® Non-consumer electronics companies lead this trend, Members report that the flexibility of Chinese logistics
with learnings in supply chain (47%), product companies is unmatched by peers in countries such as
development (47%) and automation (42%) being India and Vietnam, and will likely remain a competitive

applied elsewhere. So too in the supply chains of 39% advantage for China.
of agriculture companies.

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
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Fig.19: In which areas are innovations in your China business model and technology

being applied globally/in HQ?

/

26% 22%

D

Product development Supply chain

12% 7%
Mobile payments Artificial intelligence

# HQ interference

Chinese companies, quick and adaptable, are more
prepared to experiment and fail in order to meet the
demands of fast changing consumer behavior. MNCs,
hampered by ROl demands and case-study thinking, are
also bedeviled by slow decision-making at headquarters
and a lack of autonomy.

We asked how often this lack of autonomy disadvantaged
members when competing with domestic companies. The
results show that devolving more decision-making power
to China from their head office could pay dividends.
Banking, finance and insurance (83%), pharmaceuticals,
medical devices and life sciences (80%) and chemicals
(74%) were the industries most hampered by a lack of

E-commerce

4

®

19% 15% 13%

Automation

6% 3%
In-store customer experience Blockchain

Internet of things

FROM A FINANCIAL
SERVICES EXECUTIVE:

‘ ‘ %u spend 10% of your time making a decision
and 90% trying to communicate it [to head office]. , ,

autonomy from head office, no doubt because these are
heavily regulated industries in any country.

After removing the 57 respondents who selected not
applicable, only 7% of companies said they are never
disadvantaged by such circumstances, while about a
quarter feel frequently impeded by such interference.

Fig.20: How often does a lack of autonomy from headquarters put you at a comparative

disadvantage against local companies?

. 21% “41%

Frequently

Sometimes

' 18%

Rarely

' 7% ' 13%

Never

Not applicable
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ECONOMIC &
TRADE ENVIRONMENT

I Tailwinds and headwinds, 3-5 years

Asked to consider the opportunities and challenges to their
businesses and industries over the next three to five years,
a clear majority of members saw China’s increasing
consumption (58%) as the top benefit. This was followed by
innovations in technology, media, and telecommunications
(37%) and urbanization (37%). These are the same top
three as last year. A growing local talent pool (33%) and
economic and financial reforms (32%) were also popular.

Fig.21: Tailwinds of future growth
(3-5 years)

@ Increasing consumption ® Economic and financial reforms

© Urbanization ® Growing local talent pool

@ Expansion of e-commerce Innovations in technology, media,

and telecommunications
76%

60%
49%
43%
‘ 37% ‘ |°40% | 3i/o siO/

Retail Manufacturing Services

Beijing has long promised financial reform and has now
made what may be a concrete commitment, announcing
the gradual removal of foreign ownership caps in the
securities, futures, asset management and life insurance
sectors. Results from banking, finance and insurance
members underscore the importance of these reforms,
with 83% picking economic and financial reforms as the
top factor to benefit their industry over the next three to
five years, with 100% of tax and audit advisory companies
in agreement. China has clearly raised expectations with
its promise of reforms; yet true implementation and
issuance of licenses will be the test.

The top three challenges for companies in the next three
to five years were consistent with last year’s results,
though the number of companies affected across
industries has increased. Labor cost concerns (63%)
edged out domestic competition (62%). The respective
numbers last year were 54% and 56%.

The legal industry felt domestic competition most acutely
(90%), followed by real estate, engineering and construction
services companies (87%).

Though economic slowdown still ranked as the third
concern, the number of companies worried about the growth
picture fell 15%, from 51% last year to 35% this year.
Although GDP is expected to remain stable in the near
future, in the first quarter of 2018 growth was stronger than
expected, led by strong consumer demand and property
investment.

China’s unpredictable regulatory environment was a
particular concern for pharmaceuticals, medical devices and
life sciences companies (60%) and banking, finance and
insurance companies (61%). Regulatory requirements and
administrative procedures in these industries are often
complex, confusing and opaque.

Although only 9% of companies overall believe cybersecurity
policies pose a challenge to their business in three to five
years, companies in data-sensitive industries are especially
worried. Thirty-six percent of technology hardware, software
and services companies and 30% of legal services
companies believe cybersecurity policies or attacks will
hinder their business.

Fig.22: Key challenges (3-5 years)

Increasing labor costs

Domestic

competition
9% Cybersecurity

policies and/or attacks

17% Consumer
behavior changes

Chinese companies’ Economic
adaptability and slowdown
improved innovation
Increasing
material costs Unpredictable
Policies that regulatory environment
favor domestic companies
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I IPR the leading reform priority

As the section on innovation notes, IPR remains a top
issue for many companies, with almost half (48%) viewing
improved IPR protection as key to business growth.
Streamlining of administrative approvals was next (47%).
Many companies feel that reduced market access
restrictions (45%) would significantly improve their
business. Pharmaceuticals, as well as healthcare and
hospital services, felt more than other industries that
market access was a key factor to growth (87% and 80%
respectively).

Fig.23: Top 3 reforms important to
business growth
® 2017

46%

Reduced market
access restrictions

45%

® 2018

54%

Improved
IPR protection

48%

50%

Streamlining of administrative
approvals and taxation

47%

I Company opinions diverge over
their regulatory situations

Overall, members believe that in the past few years
Chinese government policies and regulations toward
foreign companies have improved slightly. While many
companies reported that policies and regulations had
remained the same (44%), there was a 6% increase in
those seeing improvement and a 10% decrease in those
believing the environment had worsened.

Fig.24: In the past few years, Chinese
government policies and regulations toward
foreign companies have:

® 2017 ® 2018

I 28%
I 34%

Improved

Remained N 40%
the same N /4%

I 33%
I 23%

Worsened

Retail was the most positive, with over half seeing
improvement, while over a quarter of services companies
believed policies and regulations had worsened. The
most positive industry was pharmaceuticals, medical
devices and life sciences, with 80% believing policies and
regulations had improved. In another area, financial
services executives say that industry regulators have not
only made more outreach efforts in the past year but have
also expanded the number of channels used to
communicate regulatory changes.

Meanwhile, more than half of companies in education and
training, media and entertainment, and legal services
responded negatively, believing policies had worsened.

I Belt and Road Initiative to bring
indirect benefits

We asked companies whether they have or expect to
benefit from the Belt and Road Initiative (BRI). Thirty-six
percent of companies anticipate benefiting indirectly,
while 29% said they will derive no benefit and only 16%
believe they will directly benefit from China’s ambitious
cross-continental infrastructure development initiative.

Fig.25: Have you or do you expect to benefit
directly or indirectly from BRI?

Indirectly benefit

No benefit

Not applicable to our business

Directly benefit

Apart from a few large Western industrial conglomerates,
most companies participating in BRI projects to date are
Chinese. However, 80% of companies from the tax and
audit advisory industry and legal services industry said they
expect to benefit, either directly or indirectly, implying that
the surging number of BRI-linked investments will generate
more opportunities for these companies. Anecdotal
evidence suggests that financial regulators will smooth
outbound capital flows from banks seen to be supporting
BRI-related initiatives, even if only indirectly.
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TECHNOLOGY,

DATA & CYBERSECURITY

I Cybersecurity Law and VPNs bring costs and opacity

At the start of this year, foreign companies braced for a
VPN crackdown that would sever access to overseas
VPNs. Although the extent of the ban remains unclear, it
has been detrimental to many companies’ operations in
China. Access to the wider web remains slow and can
cease during special events or on sensitive dates.
Fifty-six percent of companies reported that government
VPN policies made daily work more difficult. Twenty
seven percent said the policies introduced uncertainty
and increased expenditures on contingency planning.
Some 26% are reconsidering their data management
policies as a result. Only 28% said that the policies had no
impact on their business.

@ |56%

REPORTED THAT GOVERNMENT
VPN POLICIES MADE DAILY WORK
MORE DIFFICULT.

China’s Cybersecurity Law, including the requirement that
data be stored onshore, has significantly disrupted
businesses since the law took effect in June 2017.
Companies new to the market and unimpeded by legacy
IT infrastructure are less impacted.

Fig.26: How have the Cybersecurity Law and data localization requirements impacted your business?

Prevents us from using
or leveraging our global
systems

Establishing local
data center or
cloud presence

FROM A DATA CONSULTANCY HEAD:

Unsure

Reducing our
business presence
in China

Less willing to bring

No impact data into China

‘ ‘ 7-he last 18 months have seen a sea change in the treatment of Chinese data by multinationals. What was once okay to
simply transmit across the border now needs to be vetted, scrubbed, and approved — all at considerable increased costs. , ,

Fifty-eight percent of companies affected have increased
their IT budgets to ensure compliance with the law. Over
half of companies with a global revenue of over US$1bn
reported increases in their IT budgets (fewer than half of
companies with a budget of below $1bn reported the
same).

Of companies impacted by the Cybersecurity Law, a
majority (65%) said that the key challenge is lack of
understanding of the law and associated guidelines. The
next most pressing issue, noted by 27% of respondents,
was the significant transformation of IT required. A quarter
of companies also cited a lack of commitment and support
from HQ.

Fig.27: What impact has the Cybersecurity Law
had on your IT budget?

® Increased more than 20%

® |Increased 11-20%
Increased 6-10%

® |Increased 1-5%

e No change

o Not applicable
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CONTEMPORARY

ISSUES

I Technology transfer pressure felt in strategically important industries

Recent U.S.-China trade frictions have shined a light on
many of the imbalances in the trading relationship,
including but not limited to a lack of reciprocity in
cross-border investment, China’s use of state-funded
industrial policies, and pressure to transfer technology as
the price to participate in China’s market.

Few companies will publicly state that they experience
such pressure, but in our survey pool, 21% of companies
reported having felt such pressure, most acutely in
industries China views as strategically important:

® Aerospace (44%) and chemicals (41%) faced notable
pressure, affirming the current U.S. administration’s
concern about this pay-to-play tactic in technology-
based industries.

® Almost 23% of companies said the question was not
applicable to their business, mostly in the services sector.
Unsurprisingly, that response was highest in the tax and
audit advisory industry, with little advanced technology or
commercially sensitive production processes.

B Many seek investment reciprocity

Amid a tense trade atmosphere, we solicited respondents’
views on using investment reciprocity as a tool for gaining
greater market access to China. The results mostly
echoed last year’s, with 42% in favor versus 40% in 2017,
although opposition to using reciprocity (16%) was almost
double last year (9%), suggesting that some of last year’s
fence sitters have moved to the opposition column.

Support was predictably strongest in the services sector
(46%), where the Trump administration has focused its
efforts to open China’s market. Despite recent market
access improvements in health care and senior services,
the healthcare and hospital services sector (60%) was the
most predisposed to using investment reciprocity as a
market access tool.

Fig.28: Do you feel pressure to transfer technology
to Chinese companies and/or partners to participate

in the China market?

0o 0 0o .
[ 4 4
21% 45% =
®
‘\
Yes No
0o Ve,
4
12% 23%
Unsure Not applicable

The efficacy of any push for U.S.-China investment
reciprocity is unknown, but many Chinese companies have
already turned their outbound investment focus to Europe in
response to an already tighter Committee on Foreign
Investment in the United States (CFIUS) review process.

Fig.29: Do you support investment reciprocity?

® 2017 ® 2018
42% 44%
40%
31%
16%
, 12%
i il
Yes No Unsure Not applicable
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I Majority of members oppose retaliatory tariffs

While investment reciprocity was viewed by 41.5% as a tool to gain access to China’s markets, the retaliatory use of
tariffs to achieve the Trump administration’s trade goals was seen differently. Nearly 69% were opposed and only 8.5%
favored the tool. Another 22.6% were unsure how they felt. Opposition to retaliatory tariffs was firmest in sectors likely to
be targeted by Chinese counter-retaliatory tariffs: non-consumer electronics (95%) and chemicals (85%), with 78% of
agriculture and food companies also opposed. Where there was support, however faint, it was concentrated in the
services area, led by education and training (25%) and legal services (22%). These businesses may feel they have little
to lose.

TerRTRRuOT S .

I Communist Party influence

The prospect of the Communist Party spreading its influence into foreign corporations and putting social stability ahead
of commercial decisions has caught press attention, particularly if it were to interfere with layoffs. An alternative view is
that the ability of Party members to advocate on behalf of a company can be beneficial when negotiating with government
bodies. However, most companies felt the issue of Party organizations was irrelevant.

While only 19% of respondent companies confirmed the presence of a Communist Party organization (10% were unsure),
48% of companies reporting a Party unit had global revenues of over $5bn. Communist Party organizations were most
prevalent in the tax and audit advisory sector (60%), arguably reflecting the scale of these companies, while aerospace
and aviation (44%) was also high.

Concern about a Communist Party organization being detrimental to business success was highest in the banking,
finance and insurance industry (35%) and legal services (30%), two industries where protection of client privacy and data
are fundamental to their business models. The industry that saw a Party organization as most inconsequential to
commercial success was logistics (39%).

Fig.30: How do you or would you view a Communist Party organization in your company?

12% 25% 9% 55%
. 4 v ~~—
Beneficial to Inconsequential to Detrimental to Not applicable
commercial success commercial success commercial success
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B Made in China 2025:
opportunities and challenges 10 KEY SECTORS

New information technology
Among the most contentious of China’s grand economic

projects is Made in China 2025 (MIC 2025), a state-backed
industrial policy designed to push domestic companies up
the manufacturing value chain. Not only does the policy rely
on market-distorting state funds, but foreign companies are
expected to share technologies if they wish to participate.
Many member companies seem relatively unmoved by these
concerns, but further politicization of MIC 2025 in the trade
stand-off could detrimentally affect American companies’
access to opportunities. If the U.S. government institutes
tougher export controls on certain technologies, that may
impact companies’ ability to participate.

Aerospace equipment

High-tech ships

Railway equipment

Energy saving and NEVs

New materials

While nearly 29% of respondents indicated the MIC 2025
policy did not affect their business, 48% saw a revenue
opportunity, led by:

Medical devices

Agricultural machinery

® Non-consumer electronics (74%)

©) Power equipment
® Banking, finance and insurance (70%)

000660 08¢e

® Automotive (63%) Advanced robotics

Fig.31: Which best reflects your company’s view of Made in China 20257

489, Ay,
N N N N
A revenue opportunity Apolicy that does not A policy that unfairly props up or A market access barrier to A policy that forces
affect my business advantages local companies foreign manufacturers technology transfer as

the price to participate

Foreign companies that have opened plants in

China and treat their China operations as a local

company, thereby toeing the line on government FROM A MANUFACTURING COMPANY CHIEF:
objectives, are more likely to benefit than

importers of capital goods.

Negative views were held by 24% of ‘ ‘ W _ _ '
respondents, nearly half of whom viewed it as a A R i (G 2528 CEigeq €S20

policy that unfairly props up or advantages local
companies. The real estate, construction and
engineering services grouping took the dimmest
view, with 40% agreeing that it unfairly
advantages or props up local companies.

ourselves as a local firm with foreign expertise
integrating into the domestic supply chain. , ,
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HIRING AND HR |I

I Many industries yet to localize senior talent

As consumption and services increasingly account for a greater share of China’s GDP, some observers believe foreign
companies should hire and retain more senior staff with native knowledge of local market complexities. While only 56%
of respondents reported that Chinese nationals represented 76-100% of senior management, up a mere 0.5% since we
last asked this question in 2011, an industry-based view shows big differences.

Some examples of how much of an industry is highly localized, defined as Chinese nationals representing 76-100% of
senior management:

§@ Non-consumer electronics (95%) @ Automotive (52%)

& Pharmaceuticals, medical devices, and life sciences (67%) @ Management consulting (32%)

I Competition for talent

Nearly three-quarters of respondents said that competition from local companies impacted their ability to hire talented staff.
Among companies reporting hiring competition from local businesses, it is fiercest when recruiting sales and marketing staff
(41%). Senior management (30%) and R&D (30%) were the two other areas where competition for talent was tight.

g
%

Fig.32: Where does your company face the most competition for talent
from local companies?

® Sales and marketing @ Senior management ® Research & development

%0¢
%0¢

In R&D, the non-consumer electronics sector (53%) and the technology hardware,
software and services grouping (50%) were most affected. The rise of indigenous
technology and Al companies is surely a contributing factor, along with the competition
from Baidu, Alibaba and Tencent (the BATs) and JD.com. In the finance, government
affairs and legal functions, competition was soft across all industries, although foreign
law firms reported robust rivalry from local law firms (50%). This may partly explain the
trickle of Western law firms leaving Shanghai, but so too the Chinese government’s
continuing refusal to allow Western firms to properly practice law in China.

Competition for sales and marketing talent was fiercest in the following industries:

Healthcare and hospital services (80%) E]:I] Hospitality and leisure industry (63%)
N
QD Logistics (67%) X

7,
<

0

oo Agriculture and food (50%)

0
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REGIONAL
INVESTMENT

I Beijing and Suzhou the favored non-Shanghai investment destinations

We asked companies which cities they plan to invest in or expand to outside of Shanghai. Among those responding,
Beijing topped the list at 27%, driven by retail (37%) and services (35%), which reflects the city’s attractiveness as a
consumption- and services-led economy.

Although first-tier cities (defined as Beijing, Shanghai, Shenzhen, Guangzhou) took three of the top five non-Shanghai
investment destinations, Suzhou and Chengdu are also on the list and in second and third place, respectively. The top
five are unchanged from last year, although Shenzhen moved ahead of Guangzhou. Chengdu in recent years has
benefited from the central government-led push to steer investment into China’s interior. Other favored destinations
included Nanjing (13.1%), Hangzhou (12.6%) and Wuhan (12.6%).

Members were asked which factors positively influenced their companies to invest and expand outside of Shanghai. The
most cited reason was proximity to target customers/markets at 43%, followed by labor costs at 41%. Top positive
influences by sector:

® Manufacturing: lower labor costs (49%), talent pool (36%) ® Services: proximity to target customers/markets
(49%), lower labor costs and talent pool
® Retail: talent pool (41%), lower labor costs (35%) (both 31%)

Fig.33: Top investment destinations

Harbin (@&
NO.1 @ Beijing Changchun (&
Shenyang @A
NO.2 @ Suzhou
Dalian @34
NO.3 Chengdu

Tianjin @34
NO.4 @ Shenzhen

NO.5 @ Guangzhou

Beijing @1g)

&Yy VYantai
Zhengzhou @34 y Yantal

9 Qingdao

Jinan
(&Y Nanjing

@ Wuxi

Yy Hefei

I ', 4%

%

xian ) Z&) Suzhou @EFY Hangzhou

Chengdu I§) Ningbo

&Yy Wuhan
Chongqing (@4
KYd \Wenzhou

0,
Changsha @43 9 Fuzhou

Kunming @34 I§) Xiamen

(V) Shenzhen

¥ Dongguan
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I Lack of talent crimps expansion outside of Shanghai

Competition for qualified talent remains high across industries. Lack of talent (66%) was again the greatest challenge for
companies looking to expand outside of Shanghai, though this figure was 5% lower than last year. The next biggest
challenge was establishing a relationship with local government (38%), but this number dropped 8%. No other
consideration scored higher than 30%. Top challenges by sector:

Manufacturing: lack of talent (56%), relationship with local government (26%)

O,
8

Retail: lack of talent (48%), proximity to target customers/markets (29%)

Services: lack of talent (46%), relationship with local government (36%)

® O

SURVEY I I
DEMOGRAPHICS

® 434 AmCham Shanghai member companies participated.
® Over three quarters have been in China 10+ years, with 10% here five years or less.

® 23.5% have 1-50 employees, while 18% have more than 2000 employees. The largest segment (36.4%) was 100-500
employees.

® 24.9% of respondents have global revenue greater than US$5bn, while 18.4% have revenues of $1-5bn and 19.8%
are in the less than $50 million category.

® 24.5% of respondents have China revenue of $10-50 million, and 23.1% have China revenue greater than $250
million. Another 24.3% fall between $51-250 million.

® 56.1% of respondents derive 10% or less of their global revenue from China, and 25.8% receive 11-30% of revenue
from China. 12.4% generate more than half of their revenue in China.

® 50.5% of respondents are from the manufacturing sector, while 35% are in services and 14.5% in retail.
® Industrial manufacturing was the most represented industry, with 86 companies. Other industries with high response
rates included: management consulting (31 companies), retail and consumer (31), technology hardware, software and

services (28), chemicals (27), and automotive (27).

® For a complete industry breakdown see page 62.
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Business performance &%

@® Revenue up @ Profitable @ Operating margins up
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In recent years, Chinese government policies
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Survey Results

How would you characterize your company’s
(W financial performance in China in 20177
2017F B AT ELWSHM SR ?

N=431

0y .
100% 9% . Very profitable
15% EFEE
80% @ Profitable
]
&
Break-even
60% 67% 62% 62% 68% 62% BTV
@ Breakeven or small loss
10% BSHEHHEESIR
‘0
Slight loss
HESR
20% 16%
o i o Large loss
BRRSHR
3% 3%
0% — —
2013 2014 2015 2016 2017

How does your estimated 2018 China revenue
KM compare to 2017 results?
BATR018FEWRIFRMFN2017FBLLB @R ?

N=429
@ Up over 50% ® Up21-50% @ Up11-20% Up 1-10%
HEHR50% LA = 1#8£21-50% #11-20% #41-10%
Remains the same Down 1-10% @ Down 11-20% @ Down > 20%
e T81-10% T811-20% g >20%
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15%
17% 19% 16% ’ 13%
80%
21%
26%
26% 31%
0% 31% 28%
40%
20%
3% 1% .
19% 1% 3% 1% 1% 2%
—_Am‘i—éq%ﬁ 2 1% 1o 2 4 1%
2013 2014 2015 2016 2017 2018

100%

80%

60%

40%

20%

0%

100%

80%

60%

40%

20%

What is your estimated total annual China
revenue for 20187
RAT2018FHELWSHNERMItEZ D ?

N=424

21%
31% 38% 36% 37%

I 3 m— 3% 2% 2"/ 2%

2018

@ > US$100 million
> 1Z5T

US$51 - $100 million
5100/5355t-11235T

US$10 - $50 million
100075-5000/53T

@ US$1 - $9 million
10075-9005355T

@ < US$1 million
< 10055t

@ No revenue
THERAN

21% 18%

2013 2014 2015 2017

How did your China 2017 revenue
compare to 20167
BAT2017FNEWEIR2016FELLEAIEK ?
N=427

@ Up over 50%

@® Up 11-50% Up 1-10%

HHR50% LA 1#1K11-50% #41-10%
Remains the same Down1-10% @ Down 11% or more
f=ad Ti81-10% TiB11%LA L

[ 6% | [ 7% | [ 6% | [ 4% | [ 6% |

39% 29% 37% 44%

21%

44%

23%
22%

2012 2013 2014 2015 2016 2017

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E I EBEN20166F11 5 E2017458 , At 52016 FRIFHERILEREBF It Rt
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100%

80%

60%

40%

20%

0%

100%

80%

60%

40%

20%

0%

How did the 2017 operating margins of your
China operations compare to those of 20167

BNFHELVS5201 7EATENVRER 520164FEEL
ffer?

N=424

34% 35% 38%
38%
26%
31%
33%
28%

16%

24%

@ Improved substantially
EERRS 11% ormore

@ Improved slightly
BEERS 1-10%

® Remained the same
¥
Deteriorated slightly
BETIE1-10%

@ Deteriorated substantially
FETB 11% or more

2% 3%,
4% |
2013 2014 2015 2016 2017

How did your China 2017 revenue growth rate
compare to your company’s worldwide revenue
growth rate?

2017F R ATERISHERIERES 2RSS
L, SR ?

N=425
299, 17% 20%
0
@ Significantly higher
33% 32% 30% 30% 30% (11% or more)
FEIRES 11% or more
@ Slightly higher (1-10%)
BERE 1-10%
Comparable
31% [ 23% e Py
28% ik
30% : Sighty lower (1-10%)
BEETE1-10%
@ Significantly lower
| 3% | (11% or more)
- BE T8 11% or more
14% .
10% @ Not applicable
e w1 B2 Notant
2013 2014 2015 2016 2017

100%

80%

60%

40%

20%

0%

100%

80%

60%

40%

20%

0%

How did the 2017 operating margins of your
China operations compare to your company’s
worldwide operating margins?
BAT017FENAELWNSEWFERIBLBRI S
aLE , AR ?

N=424

25%

26%

@ Significantly higher
(11% or more)
BEIRS 11% or more
Slightly higher (1-10%)
EERS 1-10%

Comparable
R

Slightly lower (1-10%)
EETE1-10%
Significantly lower
(11% or more)
FETB 11% or more
Not applicable

TER

26%

24%
23%

22%
29%

(]

1%

37%

4%

8% 10%

2013 2014 2015 2016 2017

What percentage of your company's global
revenue is derived from China?

BATELUSERES TR E S
EEALLB ?

N=426

12% 12%

17% 15%

24% 5% 6%

o 2% [ oo, I 2%

18% ® >50%

@ 31-50%
19% 19%
b 21% o J 23%

@® 11-30%

® 6-10%

2-5%

9/
19% 18% o 20% 18%

® <2%

2013 2014 2015 2016 2017
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What is your company's primary strategy in
China? (Please pick one)
RAREFENEENEEREEMTA

10.
? (BRik)

N=434

@ Optimistic

@ Produce or source goods
or services in China for the
China market
ERENFEGHES
HRWF=RFRS

U

100% 100%

@ Produce or source goods
or services in China for the 80%
U.S. market o 67% 56% 51%
HEHREAHEEHHE™
R RFIRSS

80%

60% 60%

@ Produce or source goods or
services in China for markets
other than the U.S. or China

EREREFHELIIMIER
PRI RIRS

12%
1% 40%

40%

o |

145 18% 17%
5% | 0%
2014 015 017 2018

Import goods into China 20% 20%

HOFREIPE

@ Other
Hith

0%

How does China rank in your company’s global
¥ investment plans? e

How would you describe your five-year business
outlook in China?
IREABRFKSEHEWSHIBR

N=433

@ Slightly optimistic @ Neutral
ELIR R REFARIR

53% 53% 40% 40% 45%

35%

Slightly pessimistic @ Pessimistic
ELERAENR AW

38% 33% 42% 40% 41%

15% 13% 13%

0,

3% 4% 10%
<1% 2% 1%

2013 2014

<19 1% 2%
2017 2018

2012 2015

How did your company's investment in China
change in 2017 compared to the previous year?
RAB017FEFERERI—FLEM

FREE R A BRI AR TR Aot ? e
N=433 N=432
@ More than 50% increase @ 16-50% increase ® 1-15% increase
2015 ® 2017 ® 2018 1A F50% BEATF16% - 50%  HEATF1%- 15%
No change @ Decrease
RIFARE Tig
40%
0Oy
40% 37% 100% i
34%
31% 20% 23% (e 14%
0, 0, 0,
20% 29% 30% 30% 80% 21%
° 21%
24% 6 35% 34%
%
20% 34% 39%
56%
40%
10%
™ 6% 6% 20%
0% 0% —— G | [ 5% | 77
Number one Second to One among many 2013 2014 2015 2016 2017
priority third priority investment destinations  Low priority
BEIER BURE= AT — FAREE * 2015 data does not include a ‘no change’ option.

2015 RIHHEARBE "TRIFAE" I,

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E I EBEN20166F11 5 E2017458 , At 52016 FRIFHERILEREBF It 5 R Tt
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What are your company’s plans for investment in China for 20187

13. — T
BNFR018FEFEMREITEMTA?
N=431
100% 6%
@ More than 50% increase
- 21% 16% 18% 17% I AF50%
(]
80% @ Increase
#16% - 50%
60% @® Increase
! #125% - 50%
(For 2016 only)
40% Increase
1% - 15%
No change
20% l RIEFE
4% 19% 4% @ Decrease
0% - 748 58

2014 2015 2016 2017 2018

If your overall investment level planned for China in 2018 is lower than 2017, why? (Check all that apply)
| IRBLF2018FRRMAITRIIRBELL2017F ) |, [REZMEL ? (HJLiE )

N=411

Not applicable Rising Expectation of Increased Market Better business Recently Uncertainty Inconsistent
(investment is labor slower ﬁrowth domestic access prospects in made a large about U.S.-China  Talent  enforcement of
same or higher) costs in China competition  restrictions  other countries investment trade policy shortage  regulations

NER SaipA  WitTE AERE fimgEAN BftExmEl  RIRiER E=hRZ REAF B E

(RABHERES) L7t g ENERY PR AIREF —FEARURR BURAHEH =

2017 75 12 10 10 6

2018 74 10 6 12 6 4 5 9 4 5

In the past year, have any of your planned investments in China been redirected to other foreign
locations? If yes, where have you invested or where do you plan to invest? (Check all that apply)
BEN—FH , EREAREEUKPNFERZRET Hibith)s ? MREME , REETWESHFTEIREM
B? (FJZ&)

N=434

Indian Subcontinent East Asia
No change in China (Bangladesh, India, (Japan, Korea,
investment strategy Southeast Asia United Sates akistan) Taiwan) South America Europe Elsewhere

EFERRE IRraIE ESES EPEER AR R (BE, (£35S XM Hitt X

REGRANE (BINHL , ENREE , HE, 65)
BEAME )

2017 79 5

2018 80 9 7 4 2 1 3 2
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In which functions is your company increasing investment in China? (Check all that apply.)

B =\ SRR s 2 (TS )
N=434
® 2017 ® 2018

0
0%

40%
35% 2
0% e 7% g 274
249,
g y 224
20% i 185 AL 195 185
12% 13% 19, 134 , ,
10% 109, o 1% % 1% N
I [ I il 0l s
e
No

Sales, marketing Staff Research  Automation and E-Commerce New Environmental ~ Mergers Distribution ~ Corporate Governance Logistics
and business  development and productivity and increase in - manufacturing  compliance and channels social and other and
development  and training development  development digital investment facilities INEHISE  acquisiions  R4:=yE  responsibility  compliance  transportation
HE BH KRERT [5i%2 Baein BFES AKREE  HE~E I flits (e ant- networks
mElmRE il EFERRERH MBFH 4 =E corruption WimAl

compliance) B
EEMEM
(ECazmg )

How have your China operations/production
affected your U.S. operations/production?

(A (Check all that apply) 18.
RAAHPERXEE / £ RBEERIEE / £
EMBEEREE ? (AZiE)

For 2018, by how much will your company
increase or decrease employee headcount in
China?

20185 , RNBEFEMNRINEGTATN ?

N=434 N=434
@ Little net effect on U.S. @ Significant source of profits
production/employment for U.S. head office b No ch I
WEEEF/ TIENEREH AT REERBEENFDRER o ?‘?gease 1%?—*:13’296 Ld 1;;5;356
i T
@ Added to U.S. production/ Not applicable (no U.S. =
employment operations/production)
@ Decreased U.S. production/ ° °
employment

BT EBEF/ TENS

100% 2%

o i e “ o e o (
80%
60% 19% 17% .

27%
40% 34% 29%
20% @ Increase more @ 11-20% ® 1-10% No Change
22% than 20% increase increase {RIEAREE
20% H20%L = H#411-20% #1-20%
1-10% @ Decrease more
9% 9% decrease than 11%
0% | 5% | 6% | — 2% EEVE TB1-10% TE11%UE
2012 2013 2014 2015 2017 2018

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E I EBEN20166F11 5 E2017458 , At 52016 FRIFHERILEREBF It Rt
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19. = 4 2
BREIT RS EERENE ?

100%
20% 14% 28% 40% 40%

80%

60%
54% 53% 36% 35% 36%

40%

20%
36% 25% 24%

0%
2013 2014 2015 2017 2018

How would you describe Chinese government
{0} policy toward companies in your industry?
RABATT I R BT B R0 ?

@ Strong favoritism toward N=434
local companies

ER IRl

@ Foreign and local
companies treated equally

FPESEA MR NE

@ Strong favoritism toward
foreign companies

ERREINE R

@ No Hindrance

REmE
0/

@ Some favoritism toward
local companies

BERIE ARl
Some favoritism toward
foreign companies
BEARmIR MR AL

100%
17% 16% 21% 17% 14%
38%
80% 46% | 49% *| 40% .
\ 430 [ 42" | 30%
37% 37% 25 39% 4% 40%
60% ’
25% 0
40% 2017 2018 2017 2018 2017 2018 2017 2018
19 279
o . o o o Lack of Obtaining  Procurement Data security
28% 33% 34% IPR required practices and
20% protection licenses favoring  protection of
and SKEFRE domestic  commercial
enforcement YFRE competitors secrets
0% B 4% e 2% mmm 3% SFERZ AR BAFAL HiERS
0 PRI NER FEALNE
2013 2014 2015 2017 2018
AT RWBER RiF

To what extent have the following policies benefitted your business?
THNBRSEEAMEE LR TS ERRHRE ?

661

70%
60%
50%
40%
30%
20%
10%

54,

329 389, s

14% o
9% 194 5 10 8%

Anticorruption campaign Expansion of Free Trade

0%

Simplified customs Improved "negative list"  Increased enforcement of Financial sector

RETE Zones processing for foreign investment environmental liberalization
) . Sy M INE R AR regulations Bhag)
CEEEPEEPS EHERTL peilols T s RIS

AmCham Shanghai 2018 China Business Report 1

® Some Hindrance

BT

How would you characterize the transparency of the regulatory environment in your industry?

N=434

@ Transparent
pricis

@ Not transparent
but doesn't
hinder business

TER , ERREE

® Not transparent
and hinders
business

FE , MNEE

To what extent do the following regulatory
challenges hinder your business?
T EER&SRLBNWSEHARIE ?

N=432

@ Serious Hindrance

FEEGS
45%
B GE
67%

44% | 40%
10% ] 10%

1% [ 8% | 6% |
2017 2018 2017 2018 2017 2018
Tax Lack of Investment
administration impartial civi restrictions
BissEE andjudical 3G EIR%
remedies for
business disputes
POEENIEZE
HREAIER
REMEEKE
N=432
@ No benefit
REHE

@® Some benefit
— bR

@ Significant benefit
HRARHE B
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Please respond to the following statement:

23 X
BEIZE TSR
N=433 @ Strongly agree @ Agree ® Disagree Strongly disagree @ Not applicable
EEER E)= TE=R SERURAS &R
. % 14%
23% 35%
28% 27%

55% 56%

56% 49%
29% 32%
23%
1% 24%
o 0 2%
S 77

2017 2018 2017 2018 2017 2018
My business is facing increased competition M¥ business is facing increased competition My business is facing increased competition
from State Owned Enterprises rom Private Chinese Owned Enterprises from Foreign Enterprises:
A S EIE RS T ST R T ST E RS
REEEWES REFEFAER WSS KESNERUIES

How often does a lack of autonomy from headquarters put you at a comparative disadvantage against

local companies?
RAERENERRATINREMRZREEEN , SHEARLEWRHMBANRFEI?
' 13%

N=434 . 21% “41% ' 18% M, 7

Frequently Sometimes Rarely Never Not applicable
ye =] 1R AT TNEF

To what extent do these operational challenges hinder your business?
U XEEEPRERFHEE LN TR TS ?

N=433 @ Serious Hindrance ™E1518 @ Some Hindrance B&HI5HE No Hindrance i&&H8

2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018

0,
2% 1 30%

o

1% | 12% 15% § 14%
0, 0,
22% | 26% a9 [ 30%

48% | 57% 47% | 52%
43% | 48%
51% | s6%

36%
65%
56%
54%
57%

Inefficient government Lack of talentand ~ Limited local R&D and Internet Domestic Corruption
bureaucracy capabilities innovation capacity restrictions competition and fraud IPR infringements Rising costs
BREHEENY REAATRESD  ALHKRRE B EXRIBR rERF B AIERYE FIRFIRAIRIE A EF
FMEIFTEENBIR

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E I EBEN20166F11 5 E2017458 , At 52016 FRIFHERILEREBF It 5 R Tt
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In which of these areas are innovations in your China business model and technology being applied
s} globally/in HQ? (Please check all that apply)
RABEUTERLSE , SHPERWEAIRARNEIFHFNATF2XEESHBNIEE ? (FEIiE)

N=433

50%

40%

30%

47%
20%

26%
10%

0%
Not Product
applicable  development
RiEA Rk

N=434

2011

2018 18

Is competition for talent from local companies impacting your ability to hire talented staff? If yes, in which

22%

Supply
chain

CHIvE:::

19%
15% 13% 12%
6%

E-commerce

s

26-50%

11

1"

Automation

Bt

Internet
of things

ER Y

Mobile Artificial  In-store customer Blockchain
payments intelligence (Al) experience

BEnsZ it ATHEE ZhEFAR  KiEiE

Approximately what percentage of your senior management are Chinese nationals?
FEERIAERAASREERETLSPHE?

76-100%

56

15 56

areas does your company face the most competition for talent from local companies? (Choose up to 3)

28 N s

(BRZ=1NUH)
N=434
50%

40% 4%

30%
30%

20%
10%

0%
Sales and Senior
marketing  management
HESHHEE SREER

30%

Research &
development

[iv-a

2%

No
impact
RETM

14%

Human
resources

ABEIR

12%

Information
technology

BEREAR

HEATEBAERTE ? NRE | [SQEERLEEIERE AL ATRHRRES ?

1%

6% I -

Other Finance ~ Government Legal
affairs
Hth =it BARFR & pESES
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29 Which cities does your company plan on investing in or expanding to? (Check all that apply)
| SREHMEBMEHIREEYT KEF ? (AERSIN)

N=434

Harbin
Y 2
Changchun g8
K 3%
Shenyang
pLE

5%
Terin @
Beijing
=
KY( Yantai

Zhengzhou !
5% - e

HN

L¥3 Qingdao

55

21%

78 Jinan

FE ER N%‘i'fg
Wuxi
7t
sian €D L& Py Suzhou /@Hangzhou
e . . A 73 M
Chengdu  (E0E) ; . . @ Ningbo
PR . (§if) Wuhan 7
Chongqing Q¥4 B
=5 kY. \Wenzhou
. B
Eﬁrﬁs a 0 LY Fuzhou
&M
Kunming I3 Xiamen
288 =1
(VY Shenzhen

]
Y0 Dongguan

When expanding outside of Shanghai what are the three greatest challenges to your success?
(Please only choose 3)

RREPIAAR LBLUIMBXT K, AIRNRAN="H&EETA?

N=335

Lack of  Relationship with Labor  Supplier quality/ ~ Slower market  Proximity to target Legal New Overcapacity due to  Political
talent  local government costs capacity growth customers/markets compliance competitors market overheating changes

R=  MMBSEAN Fmhh  HNEARY miFEK SEERER/ =) Y  HEERASH BaEHN

A X% piA  BRE/RE HE 7RI RS BEaE FERES

2017 46 28 26 24 23 15

2018 66 38 28 25 22 22 20 15 13 12

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E I EBEN20166F11 5 E2017458 , At 52016 FRIHHERI LR EBF It 5 R Tt
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2017
2018

32.

2017
2018

33.

40%

35%

30%

25%

20%

15%

10%

5%

0%

Select the top 3 factors that positively influence your company's investment and expansion
decisions into cities outside Shanghai.

FEREREEN=ICRATFHE LBUIMBKIR RS KRENEEK.

N=434

Transparent Education,
Proximity to Local government Developed and predictable  Innovation medical,
target access and Proximity to  logistics and Strategic  Rising per capita regulations, and cultural and
customers/  Labor Talent  supportfor Tax benefits/ current  transportation integration income and policies and technology  recreational
markets costs pool foreign investors subsidies  operations networks  with suppliers  expenditure procedures centers facilities

BEB B AZE SMEF RENE/ BE RENYR/ SHHEE ABKBAN &8, Imil eFN  BBEFT
BR/mH A BISZHF Wy WAWS RERNE ORKBSE SHEBEKE NEERR RAFL XHER
RS MEEERR IRRIRIE

41 50 38 30 28 21 15 15 14 13 12 5

43 41 35 26 23 18 15 15 12 11 10 4

What are your plans for R&D investment expenditure in China?
BEAEEFTENHAREREHIIE ?

N=434

Increase more Increase Increase Increase Decrease Decrease Decrease  Decrease more
No plans than 20% 11-20% 6-10% 1-5% No change 1-5% 6-10% 11-20% than 20%

BRI 1BIN20%LAE  185011-20% 3EAN6-10% 1EN1-5% iRBTM RE1-5% mEP6-10% iE11-20% im20%0A E

31 10 (K] 12 14 18 <1 1 <1 1
36 9 12 14 13 15 <1 <1 <1 1

Please respond to the following statement: Our investment in innovation and R&D in China is limited by
inadequate IPR protection.

WEABWTRE | HNEFENAAKREER , EEAMRFRERPARS.

30% 30%
25% N 27%
22%
17%
.

N=434 @® 2015 @® 2017 ® 2018

39% | 39%

1% f 12%
9%

Not applicable
Strongly agree Disagree Strongly disagree (no innovation, R&D investment in China)
&
ERAR A B3¢ BAR i

(EFERBUHMARTEANRE )
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| $E3E55F , THB="RERENRATMEFLREF) ?

N=433

In the next 3-5 years, which 3 factors will most benefit your industry?

Increasing Innovations in technology, media, Growing local Improved countrywide Economic and
consumption Urbanization and telecommunications talent pool infrastructure

Expansion of ~ Strengthened  Outbound
financial reforms  e-commerce legal institutions investment Other

HZRAOIEIN EE , S AT AZHAK £ECEEREM SFSSRNE BFES  IBREE XWNRE Bt

RIS ERIEIH EIRATE BsR  HUEEIR
2017 57 41 37 34 34 32 26 24

2018 58 37 37 33 25 32 28 25 18 8

Over the next 3-5 years, what are the top 3 challenges for your company in China?
SER3ESFA , RATEFEHEIRNEAAISMRERHA ?

N=433

Chinese companies’ Unpredictable Policies that
Domestic Increasing  Economic adaptability and regulatory favor domestic Increasing behavior policies
competition labor costs  slowdown improved innovation environment companies material costs changes and/or attacks
Z:Nan EHh  ZFTNE  HEAEIEREE ENMER  {miEALE [REA# HEIMR Wik e

Consumer Cybersecurity

BRA EF+ MEUFRENRIES ATl HIBER &k A9BSR BER/E

2017 56 54 51 33 31 28 22 16 8

2018 62 63 35 25 33 29 26 17

36 What are the top 3 reforms most important to your business growth in China?
| SFREQFEEFEUSHER  B=AXEZFEE?

N=433

Improved  Streamlining of administrative Reduced market ~ Strengthened  Financial sector  Improved SOE

Anticorruption Hukou (household
IPR protection  approvals and taxation  access restrictions legal institutions reform internet access

reform campaign  registration) reform

IMEEAHR fEAUBAD PETEN IEREFER SRR XEEEN BEiXE KRE  FPH(F#EER)

FERURIF HHER SNEES BN B

2017 54 50 46 40 31 29 23 n/a 12

2018 48 47 45 39 29 30 24 29 10

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E I EBEN20166F11 5 E2017458 , At 52016 FRIHHERI LR EBF It 5 R Tt
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In the past few years, Chinese government
policies and regulations toward foreign
KY# companies have:

SENLVER , PEBRFHIMEELHNBERE

Have you or do you expect to benefit directly or
38 indirectly from the Belt and Road Initiative?
| FRACANPEREERERDREMZETF "—F
—B& "B ?

A3 ?
N=434 N=434
@ Directly benefit
2017 28% 409 33% HET
@ Indirectly benefit
2018 349 43% 239 R
@ No benefit
B
Improved Remained the same Worsened
WET RETWN FET @ Not applicable to our business
TERAFALTNLS
39 How have government VPN policies affected your business? (Check all that apply)
| BUFRVPNESRUAIZMRAT ? (FSik)
N=434
60%
50%
40%
30%
20%
28% 27% 26%
10%
0%
Introduced uncertainty and increased ~ Reconsidering our data Reducing/redirecting Considering relocating
Made daily work more difficult No impact expenditures on contingency planning  management policies investment to another country
HEIFEMEEEAEE RERM BINAHEME | BN BEFRANARE D53 R EEEiE
IRE TR FF SR A HEIREERS 5 ZHMER

How have the Cybersecurity Law and data localization requirements impacted your business? (Check all

that apply)
(MEZek) MENHEALHUNERYRINEERTEARE ? (TZiE)
N=434

Prevents us from using or Establishing local data Less willing to bring Reducing our business
leveraging our global systems center or cloud presence No impact data into China presence in China

Yt emr s vagills: FEAVEA P 6 slB) RBERE RARBERE A /N
/NGNS RS BRI HEs [EE FHEE

32 24 24 23 21 3
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41.

What impact has the Cybersecurity Law had on your IT budget?

MR L ZMINA IR R BDEE AT ?

N=434

Increased more than 20% Increased 11-20% Increased 6-10%

50%

40%

30%

20%

10%

0%

50%

40%

30%

20%

10%

0%

1EIN20%LA £ 1#N11-20% 181Nn6-10%

Increased 1-5% No change Not applicable

1EIN1-5% KB NEM

15 34 19

What are the key challenges to complying with the new Cybersecurity Law? (Check all that apply)

THHMEZEEME  BEREEZNBEAT ? (Zik)

N=434

40%
39%

17%

15%

13%

1% 9%
Lack of understanding Significant IT Lack of capital
of the law and associated transformation Lack of commitment investment to move, Lack of internal talent ~ Other pressing IT concerns
quidelines Not applicable requirements and support from HQ  change or buy local systems and capabilities and investment come first
RERENS &R BANER NEISEBTIR TRBEARIE. AEAEBERD Hit ZSWEER
EfhiaXME RARFEBREK RIS WA WL RS BXRAZ S8 ABBESREMSE

Do you feel pressure to transfer technology

to Chinese companies and/or partners to

participate in the China market? 44.
EHRNFETZERFEL DR SIEAFERR

AN, BEREERENIERES ?

N=434
0,
45% 50%
40%
30%
21% 23%
20%
1%

. -
0%

Yes No Unsure Not applicable

2 = THE TER

Do you believe the U.S. government should
use investment reciprocity as a tool to gain
greater market access to China for U.S.
companies?
RABINAXEBRRENIZAREEEEN ,
RAXENEREENPEHIHER ?

N=434 ® 2017 @ 2018
44%
40% 4% '
31%
16%
12%
0,
9Aa 7%
Yes Unsure Not applicable
= THE FiERA

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
E RIS BEN20166F11 5 E2017458 , At 52016 FRIFHERILEE B F It R Tt
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80%

60%

40%

20%

0%

47.

50%

40%

30%

20%

10%

0%

Do you support the retaliatory use of tariffs to
achieve the Trump Administration’s trade goals?

SNFEB TSRS MRS, LUARSHE 46.
SRS B iR 2
N=434
80%
69%
60%
40%
22%
20%

9%

Yes
=
E

0%

No Unsure
= THE

Do you have a Communist Party organization
in your company?
RABDREERXER?

N=434
1%
19%
. =
Yes No Unsure
= = THE

How do you or would you view a Communist Party organization in your company?

ERNBEBEXE  BIASE
N=434
-~ \ b
Mo 25% 9% 55%
Beneficial to commercial success Inconsequential to commercial success Detrimental to commercial success Not applicable
ATLAEBENV SR R TS AR aslES R NER

Which of the following best reflects your company’s view of Made in China 2025?
BABWAEAERS (FEHIE2025) ?

N=434

48%

A revenue opportunity
BINEWRTS

29%
1%

A market access barrier to A policy that forces
foreign manufacturers technology transfer as the
FRRESME AN TEIR price to participate

MFEANTE | 15
WIERAER

7% 6%
A policy that unfairly props up or A policy that does not
advantages local companies affect my business
ARFHIEINT REIMAAT)
AEWHES
s
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How long has your company had a physical

How many employees does your company

pite}l presence in China? )} have in China?
BERNBEFEEETSOF? RAREFTEEZLRI?

@ > 20 years @ 10-20 years ® 6-9years @ 1-50 @® 51-100 ® 101-500
E20&F 10E205F 6E95F 1-50A 51-100 A 101-500A
2-5years ® <2years N=434 501 - 2000 @ Over 2000 N=434
2% 5 RE2E 501-2000 A 2000 A E

100% 100%

il 25% 30% 35% 25% 2% 24%
29% 31% 33%
80% 80%
o ° .
1%
60% 35% 60%
47% o 5 31% 36%
° 4% % % 8k
40% 40% %%
0,
28% o
0, 0,
20% o o 20%
0% —_— 1% e 2% 0%
2013 2014 2015 2017 2018 2013 2014 2015 2017 2018

51 What is the size of your company, defined by global revenue?

| RATLEKBAIT , ERTIRIHIREREE ?
N=434
@ <USS$50milion @ US$50 - 100 million US$101 - 500 million ® US$501 million - 1bn @ US$1bn - 5bn @ >US$5bn
INFSFRER SFH-1ZERT 1.0112-512%7% 5.0112-1012%5T 1012-501225% BiT5012E5T

Which of the following best describes your company’s industry sector? (Pick one)
BREBTEHAU? (Fi%)

84 86
® 2017 @ 2018 N=434
35 33
N 21 22 » 2 22 % 93 2 o 20
- . . . . ' -19 n : }
Industrial Other Automotive Retail and Technology Chemicals ~ Banking, Finance ~ Management Electronics ~ Pharmaceuticals, Logistics,
Manufacturing ~ (please describe) BRE Consumer Hardware, “wT and Insurance Consulting (non-consumer) Medical Devices, Transportation,
ik Hitt—i55i88 TEMBEE Software RIT EWARE EEER BFEIEHEZESE)  LfeSciences  Warehousing,
and Services 255, Efreety  Distribution
8 REHRHRTRS @RS g@ﬁﬁiﬁ%
16 5 8
15 13 1 8 1 40 10 "
- 8 77 6 9 8 5 5 8 8
4 4 3
Fm Tl ol eom =l e . i
Real Estate, Agriculture Education Legal services Healthcare Media and Aerospace Energy, Tax, Audit Hospitality Environmental
Engineering and Food and Training EERS and Hospital Entertainment and Aviation Energy advisory and Leisure Technologies
and Construction ‘RiVfIRE  HEME Services RIRFNIR R fnz=mx Equipment, s, EIEFARR RERIZE
Services EfT RS Mining Hit &
B, T2 BEIR,
MERIRS BEIRIRE "

* Because of a seasonal shift in our data collection from November to May, comparisons for 2016 are not always applicable.
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Provider of AmCham Shanghai’s event management system. e) EVEﬂfBank ﬁ%g
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