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Chairman’s Message

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

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

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

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

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

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

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

William Zarit
Chairman, AmCham China

January 2017
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Executive Summary

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

continued business growth.

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

Member companies in China continue to find growth and profits harder to come by. In 2016, 58% of
survey respondents reported positive revenue growth in China, up from a low of 55% in 2015, but still far
from historical levels of more than 70%. More companies also say that their China operations were profit-
able in 2016 (68% vs. 64% in 2015), but 80% say their margins in China are less than or only equal to their
global average. In addition to slower market growth and domestic competition, they point to a host of

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

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

100% —
® Down
10°/
Comparable
(

80% — 13% 0% ® Up

22% 26%

60%

40% -

20%

2011 2012 2013 2014 2015 2016

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

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

Survey respondents’ consensus estimate for 2017 GDP growth is 6.1%, which is well below the 7.8% aver-
age from 2010 to 2015. Companies are also worried about growth in their sectors: 29% project that sales
for their sectors in China will be flat or down in 2017, and another 27% expect growth of 5% or less. But

44% still expect growth to be above 5%, and 14% even predict double-digit growth. Again, this varies by
sector, with greater optimism in Technology and Other R&D-intensive industries, and lower expectations

in Industrial & Resources industries.

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

Flat
O

0to <5%

27%

10 to <20%

30%

5to <10%

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

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

Investment outlook: More companies are slowing investment in China

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

their headcounts.

As in the previous survey, about 25% of respondents say they have moved operations from China in the
past three years or are planning to do so, citing rising labor costs, other strategic priorities, and regula-
tory issues as key factors. Nearly two-thirds of such operations have been redirected to other parts of Asia
and 37% to North America. Even among those who maintain operations in China, most respondents say

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

is committed to opening China’s markets further in the next three years.
How does China rank in your company’s near-term global
investment plans?

® Not a high priority One among many ® Top-three priority @ First priority
destinations

15% 190, 15%  15%

24%

N 7% 340,

2009 2010 2011 2012 2013 2014 2015 2016

The age of adaptation: How US companies are learning to live with the new
normal

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

more than half of respondents.

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

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

Implications for business leaders

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

need to develop a realistic view of their position and prospects and decide how much to invest in China
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vs. other global opportunities. Companies seeking profitable growth in China will need to innovate and
differentiate their offerings to capture growth. They will also need to dedicate management attention to
making operations more efficient and reducing costs. Delivering on this new agenda will require compa-

nies to ensure that their organizations are fine-tuned with the right talent and strategies to win in China.

Implications for policymakers

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

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

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

foreign-invested companies.

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

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

Increasing the transparency, predictability, and

0, 0, 0,
fairness of the regulatory environment 30% 29% 27%

Limiting the use of industrial

0,
policies that create barriers 10%

18% 32% 23% 17%

Allowing us to enter business or product

0,
segments that are currently restricted L

PAR) 25% 20% 20%

Providing recourse for unfair

0, 0, 0,
treatment of your investments s 18% Rl

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

Allowing us to make strategic acquisitions 14% 32% 30% 15% [k

Reducing the need for us to

- 19% 38% 27% 10% (%)
engage in technology transfer
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2017 Survey Methodology / 2017 A& /5%

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

The survey respondents represent a broad
range of companies by industry, size, and
location. Further analysis was conducted on
four industry segments—Technology and
Other R&D-intensive industries, Services,
Consumer (products and services), and
Industrial & Resources—using the same
methodology as last year to ensure con-
sistent analysis and to shed more light on
the issues that our members are facing

in China’s fast-growing Technology and
Services sectors.
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Where does your company have a legal presence? Please
check all that apply.
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FE. PEMEEUMIER / #IX

China only HfE

O
US only £

China+US
FEMEE

and US
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What percentage of your global revenues is China expected

to account for in 2016?
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Many respondents are
global in nature, and
China has at least a 10%
share of global revenue
for about 50% of member
companies
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Survey respondents were segmented into four main categories

Technology and
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2016 Performance Snapshot
2016 Fll &R R

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

of respondents said growth for them was flat or down. There was a similar pattern in profits: More companies say
they were profitable in 2016 than in 2015, but the share of companies reporting growing profits remains far off the
peak. Nearly 80% of respondents say EBIT margins in China are equal to or less than margins in other parts of the
world. However, there is considerable variation beneath these numbers—»by industry and by size of company.
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About 58% reported higher revenue in 2016, rebounding
from 2015, but growth remains below historical levels

52015 18, £9% 58% B AARE 2016 FUT N IR, (818
.
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The share of respondents reporting in-

How does the estimated 2016 revenue of your China creased yearly sales in China operations

operations compare with 2015 results?

80% | \\\ 13% - 10%

100% o
-
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22%

increased to 58% from a low of 55% in 2015
but remains well below historical levels.
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down or only comparable to the previous
year.
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More companies were profitable in 2016 than in 2015,

T although below historical levels
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In 2016, the share of member companies
reporting losses was 13%, unchanged from
the previous year, while 68% of companies
described their operations in China as
profitable or very profitable, rising from 64%
in 2015. However, profitability remains well
below the peak of 77% in 2012.
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B 64% IEHNE 68%, 1T, 52012 &F
T7% BIU{EAKTAREL IO AR EEe

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

2016 4F By 2y mAESE L 55 19 B AR Ot el 2

100% — ~ 1% 1% 1% 2% 2%
KIESH

80% | o, 16% ® Loss
————— - 4% 9% =i
- Breakeven
60% f=hnd
@ Profitable
BF
® Very

profitable
20% KigZF

40% —

9% 9% 9% [ 6o, W o, Ml 9%

2011 2012 2013 2014 2015 2016



Nearly 80% of
member companies’
EBIT margins in
China are lower than
or comparable to
margins elsewhere in
the world

Rl 80% Bz sl fx
L SR B R B R
THEHREEHXAIF
ARG 2 FF

Member companies continue to ex-
perience pressure on the margins of
their China operations. The share of
companies reporting higher margins
in China has fallen for a second year
t0 219%. In the Industrial & Resources
sector, only 14% of respondents
reported higher margins, the lowest
among the four major sectors.

SR WTEE SRR A
ZES. M MAgEILE
BIELE —FTEE, BE 21%,

AT IAFEREFETL, RE 14% 8
SRR ERAAIEIEMN, A
TP IE KA 22
BOH—MTlk

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

2016 4F- 53 2 mIAEAE M 55 ) B BL R A S T 55 4Bk B BL AT HIE 340

Eb fm ey 2

44%

43%

® Lower
e
Comparable

FE

® Higher
B

43%

HRIT

2014
By Sector 1Tk
@® Lower Comparable Higher
Ve ¥ g0
32% 32%
i) 45%
o, 43%
47% 39%
41%
0 25%
21% 22% -
Technology Services Consumer Industrial &
and Other R&D BB T Ea : Resources :
BATEA | T AR |

2015

2016

EBIT margins in

China vs. globally are
especially low in the
Industrial & Resources
sector

SeAEKFEE, T
WANERIT R Al S5RY
SHBETHERZRIRA



Revenue growth was stronger in Services and in Technology
and Other R&D-intensive industries

@ ST LISANMEM A B EE T IR IE KR E)

Different sectors experienced wide varia- FEFTWIENE KIS REFIRA. BIA
tion in revenue growth. While only 58% of B 58% MZiH IR 2016 R
all respondents reported revenue growth in TN, B2, FERET LU
2016, more than two-thirds of companies ARFE MRS BRERT, BE=4>

in Services and in Technology and Other — P
Yiees angn eennegy —H R RREIWENE K, BT,
R&D-intensive industries reported revenue

growth. In contrast, fewer companies BT AR TAUAZERI T R R B R
reported revenue growth in the Consumer DYRBRIT WNIBK,
and Industrial & Resources sectors.

By Sector &{Tdk

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

2016 4 53 2 RIfEAR L 5 2 E WA TR T 5 2015 4FMH LA T2 L2

@® Down Comparable Up
B BE &

BAMEAM Tk ANFIR T
HEITL H

- i 24%
22%

: 21%

33%

33%

P 66% 69%

49%

° 43%
Technology and Services Consumer Industrial &
i OtherR&D Bl ST Resources



By Company Size i Jbinis

How would you characterize your company’s financial between large employers with at least 250

Performance in China in 2016? employees and small employers with fewer
than 250 employees. Among large employ-

2016 4By 2> RIAEAR I 55 Hy 2 FIAR B el ? ers, 60% reported higher sales, and 77% had

higher profits compared with 54% and 55%,
respectively, for smaller employers.

1% 2%
m ® Large loss BRANCRAT 250 AHARLARES
KBS

ANER R 250 ARYH/ BB 554k 55
14%

Variation in financial performance also exists

® OEERAZES, EARLF, TRE
27% ek oven BN 60%, FRRIEIMNG
By 5 77%, b2, EH/ARIAF, X
Profitable —LEb 9579 54% F1 55%
67% =
Very profitable
e iy

10% 7%
Large employer Small employer
Al RNk

By Company Size ¥&idliiiE

How does the estimated 2016 revenue of your China
operations compare to 2015 results?

2016 451 A TIFEHEL 35 OB IR A TS 2015 4F AT LA TS 12

® Down
15% 17% ey

Comparable
B
2% 29% Up
#m
e 54%
Large employers are
also more likely to
Large employer Small employer seerevenue grOWth
Ak AL and profits than

smaller employers
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Business-Climate Challenges and
Investment Outlook

BSHEHEARZERTR

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

A TR IR NS, HPTRIE KRINEHF 1B i B 00

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

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

Behind these developments is an overarching concern about the uncertain regulatory environment and unfavorable policies.
Companies report that inconsistent interpretation and enforcement of regulation remain the biggest challenges they face. Over
half of respondents feel unfairly treated by the long-running inconsistencies in policy enforcement between foreign and do-
mestic firms. Other emerging regulatory concerns include the difficulty in terminating employees due to new HR regulations.

2R 2017 FRELFIEGREMTEE KT, HIIFETE GDP HBKER 6.1%, MBMFREN—RETRN
6.5%, FHM=REWFAIT 2017 FFRAETTULANIEERHET 5%, BAVRTERARSIFEI L FIEKAKERN, Mmsinz)
IR KT, REBDRIPERIEREAMUER L, mMEFXMUKREVEERES, JE 08t
EERR=FERRNERBE T H BT

&, H%H%H$E%Eﬁ%%5ﬁ TR FENHNARER, ATBEEERABNM. YT T —FEITIIE
IR RA AR, RFBBELKE 2009 FLURNRMR. B ARBETIBRRTSE,

XERRPEEEX HEFFANHE SN BRI ERIE M, B RFERENBENHRIT A —RNARHA IR
RAR. B FHR BRI IPAEFNR W IERIITA—E, SR ERFATEFB, HittHh
LAY B R UE B8 A D IR AL B EL v LARFIR R Lo



Growth Outlook i {<EEE

Member companies forecast 6.1% GDP growth in 2017

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

rate in 2017?
AR 2017 45 E GDP #KEE £ /52

® AWt 2017 £HE GDP K 6.1%

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

Survey average uadrupling China's 2000 GDP by 2020.
ST quadrupting /

6.1% N

EXERINERBRZAB U IAERR—

A A

FEHE GDP B, SRFTAVIEKER
M 4% %) 9% 1, AZHERBII
I+ GDP K HE, RIFTFYER
6.1%, 1T HEHRFEIFMLUR R E
BT 1E 2020 FRTSLILEF 2000 &£ GDP
BRBEMILEMN 6.5% BB 5.

A A

25%ile 50%ile

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

BB =N I T IS
KT 5%, REARA 14% Bt
W FH AT G SE I PR 2RV IS <

We also asked companies to predict growth in their
own industries for the first time. The results also show
expectations of modest growth. About 44% of respon-
dents expect that sales in their industries will grow by
more than 5% in 2017, while 56% expect sales growth
of less than 5%, flat sales, or sales decline.

FANEERERE W FREITANEKIER, 45
REFRE, EUFATLRREEEK. £
Wik, KAHE 44% Fait 2017 FPRETTIE
BWNIERET 5%, B 56% FitEEWAR
F 5%. FFH B

75%ile 100%ile

o

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

BB A A B 2017 ATk i % K 5 2016 4 FH L dnfir 2

Flat S1g
O

0to <5%

27%

10 to <20%

30%

5to <10%



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

RABIHTIIEKEAFRN, ELWAERTL, 83 70% =Rk
O AP PRI B RAR T 5%

By Sector #&1Tdk

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

BB A A B 2017 A Tk A K 5 2016 4FHH EE Infar?

— — e 20%

7% 0
- - s 10 to <20%
19% % 5to <10%
18%
0to <5%
® Flat K
28% 32% ® <0%
31%

42%

3% 1%
Technology Services Consumer Industrial &
and Other R&D RSl Syl Resources
BRAFMEM TN RTT
BF&RITI
More than 60% of companies in Technology and ERARFMEMI A ZERITI, 8 60% syl
Other R&D-intensive industries expect industry sales I 2017 E T IF L E IR NI KRG8 5%,
growth of more than 5% in 2017 in China, and 22% 22% B I HE EOEET 10%. TEARS T VAN

expect growth of more than 10%. In the Services and ST, BT 40% B L TRHE KB 5%,

Consumer sectors, more than 40% of companies an- [ N o
° Jorcomp B, ETURFETL, BT 70% HaR bk
ticipate growth of more than 5%. However, more than R .

FHE KB 5%,

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



Healthcare,
Investing, and
Media are the most
optimistic industries;
Oil & Gas/Energy
and Agribusiness
are the least

7. BRRERMEETI
A AHSRAS
/ BER RV 2 ETT
A BRI

® >20%
10 to <20%
5to <10%
<0to 5%
® Flat #F
® <0%

@

By Detailed Sector {Til4H%

Technology and Other R&D

BARSHi# LT
Healthcare Products
ESFER VA110% 55% 28%
Ag%:‘g%g 18% [ 55% 18%

Technology/Telecommunications—Services

=i [ BiE RS

Technology/Telecommunications—Hardware

SRy [ BiE M

T 9% 19%
38% 25% 6%

Services

R S54Tk

Investing

BE

Financial Services

ERIARSS

Transportation and Logjistics
ERAYR

Other Services

HAARS

Real Estate and Development

B R

20% 40% 20% 20%

20% 40% 20% 20%

IELAN 14% 29% 33%

1% 34% 30% 27% 8%

17% 50% 25% 8%

Consumer
HERITAL

Media and Entertainment

BIESRE

Healthcare Services
BT RS

Hospitality and Travel & Leisure
BIE. R R AR

Consumer Products

HER SR

Education

BB

Retail and Distribution

FE5HH

Industrial & Resources
TolkFnEiR Tl

Automotive & Transportation Vehicles

AESTHER

Machinery, Equipment, Systems & Controls

M. &&. RAESIEH

Agribusiness
rRIEE

Other Industrial
Hh Tk 47

Oil & Gas/Energy
Al KA/ R

11% 56% 2%
20% a0% 109 LU
39% 39%
5% 20% 40% 25%
2% 24% 8%
44% 22%

19% 50% 6%
39% 21% 4%

21% 44% 14% 14%
11% 37% 4% & |
18% 47% 2% 6%



Investment Outlook and Business Challenges 1% 3% B2k Pk

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

HP I E Bt 2> W S 0 A BR B BT R S T 9

o U ® Not a high priority Oneamong many @ Top-three priority @ First priority
Chlna s status as a FRMFEZENR destinations =AKRRENMZ— HELZBRM
top-three investment RERAEEHIZ—
priority has declined . -
to a record low of 56% L% gy 1% A%
from 78% i U I B N C%

bin 2012

WARERN=AKZEH o
. —ayb I ERE R -
SEFT, M 2012 FRY

78% RV E 56%

i -
2009 2010 2011 2012

2013 2014 2015 2016

For many years, more than three-quarters of survey — ZELIFE, —EEBINSZ =ZSIHEIE
respondents said that China was among their top THEEE=AKZENMZ—, B2, 2012

three priority markets for investment. But the num- FELE, X—HAEE TY, DENE 56% M
ber saying China is a top priority has been dropping e

since 2012 and has reached a new low of 56%.

@

China is especially low
in priority for Industrial
& Resources members,

By Sector 1Tk

o with 53% ranking China
80% 24% as one among many
3% 0% % destinations or not a
o high priority
40% EIM%D%?%??%: EF'
| . AL IR, 53% #96
o W RBRHEFARZ K
o - #8832 —faFEE
Technology and Services Consumer Industrial & ﬁmyq%

Other R&D ST T Resources
BATEMERL1T L TR



Investment expansion is expected to reach a historical
low as 31% do not plan to expand and 39% plan less
than a 10% increase

KA KIUTA R AR, 31% B HLITRIE IR R,
39% Byl ITRIEE IR T 10% Ay

How much do you estimate your company will increase investment in China operations
for 2017?

Sl 2017 4 32 A S AE RS DB 2

E B =a. g ©a o >50%
) 11% 8% 7% 21-50%
0 _]
27% 21 Yo , 130/0 14% 12% e ] 100/0 //// - 11-20%
G 190 @ 0%
6% " 23% @® No investment
6% C [ 24% 28% expansion
0 12% ° planned -
9% . 35% 34% FRET Ktk
. o Y
/ 33% 39%
27% 33% 35% 26%
28%
31% 28% 27% 31% 32% 31%
17%
2009 2010 2011 2012 2013 2014 2015 2016 2017

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

are planning to raise investment levels in China, more

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

BHERITNH—PRAT W HEHZNENIZELE
TEB#(. 5 2015 & 2016 F—#%, #83id 30% Ay
Ak 2017 FRBEMEERERIT. EIHRIEINE
LR HEN B F, BESNEIRTRFIEIET 1%
F 10% i8], 1% 10% By7edli+X3E T 10% /Y
B&E, mtNhERRR.



Half of companies plan to hire in 2017
FH AL 2017 ST RIFREEA R

Do you expect to increase or decrease headcount in China in 2017

2017 4532y RIAEH N Y 53 T 2 BeREE i 2 b2

® Decrease >10%
BDKRTF 10%

Increase <5%
& D F 5%

2016

4%

7%

2017

Large
employer

Aibik

Small employer
Hrhil

Technology and Other R&D
RAMEAMFRT L

Services
BRSS1T

Consumer

HERATAL

Industrial & Resources
T RIEIRIT

® Decrease 5-10%

BDTE 5% = 10%

28]

@ Increase 5-10%

B0 7E 5% = 10%

28]

37%

33%

® Decrease About the same
<5% =E
ANF 5%

® Increase >10%
EINATF 10%

By Company Size iZidliiiE

34%
41%
28% 15%
36%
32%

47%

19% 11%

16% 22%

By Sector #&{Tk

22%

210/0
110/0

16% 7%

With expectations of limited
growth potential in 2017, only
about half of companies plan to
add staff in 2017; 37% of companies
report that headcount will remain
flat, and 12% say they will make
cuts. Headcount plans vary a great
deal by sector and size of company;
only about one-third of Industrial

& Resources companies expect to
increase headcount compared with
more than 60% of Technology and
Other R&D-intensive companies.

T FHA 2017 BB AR,
SERLGFH LA 2017 FitL)
BINR T2, 37% NIRRT
RT SR RFTE, 12% B91R
WRRRKBIRR TS5, AR
BRI R RTTAM l FUR B R[]
MEFERAER, £ LUMER
Tk, RARB=n2z—MEl
SR T2, B2,
FERARMEM AR ER T,
XA 60%.



More than 40% of members
plan to slow their investment
growth due to barriers

to market access and
unfavorable policies or an
uncertain policy environment

T HimENER | Bk
RSB SRS, o
1358 4006 HIR G - 2%
tumeREes @

If your planned increase in investment in
2017 is LOWER than it was in 2016, this is due
primarily to: (Please select only one)
AR BT A F] 2017 AR BCBHRIEACT 2016 47, F%
WA (RgE—5i)

Higher investment increase in

T Lower investment
- increase in 2017 vs. 2016

-7 2017 FA LRI T 2016 &£
-7 (e, \

® e 2017 2016 survey levels

2016 FFELER

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

Pt EN MR K R H Mt X F R REIE K A7

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

FRTETTU AR FHNE R BT 7 NS AT BER

Rising costs, including labor

BES S HERNSER LT LA

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

Concerns about uncertain policy environment

S AHENBERIFREE IS

Difficulties competing against local competitors
EUSHTEIREWFRERRK
42% B IHEIN

Other
Hith

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

costs and concerns about an uncertain policy environment.

NEER)RERA

HERIERREA

R —+ay=Z Il RIFE 2017 FRIEX LI 55
Mg REK, HREED 2R IREIFRELS5HE
KBIEM B IZENERRBERAH R EEEME R,
Hith T 2R BB AIE IR B AE T
BB



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

ARENRT A BN F h IRAE Ny EZE A BEEL; RIPE
X E[OFih

Please rank your top five business challenges in China

VS X1 52 TRl 5 A KR A R LR Pro——
EEHES

Shortage
of qualified
management

RO E1EEY
EEAR

43%

Difficulty ' Increasing
obtaining | Chinese
required licenses HENeIfel{lalo]aI 1IN

Eve=Y SO o (R
wEEEE TV

29%

Shortage Shortage Shortage Shortage
of qualified of qualified of qualified of qualified
employees employees employees employees

BROSEHNAT | ROESEHNAT | RAOSENAERT | ROSEHAT
29% 35% 37% 42%

Difficulty Shortage Shortage Shortage Shortage
obtaining . of qualified of qualified 9 of qualified
. . Corruption of qualified
required licenses management management ermalaiees management
[ )]
mRigAEs Al Boamn  Boamn OSSO moatk
YrALE R 30% EEAR EEBAR = SRR BEEAR
0,
26% 31% 32% 29% 30%
Shortage Difficulty Increasing Difficulty
. of qualified obtaining Chinese Industry obtaining
Corruption . . - . . .
management  required licenses [EelfeltlalelaIN0y overcapacity required licenses
7 [} — s 48
aL B AT meinx BRI e i
26% BIEAR AT IEEE Y EN A AT X

29%
30% 31% 30% 29%



Four out of five top challenges for the Technology sector are
regulatory; industry overcapacity is a top-three concern for
Industrial & Resources members

A=

HERE 4/5 RAIT L BBy E BRI

l_" HbLiJEIlUFD J\/

Please rank your top five business challenges in China

T X BE

Technology &
Other R&D

BREHAbfARITIL

Increasing Chinese
protectionism

FRE RIPE X REF4R
53%

Difficulty obtaining
required licenses

BRASAB X I BIIE R X
35%

S A ARV 55 5 Wi B K TAS Bl PR -

Services
BRZ1Tk

Shortage of qualified
management

BRAOSIER
BEAR

41%

Shortage of qualified
employees

RS R T
34%
Increasing Chinese
protectionism

32%

Consumer
HETI

Difficulty obtaining
required licenses

ER4SAB X1 AT IE R 7
38%

Shortage of qualified
employees

ROERHNET
38%
Shortage of qualified
management

31%

By Sector Tk

Industrial &
Resources

Tk AZFFETI

Industry overcapacity
Tk = RET R

46%

Increasing Chinese
protectionism

FRERIP I X RRTFHR
39%

Note: In 2017, “Inconsistent regulatory interpretation and unclear laws”includes ‘inconsistent/unclear laws” and " inconsistent enforcement”
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Regulatory Pressure Y5EE7]

More than 80% of member companies feel foreign
businesses are less welcome in China than before
B 80% M= A B RIEIMA R REANIUEZ D o

Do you feel foreign businesses are more or less welcome in

China than before?
SN AN A A [ 1 32 MG FR B 5 DA A B A il 28 4R 2 Q
® More welcome Negative feeling
than before
b M BRI shaped by slower
oL I 1oni
Less welcome growth, protectionism,
FOEERD and decreased
dependency

KM, fRIPEXFEKH
REREHROAEBSE

2015 2016

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

BFAEAT ML Z 1B Al AL BURF BRI IAT 5 T 1538 5 A S Al AH

bt fnfof 2 Q
Foreign companies

are treated equally vs.
local companies
SaddlAELE, SR
PARERERNE

Foreign
companies are
treated unfairly vs.
local companies

St LARL,
INAGA G
T

Examples of unfair
policy treatment

AAFERRE: 2

40%

Foreign companies receive
preferential treatment vs.
local companies

SacstibdlAaEL, ShEEdl
RISMERFB



The share of companies that said China seems less welcoming to foreign
businesses than in the past rose from 77% to 81% this year. Some respon-
dents attribute the change to the more difficult economic environment and
increased protectionism. Others believe this is because China has grown to
be less dependent on foreign investment, technology, and management
expertise. About 55% of respondents also feel that foreign companies in their
industries are treated unfairly by policies and their enforcement relative to

domestically invested companies.

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

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

RGN E L AATA R —E R
IEINAA, IR KHTTRE,
B8, HEFHETFHIEHE, S
HPA S BN XS EF XKL ™

2017 FHEBSFRBFE J,
BRI, FEXSE

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

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

XA LA FOIF 2 1 Mk KK
BRI ER, EZOTE,
1 EBER B X X EPE# O~
aaBYiEAk, TIAFHEFH T
017 FHEBSHRESZ J,
M. & RERIEHITL,
FEXEE

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

2017 China BCS, Senior Country
Manager in Financial Services
industry

“RENFIEEIR .. EH
Bz, HEEZ, B
RIFEXFRBIRAM
I BTG R E ”

017 FHEBSHREESE J,
ERRS T, FEXSE

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

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

WESpk: S T AT E 2 3=
&, EAERITZ R E Fo
&7 THBIESEI AL A F
FHMIE, ~
017 FHEBSTRRSE 1,
RIWEZETI, AXRBE

KEFE, RUEIMEEWRMUFEZIGERIE L SEEM
T7% IBINZE 81%, —LEZIHBAINA EFFIRRHRK
MRIPEXFARSHTEMER, HtRindEdiA
AREXIINER R BARMER T AKMIZEFEE
EEERRA, K& 55% MRk, SAFEE
ARk, ShE VT RERERFIEM R TIEFE
BT AATEFE,

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

2017 China BCS, Senior Country Manager
in Healthcare Services industry

BEE XA MTALBIIE K ) R
LRI %R, HFERS.. INERZE
FOFEAR LR P 75 EHE T FTEAE
BIKR BAFFE T,

2017 FHEBSHRBESE J,
EriksiTl, FEXSE

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

2017 China BCS, Senior Country Manager
in Legal Industry

“EEEIMESPEERAUERS
S ERZ ZIRA. .. MFEBIEITE
SHrtEPEIFIBNE BT LB 7T
XA S55E ).~
017 FHEBSHRESZ I,

BIMESF, FEXSE



Increasing proportion of companies perceive
investment environment as deteriorating

HRBZH = R INAREIFRIEEHL

In 2016, 31% of companies perceived the
investment environment as deteriorating
compared to 24% who reported it as im-
proving. This is the least optimistic member
companies have been since 2011.

Hh T 5 BT PR 5 I o Bl 2

2016 &, 31% MW= RBWIANKEIFE
EEEWL, M 24% BRI RRE
WEAFE, XWEA 201155, =
REWSHERIIB R RS E bHth&D
B—R,

0
36% S 48%

32% 33%

28% ®
I 34%

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

® Improving
BFEH
Staying the
same

RERT

@ Deteriorating
45% BFEAL

24%

29% 26% 31%

2011 2012 2013

By Sector {7k

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

B2 A T AR PR A PRI R T SR B 9

14% @ Pessimistic
(o]
24% B
® Slightly
o pessimistic
30% BRISART
33% Neutral
e2hva
Slightly
33% 37% 37% optimistic
. BRI RN
= ® Optimistic
mn
20% 18% 20% N
9%
L% E3% E3% "2%
Technology Services Consumer Industrial &
and Other R&D BT el Resources
RAMEM T ZRITL
H&EITL

2014 2015 2016

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

ERAME MR R ZEEET
A, 2B 10% =&k
N EMRRRFRNSE
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Member companies continue to be split on whether recent policy changes
and enforcement have improved the business environment

FONEHIBERER R THEEMRRNERR, =REEIRINARL

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

T 25 WA 8] BORFBOR E Ab Be FE AT X Bt 23 W) Bir Ak IR 2238 TR B Aol 532 i 2

Change in government policies Policy enforcement
BRBET BEEHT
%
9% B . 7% 6% 6% @ Strongly weakened
- T N e the business
environment
290 ZENE™EENL
0,
36% 39% o 44% ® Weakened
the business
o S environment
B - Tl ZERREAENL
Improved
53 the business
50% (] 499% 50% environment
° 47% 45% GERERNE

@ Strongly improved
the business

HE PRl .
2014 2015 2016 2014 2015 2016
In line with prior years, slightly more than half of member compa- S5&FFEBI, 8d—¥mEsamndia
nies believe that recent policy changes have improved the business R ER B S AR N T R IRIE,
environment. However, fewer member companies believe that the en- R, S B A B R
forcement of these policy changes is improving the business environ- ML NELENIR, 8% 40%

ment. More than 40% of member companies are pessimistic toward s
N BT BRI SFFENSE;

the regulatory environment. This pessimism is felt even more strongly N R N N
within Technology and R&D-intensive companies, with 57% express- METRAMM LB R ELMS,
ing a pessimistic outlook on the regulatory environment. ZEEBIN A 57%.



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

@ &I 60% NEREIVAHENINETFFERFE—T FRHT

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

R AR b B BORFAE AR =445 2 — A T 2

Yes &

Unsure
THAE

Mixed Sentiment

BiEA—

“Confident they support certain
foreign investments but not
confident they will open all

markets that will give foreign
companies a level playing field
with their local competitors.”

2017 China BCS, Senior Country
Manager in Education industry

“PE1E M IxT R L5} 22 B 2 1509,
B FBEMITSMAFTE T
17, 1tIFF AR E N 22
FRE”
r2017 FrREIR S ERE 1,
BT, FEREE

“Very mixed messages.
Positive rhetoric from
senior leadership, which
rarely if ever translates to
practical public policy.”
2017 China BCS, Director in Real
Estate & Development industry

WSSy E =
BEIRREBSRLEEMR
KA FH "

017 FHEBSIERE J,
PRI R ATE, S

Even though some members believe China
needs to open more markets to foreign
players to satisfy growing and shifting
domestic demand, only about one-third of
respondents believe that the government is
committed to further market opening in the
next three years.
BAE—ELRARIINNTEREH—
TSR FRTZ LR EE B g
KMEUHERNFTR, BE, AR
=pz—HNRHEIEEFEBFEE
RE=FH—BBINEFRT o

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

2017 China BCS, Senior Country
Manager in Industrial sector

“e8 FEENRR EFIBLE T4 %
FERBYPIF G, EEEALA
HIRCEIN (8 % th 22 7 E PIE T
% B/ te FHE9E KRaalko”
017 EFEBSHEESE J,
T, FEXEE



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

M5z —M=rElBEsit
LAPERINES e REA
BERMAIA EF BT
TE EABE L SR A AR b B [P) R

This year, about 25% of respondents
indicated that they have either al-
ready moved or are planning to move
capacity outside China. The top two
reasons cited remain rising labor costs
and strategic reprioritization of other
countries. Concern over regulatory
challenges rose from the fifth-most
cited reason to the third. For most of
these respondents, they are relocat-
ing capacity to other parts of Asia or
to North America.

KEE, KAE 25% NW=ip
RTELTIT AR ERINEE
B8 FHENAMA LA ERTAEL
BRIy R R EEHNMARH.
M EREPRAE OB R L
FHEE={l, XTELITEZ
PRI, KRSHEEILN

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

FEE LR =4 rh, BT R W v EISEAMNE RS e Y Bt
A FYE 1 E BN e e iR R N R R AT 42

No (not planning to move)
A (FEITES)
O

P -7 No (but planning to move) Yes & N

7 & (BitimiEsheEs) .

Rising labor costs

HEh A EF

Strategic re-prioritization of
other countries

EMHE T HIERN

1=t Sl
Top two reasons

HER / #X It

Regulatory challenges
in China

FRE R

Less attractive local
demand in China

PEIHFERRZHS

Lack of competitiveness vs.
local competitors

S5FMEENFRERZRESN

Industry overcapacity
Tk ged R

remain the

same from

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

AR NRES
2016 FAEER
HE. HERFM
BRAUAESE=
1o




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

IR T BGE AR, St W Eesih IR X B R Y (TR BT A )

Developed
Africa & Asia

Middle East M &IRE R
EMF R X
4% 20%
Developing

Asia

T &= R
ERM X

50%

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

A 102 IRIpERE T X—R, B 25¢ RETERRA 252 EiF BT HE B, BEIT BRipil.
WHELEERMMX" GFEFHE. B, PESE. BAFNTSE;, “WHLRTERMMEK" SEEHE.
. RE. . IRALTE,



HR Challenges A 7735 EPkEE

Difficulty terminating employees emerges as a top-three HR
challenge behind costs of wages and social benefits

MELEHR I TR S = A8k, EAMMA AR R = LK
M= EH B A BN

Rising salary and wage expenses continue to be the top HR chal-  REE, HAAM LKBARAEEA
lenges this year. However, terminating employees is not only the HE Bk, MU ERITNEE=
third-ranked HR challenge but also the top regulatory concern K ATTEEYE, T2 5EIREENE
relating to management. SIS ST,

Please select your top three human resources challenges.

TR B2y W] H AT R =R Bk .

Difficulty attracting skilled
executive/managerial staff

MRS |ZNEENTE | EIEAR
46%

Difficulty attracting skilled
executive/managerial staff Difficulty terminating employees
R LRSI ZHEEEE | EEAR EIEERT
33% 28%



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

B2y T RE AT FRIE A B AR AE AR AR N G52 B LU W26 PR 3R A i 2

® Environmental factors Market factors

HIERER miHRER

55%
36% 34%
5%
Poor air quality High cost of Domestic Slowing growth in Food/water safety  Internet/media Other
RRBE living competitors more  China’s economy concern censorship Hith
EERAS attractive RESFEKHRIE Bm/ KT2BE EBRRF /SEEE
ERNESENF
BERSIH

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

B FAEE BB 5% AR d SR TEMIR = A5 T 155 Sk L2

Employee termination regulations
RTERZER

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

SRHISNE R TR EROEISNEER / fadB

Impact of hukou policies
F ORI

Changing retirement/pension regulations

- 38%
B/ FEMEHTT °
Lack of unified social security system
33%
RAOF—HREIE
Dispatch lab lici
ispatch labor policies 33%

EZEINISEE

Establishment of unions or work councils

TEHHAERRHIRIL

21%

Providing insurance for foreign employees

0,
HOMER TIRER =

Other

7%
Hty °




Section lll =[5

The age of adaptation
&N

How US companies are learning to live with the
new normal

EEH P ] F IS T A

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

fREZHREWNARTHREN, iTWFBAD &i(EfJEF'IEP# NETHRSHEE S
SREWERT, BT RIMZOTm. REMELPADRIEK, K& )\%ﬂL%@ﬁﬂz YT A
WEMBBERE R ADFS UERIME R, EYTEPI%/%“{:E&‘IEL—,_\%, Rt Nz RE
WH—PEEB T REFEFENIRFACEENLIS. SRR SAXBEREL ™R EFRE, B2
A NLF BN EE LS KAMNEE,



Growth Opportunities K&

@l

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

FHE LA ERERE KA WA AR 2

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

DA WIR2E 75 1 e O S8 FRAE Al 5517 R B R AL ?

Technology & Services Consumer Industrial &
Other R&D Resources

Z200|| SHER 1T
B S HAET &L Ass 1Tk HEAFTAL T RIART AL

Globalization of Chinese
companies and increased
outbound investment

REATEKAH

BIMSHIRK
VAR

Urbanization and Urbanization and

continued support for continued support for
infrastructure investments  infrastructure investments
AT EA IS5 SN B 5
KRR ST i KRR i

38% 44%

Digital technologies, Digital technologies, Addressing environmental
including e-commerce including e-commerce challenges/environmental
and“Internet +” and“Internet +” protection
HFERR, BIERER HFERAR, SEER MRRIFIE DG | TRIE
“« 3 ” “ 2 N ”» Rygﬁt I$1R1%¢F
M R + M CEBER + ’ /
37% 34% 43%
While members expect relatively modest overall economic growth, BARASABITITSALFIEKAENER, #MHR

they do see growth opportunities in specific areas. Those in Technol- BT EENEEN S, BAMNEMIFRS

ogy and R&D-intensive industries, in Services industries, and even in =R, RETY, EEST VS ERTIL T

Industrial & Resources industries all cite the growing and increasingly VB B RS AR AR VR £ A 2
= =] N o

affluent middle class as a key opportunity. Members also cite digital 2 EAEENMT R (DERTES) 24
technologies, including e-commerce, as opportunities for their China = eI m s

. 1E\||/ 2 42Tk A
business. e EEERT =



By Sector {7k

How much do you estimate your company will increase
investment in China operations for 2017?

Befh 2017 4R 53 A Rl 2 AE v E SN % D88t 2

® >50% 21-50% 11-20% 1-10% @ No investment expansion planned
TAG A RITX
2% 2%
% ~55
11% 9%
7% 24%
18% 17%
45% 35%
38% 37%
36%
27% 32% 28% .
Technology Services Consumer Industrial &
and Other R&D X SEBITY Resources
BRAFEM TolAnzRTT
H&RITI

Which provincial-level areas are your top priorities for
investment? Pick your top three from the list.

WA B R X ISR Bt RSB E A MBI P IE 3 4,

Liaoning
Befjing
Hebei
Shandong
Jiangsu
#Shanghai
Sichuan "
Chongging Zhejiang

F

0-5% 6-10% 11-20% O 21-30% @ 230%

Technology and Consumer
sectors expected to increase
investment more than other

industries

RANEZR T A R R
futre T Ef Tl

o

Coastal areas, especially
Beijing, Shanghai, and
Guangdong, are prioritized
for investment; larger
employers also invest

in the West

X ERAER,
IR, LBMI &R, Kb
A PR R S

I



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

SREWERT 2017 FREBHENZOWSER. EHHT™RMARS U T
NEF; BIFHRE TS DRI

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

VLT Wi 2 e 3 e o W 3t s 1 524 1) 2017 4R AE v [ = 220500k FAR? TR E Y 3 MR R AR B A%,

® Organic growth ® Cost reduction Other objectives 2016 survey levels
BHUgK PR HittB15 2016 FiFELER

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

(R PBIE~R. RS, BEFAD)

Grow by launching new products
or services

BT MEARS KM K

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

90% RY32 157 58 VBRI HE T fa ek
R5. EHNBETZEAAD AR
WESSEIMANIEK (EF: 78%)

58%

Grow by targeting new
customer segments

B EMNE AN KIMEK

57%

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

(SDAGIHERE. RHERS

54% of respondents will prioritize

cost reduction by reducing operating
costs/improving efficiency or reducing
26% procurement and/or supply chain costs
(vs. 43% last year)

54% By hERIEEL FEENA [ 12
=R ER B EANR A / SR 55 ARY 75
Reduce procurement and/or 18% IR (4 43%)

supply chain costs

FEARSRMAA / SN HERL A

Enter new businesses (e.g., vertical
integration, adjacencies)

FEMLS NEEES. HiElks)

Grow through acquisitions, joint By a wide margin, member companies say that their primary objective in

ventures or other business partnerships 17% 2017 is to grow their core businesses, which is similar to last year's survey
B, 2B ATH result. However, the number of companies saying that reducing operating
Hippm S 7ESSI i K costs and improving efficiency is a top priority rose sharply, from 43% of
respondents in 2015 to 54% in 2016.
Retreat from China market | 204 5—FENREEEREMN, REDREWFRR 2017 FHNEEE
BRHFRETS RO S SRIE, AT, RSB LEREENTHE

SRR SEEM 2015 FAY 43% 1EHNE) 2016 FRY 54%.



Innovation and IPR SIEFF0EIIR =4

How important is innovation in China to your company’s
future growth in China?

AE vb I BT A Bt 2 R ARSRAEAR L S50 KA % Y
AmCham China member
companies believe

® Not at all important

innovation is increasingly RETER

o Important

important to future growth 4% £z

in China 8% ® Topthree prirty
= = S @ Top priorit

PEXESZZREWIAN Top priorty

AT LR SRTE Al S5 1 K
WREEE

@

A common response to slowing economic growth among AmCham — EINEFIGEME, FEEEHFssRE IV EREIINA
China member companies is to double down on innovation to gain BB NN AR FEEEMBEALNETFEYKENES

competitive advantage and generate above-average sales. This year, N, AERE, 85T 90% HWSiF LR RAFSEEsR
more than 90% of respondents said that innovation is an important EEBIR

or top priority.

2015 2016

@

How does your company’s adoption of digital technologies

in China compare to your company’s adoption of digital )
technologies in other markets globally? About _37 % of members
B AEER ABCE R 58 2R HAR 135 % A BCE BOAR M L el 2 see China as more
advanced than other
China s more advanced markets in adoption of
FREAETAS ML digital technologies

A= A3 ] 2
China is our leading- j(é}\j 37_(1/0 E\ Emﬂ:ilil}\jg
edge digital market EFI E‘j{ﬁﬁ %&?B‘Z*HE

HEERAEAH
St T EHMH17

China is on par with 45%
other markets

FREMEMH IR China is behind

other markets

PEEGETHAMTS




©

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

HERTIHZREEEFEFTEIARNARFTHS

By Sector #17ik

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

B FESER AP HOR 5 AE A BRILAR T R M BCF B B dn a2

® Chinais behind other
20% 19% 19% 18% markets
FERETHMTS

China is on par with other

markets
PEMEMHEES
44% 44% 39% °
55% China is more advanced
than most markets
HPEMETFASH TG
23% ® Chinais our leading-edge
249, digital market
29% FEZEISIERFTT
24%
19%
o "
Technology Services Consumer Industrial &
and Other R&D RS T S Erad Resources
BAREM TAAIZERT I
FR&AT AL

While companies say they want to innovate, their efforts are at times impeded by
significant obstacles. In addition to concerns over intellectual property protection,
companies worry about finding employees who can drive innovation and about
security measures that restrict how they use data. Companies also feel that standards-
setting is an issue and that local innovation policies discriminate against foreign-
invested companies.

BAPWRTHEFRELFH, ERENNSNNEERERRER. KR AR~
IR, A IRB R D BT AT LU PRI e B ERI R 28, kA
FIVERIEBE— R, Ao HBERX A RFINE R,

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

HIRFRRIPAEAR B, AT BEZURBIER 2BRHIME
BRI AR O E IR R R AFEHS



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

AT VIR L FRERS BEL 1L 8% 2 R INAEAR QBT SN 18 BB P AT 3 e 13

Lack of sufficient IP protection

IR ETRS

Insufficient talent

ERDAA

Increased restrictiveness of
data security-related policies

MR RSIER 2EXEE

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

REMGRBFNPENER | HEE
S25FHIETERNDE

Indigenous innovation policies that discriminate
against foreign-invested enterprises

B eUREERER N IR b

Restrictive licensing requirements

FASENF R R

Increased restrictiveness in localization policies

AR AR

IP localization requirements and/or
technology transfer requirements

AP AR TR [ FRAEILER

Government-directed import substitutions

HFES#OER

Insufficient financial resources

BRDEE

I

38%

32%

22%

20%

17%

16%

13%

12%

11%

@ Policy-related issues

BUERARK Bl

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

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

Vehicles industry

IR ALBIHE I B Z REMBRRANE S
fERAE, MBRNUBMLERER
& XiteER”
r017 FREBSFHAEER 1, HES
EWEMTL, PEXEE

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

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

“FENTEELNRAEZNEESHT
RN LZTE. .. A TAIRE,F
EHERZHLAL "

12017 EhEBSHEIRAER I,
AT, AREE



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

ERME =RV INRFRAOEREMNSER—

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

5 2016 FIFELERALL (~62%),
AT / AnhR R BV A R PRFER.

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

DA T v, iR P Ak e B R A1 v 2

100% -
80%
60%
40%

20% —

Patents  Copyright Trademark  Trade
ZF AR /brand secrets
protection =R I
IR | ARRIP

, XHAT

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

5 2016 FIRELERMELL (~40%),
B AR I T B PR

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

DA 5 v, St A g s L SR T80 I a2

100% —
80%
60%
40%

20%

Patents  Copyright Trademark  Trade
=5 ERAY /brand secrets
protection g\ 4127
T [ mbEERIP

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

WHTARE, b EAE R AU AR R AT 7 1 -

100% -

80%

60% -

40% -

20% —

2014

2015

2016

This year, survey respondents

SERBYIHT N S

@ Very ineffective
FELH

® Ineffective
T

® Effective
BN

@ Very effective
EEEN

had mixed

opinions of China’s IP laws and regulations.
Many respondents remain unsatisfied with

the enforcement of IP but are

critical of the laws themselves.

slightly less
Still, the share

of respondents who say IP enforcement has

@ Deteriorated

improved in the previous five
T y P

years rose to

95% in 2016, from 86% in 2014.

® Improved
&

2016 F, ZIHEWIHREINRF=ROERE

FMBSER—

o REZIHEWITHIR

FIRBIBUEDATBE, BEXEREN

AEHHLTIRE R

RAIRFAR

EERESERLFRELEFRNENR

il S E—FERY 8
950/00

6% 1B HNE



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

B 50% K= REAWAAELENRF RO ENESER 2 EM L EE MK ER

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

T B B8R / B d / BHRRIARSE FBXT 51 2 RIS S s E A % KARE 2

100% =

42%

60% —

40%

20%

Slow cross-  Inability to access  Data security Internet
border internet  or use certain /IP leakage
speeds online tools
BEESMNRLE  TTEIRSER IRFEACHER
HEE RLFEZTAH

In your experience, are the risks of IP leakage and
IT/data security threats in China greater than or
smaller than the risks in other geographies that
your company operates in?

RE B LR, SHXzEML, stanfEikasE
Hh I M 6 2R ALl B N B B AR B & A R 2
BRI e /Y

0 4% 2% 2%
100% h — — ® Riskis smallerin
China

EFREXPEE N
Comparable

A

® Risk is greater in
China

EFERRER

80% - 36%

46% 45%

60% -

40% -

20%

2014 2015 2016

23%
80%

38%

46% 50%

® Notat aII
/Xﬁ
0 Somewhat
41% g,
[ Extremely
EALLEIN

44%

42%
50%
40% 37% 33%

censorship

Data localization Other regulations
requirements related to data

HiERe /M EEWESHE HESMEER  SEIEEXKN

HAthE#

Members have significant concerns about technology-
related issues such as slow Internet speeds, inability to
access certain online tools, data security, and IP leakage.
When comparing China with other markets in which they
operate, more than half of member companies say that IP
leakage risks or data security threats are greater in China.

ZRPWIFEBOSEAEXNEZ, 0 NE, T
EERARLEEETAR, BET2MNAIRTIOERE, 8
BRI REAWINAEERDRA RN SR L2
EURD LR E M SSEEMK B R,



HR Priorities A ZIRES

Talent acquisition and training remain top priorities

2017 FRZHEVHNEBESZRENE)

for most companies in 2017

AT

Among respondents, there is one clear HR priority: finding, hiring, and onboarding the right

talent to drive success in China. A distant second was developing talent.

REDZNEVERRANERNER AT, BESENATEEZENR, NMHER

TRV SSEVSATN. HEEMIR S THAES — UM A SRR L R,

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

2017 4Bt o3 mAE P [ N ) BT 2S5 242

Finding, hiring, and onboarding
the right talent

RIEBEATHF . BEMER

Developing people

AR AR

Structuring to meet business needs
RIEWST/RH#TEA

Aligning the organization
AR AR —

Managing employee
engagement

EERTHHLE

Rewarding people appropriately
&L IR A A

Downsizing organization size and scope
g/ VAR HUERIL 55 E

Embedding cultural change
BEXMUEE

21%

13%

7%

7%

4%

3%

3%

2016 survey levels
2016 FFELER

42%

Top three are
the same across
sectors and
company sizes

EMTURTE
SRE AL =
TR



Non-native mainland Chinese top
(country) management

o [ X AEBRZ E v R Rl A B ok L B

More than two-thirds of
companies have a high
percentage of native Chinese
in top management; half say
that 25% of top managers are

BY=nz Ml FhERESEE
BAGNIORS, ZtreEEE

. women
o 275%
14% o 12% ATET 75%
8%
10% [p— ® 50to<75%
9% - 10% 50% ZE 75% ]
T 25 to <50% [Ep—
25% 2 50% 28] Q@ \SHEDH25%
0 to <25%
0 & 25% Zial
66% 70%
2014 2016

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

= RIS S E IR Y
, BREBIESZ =M
BREEBARAAMRT
BAEMI HEEM 2014 £
B9 66% IGH0ZE 2016 FHY
70%. 297 80% MIZiH1
VRAZEEEEEEAR
thZzE/ 5 25%, Mtz TF,
2IRFIPKFERE 14%,

Female top (country) management

Hh ] XA B R Lo PR AT L B

0to <25%
0 F 25% 28]

45%

25to

<50% 35%
25% &

50% 2|8

>75%
AFETF 75%

50 to <75%

50% ZE 75% 28]
O

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

TFHhE, THEEEERE
| 17%, SEER
T (A5 16%) , &
FEEKFIGKFE (Y4
14%) ; B2, &M1&
BESAANEE 9%,
AKRBETFER AG
17%) F2IRTEHYKT
(95 15%)



Corporate Social Responsibilities £/ $t &

Nine in 10 members contribute to corporate

social responsibility, primarily through More than 90% of AmCharm China member
VO | unteer g rou ps a nd d on atio ns companies say they engage in some form of
corporate social responsibility. Most often,
THZAMRRCUBEEUMARE, HARE  0050b wporngemvlore olunea
+ 48 40 2 2 42 groups and making charitable donations—
g@?ﬁi‘i?\ ID\}%%/H// \*D/u\ = El:ﬁﬁjj both cash and in kind. The most popular

causes include environmental issues and
poverty relief as well as technology and in-
novation.

Through which of the following ways does your company

Wi % BB EREBT 2 e
contribute to corporate social responsibility? Please select T 90% BYR R Al RV T R A

IHEHEE, AEBEIRRTERE

all that apply. _

e = v s R LA e . s RLMZEERE MEHEW) WA BT,

m’&ﬂﬁﬂ%%ﬁﬁ@ﬁﬁﬂkﬁ%mﬁq %ﬁ*%ﬁfﬁﬁ}zﬁ ﬁIﬁio ﬁikﬂ%jﬂ?éii%iﬁl\ﬂﬂ\ T}Eﬁ%&ﬁi?ﬁﬁ
CUFTIEH

Not active

TR

Contribute to corporate ~<
social responsibility Sl

BTt =5

Employee Charitable Charitable Time off for

volunteer groups donations donations (cash) volunteers

RISEEAR (in kind) EEEH MR  SEEKE
RERE ()



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

A Fr R S B U BLE IR )RR
KRR AR AR BT

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

WR LE B Bt 23 W H AT AR SC R T e dm B B2 RN 3 i,

Environmental issues
b7

Poverty relief

0
o 33%

Technology and innovation

BARRIOIH S

Primary and secondary education

MENPEHE

w

i)

1%

Health/Medical

B / BT 2

Economic development

ZFEE 20%

Higher education

[v)
BERE 19%

Entrepreneurship

I 14%

Cross-cultural exchange programs
XA
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Policy Perspectives
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A growing majority of AmCham China members report that a strong bilateral relationship between the
US and China is critical to the growth of their businesses. This is true across sectors, but respondents in
Technology and Other R&D-intensive industries report the greatest impact. When asked what changes
in policy would encourage increased investment levels in China, improving the transparency, predict-
ability, and fairness of regulatory enforcement was selected as having the greatest impact.

AREVHTEXEBZZRAEWIANREFNPENARANHEALISEREXEE, MERERT
ZAFFEM R B I ETEIE S, RIRANMEMLBERTIHNZREWV R RTINS
Ko TEMIBISKRENT AEFBAEGS St G INTELERZRT, BN NIREPEREIMRIBAE.
BIFTUINE LUK A B2 PB AR Ko



Bilateral Relations Y1k %

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

RLAF R SN R 2% 8t A RIAESE L S5 W KA 2 %2

2% 1%
m """" ::m @ Not at all important

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

KEMAR AN R
RN FAHE L 518
KEXEE

I

“““““ TETEE
23% i
28% (] ;oégportant
T ) This year, 72% of respondents said that a
T Somewhat important o ) . .
tisEE positive bilateral relationship between the
32% Very important US and China is critical to their business
33% 3E’%¥E§? success in China, a jump from 64% in 2015.
0, i i —
® Extremely important Only 6/o'of res‘pondents §a|d that the b|IaF
BRNES eral relationship was not important to their
business. Member companies in Technology
and Other R&D-intensive industries place
the highest levels of importance on a posi-
2015 2016 tive bilateral relationship.
KEE, B 2% ORIV RTRIF
By Sector %7l BTN F I HE AL SHE K E %

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

FLIF IR PSRBT SR o0 51 2 Rl AE AR S5 3 KA £ B Y

1% 2% 1%

BE, M2, 2015 EX—HIA
64%. KRB 6% BIZ IR RTNIAKX
ENEMSERKAER, RAMEMT
REERTINEZREVEREERFHN
WIAK Fro

22% 21% @ Not at all important
30% TETEE
28% [ J ;oéi;portant
0,
35% I Somewhat important
30% LREE
Very important
EEEE
Sl ® Extremely important
0,
39% 32% 38% BNED
Technology Services Consumer Industrial &
:and Other R&D: BT BTl Resources
PORARTIEM T ANFEIRIT

H&RITI



Yet more than 80% of
member companies
believe bilateral relations
will stay the same if not
deteriorate

REZRBAIAATIAKFR
REE, BEI 0N H=RA
PAIANEREIEHRIE
T, WAXR R RE TR

-

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

RN 2017 4 v S0 5K 7 1 TSR Aol 2

Will deteriorate
BB

Will stay about 50%
the same

BaERFRR

Will improve
BauE

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

BARREWEUEBIMARTOOXRANERE, BREITLXRLENE
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Policy and Enforcement B{EE #1117

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

mEEREN AR AEFRRNEINA EERAN

pall

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

VAT BRI EAE AN 51 2 RIESE TR AR BEBTR T £ K52

@ Not at all significant
TERREEM

® Not significant
N

Somewhat significant
EMLEREE

Very significant
EMEE

® Extremely significant
FIR N EE

Increasing the transparency, predictability, and

fairness of the regulatory environment 30% 29%
ReFELEEFRZRE. SN UR AT
Limiting the use of industrial

policies that create barriers 10% 23% 17%
PREI(EF S GG 20917 EER
Allowing us to enter business or product
segments that are currently restricted 14% 21% 20% 20%

AVFHNB R IRAVHT L S B~ RmA D
Providing recourse for unfair

treatment of your investments 12% 31% 32% 18%
NEERNF R FHBRALEIFENE
Allowing us to take increased control of our China
operations/reduce the need for a local business

partner or joint venture 20% 29% 14%
AVFEATINEEXY B &5 R E SavEH /DS
Al SEREI SR ATNENR
Allowing us to make strategic acquisitions

_ 14% 32% 30% 15% bk
RAFERET AR ’ : ’ " IS

Reducing the need for us to

engage in technology transfer 27% 10% [
WA EIULNEE

The most effective measure that China could take to encourage
investment by AmCham China member companies would be to
improve the transparency, predictability, and fairness of regula-
tion. Companies would also like China to limit industrial policies
that create barriers to foreign players.

EREHTEXEFZRABUAEHTRE, KEX
NEEL R IR e R R EFRNZERE. SN LR
RS, A ERERERES R DT BIT LRI
A FEEEZ2 AT N



AmCham China
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About AmCham China

The American Chamber of Commerce in the People’s Republic of China is a non-profit, non-govern-
mental organization whose membership comprises more than 3,300 individuals from 900 companies
operating across China. The chamber’s nationwide mission is to help American companies succeed
in China through advocacy, information, networking and business support services. AmCham China
is the only officially recognized chamber of commerce representing American business in mainland
China. With offices in Beijing, Tianjin, Dalian, Shenyang and Wuhan, AmCham China has more than
50 working groups, and holds more than 250 events each year.

For more information, visit: www.amchamchina.org

BAIN & COMPANY (B

n ) n A

Shared Ambition, True Resulbls

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

Bain advises clients on strategy, operations, technology, organization, private equity and mergers
and acquisitions. We develop practical, customized insights that clients act on and transfer skills that
make change stick. Founded in 1973, Bain has 54 offices in 34 countries, and our deep expertise and
client roster cross every industry and economic sector. Our clients have outperformed the stock mar-
ket4to 1.

What sets us apart

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

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

Bain in Greater China

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

covering Beijing, Shanghai and Hong Kong.






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

PEEERS

The Office Park, Tower AB, 67 Floor,

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

Fax: (8610) 8519-0899

Website: www.amchamchina.org

Headquartered in Beijing with Chapters

in Tianjin, Central China (Wuhan),
Northeast China (Dalian, Senyang)
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