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The Business Climate Survey has been an important tool for AmCham-China since its creation 12 years ago.
The survey traditionally played an integral role in AmCham-China’s annual White Paper on the State of Amer-
ican Business in China (White Paper). The data we collect helps gauge the environment for business in China
and provides the statistical backbone for the analysis and recommendations given in the White Paper.

In 2009, during the height of the financial crisis, AmCham-China made the decision to release the Business
Climate Survey results separately from the White Paper to provide standalone information that would quan-
tify the shifting climate for business in China. This year, with both the American and Chinese economies
showing signs of recovery, we are releasing the Business Climate Survey as its own document for the first
time.

This year’s findings show the complex challenges facing the US business community in China. While most
American companies are doing well in China, they are concurrently troubled by a mounting number of
policy challenges ranging from the inconsistent enforcement of laws, to China’s discriminatory domestic
innovation policies and regulations that limit market access into sectors that had been increasingly open
to foreign investment for the past 30 years. These policies appear to be diminishing the ability of foreign
companies to access the Chinese domestic market, right at the time China shifts from being an export-led
economy to a more domestic-consumption-led economy.

AmCham-China members’ concerns regarding this trend are reflected in this year’s survey data. AmCham-
China is taking proactive steps to engage with both the Chinese and US governments to address challeng-
ing areas. Going forward, we plan to continue calibrating our advocacy efforts to meet the issues facing our
members. We will work constructively with all stakeholders to ensure that the doors for trade and invest-
ment in both China and the US stay open. In framing the concerns of our members, we hope that this year’s
Business Climate Survey provides policymakers in both the US and China insights regarding the environment
facing American business people on the ground in China as they compete in China’s dynamic marketplace.

bhn D. Watkins, Jr.
ham-China Chairman
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Business

SURVEY EXEED

This year marks the 12" annual American Chamber of Commerce in China (AmCham-China) Business Cli-
mate Survey. The data represents a comprehensive view of the business climate among US companies in
China. Companies participating in the survey come from throughout China, including Dalian, Tianjin and
Central China (Wuhan), where AmCham-China has chapters. Relying on years of existing data, the 2010
survey provides insight into historical trends and the most current experiences of American companies op-
erating in China.

Given the economic uncertainty that has overshadowed the global economy for the last 18 months, this
year’s survey is particularly important in its ability to depict the realities of the post-crisis business climate
for American companies in China. Despite facing one of the toughest global economic environments in sev-
eral generations, most American companies report continued profitability in China in 2009. However, the
survey reveals that companies were not left unscathed, with 31 percent of businesses reporting a decrease in
revenue between 2008 and 2009, far higher than in previous years.

In past years, AmCham-China members have expressed overwhelming optimism about their business out-
look in China. The global economic slowdown tested that optimism with falling demand and diminished
revenues in China and around the globe. Despite these challenges, however, this year’s survey indicates
that US companies remain optimistic about their China outlook in the medium term.

Yet adverse trends significantly temper the business outlook. Most apparent is worry that China’s regula-
tory environment is becoming increasingly difficult for American companies. The Business Climate Survey
results reveal that, for the first time ever, inconsistent regulatory interpretation became the most significant
challenge facing American companies in China, surpassing human resources which had long been the top
concern. The ascendance of this issue reflects concern about China’s regulatory direction among US compa-
nies. Ensuring more consistent regulatory interpretation throughout the country will continue to be a chal-
lenge for the government.

Survey results also indicate growing concern over Chinese protectionism and market barriers like the in-
ability of companies to obtain the licenses that they need to enter and compete in the Chinese marketplace.
Nevertheless, AmCham-China is cautiously optimistic that China will continue to pursue the market-
oriented reforms that have propelled the country’s economic rise. We hope China will resist moves in the
direction of market intervention.

Finally, protectionism remains a serious concern among member companies. At this critical moment of re-
covery, AmCham-China strongly urges both the Chinese and US governments to refrain from protectionist
measures like tariffs, which hurt both Chinese and American companies and workers and detracts from the
ability of both governments to work together to solve other pressing bilateral and multilateral issues.
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Business

SURVEY EXEED
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Background on the Survey Results

AmCham-China annually conducts its Business Climate Survey in order to understand the operating environ-
ment, the business outlook and the diverse challenges member companies face.

This year’s survey was conducted in November and December 2009, allowing companies to report financial
performance for the year accurately. The survey was sent digitally to all AmCham-China corporate mem-
bers, comprised of both multinational companies and small and medium-sized enterprises. In total, 388
AmCham-China corporate members completed the survey, representing a 35 percent response rate. Of those
that participated, 66 percent identified themselves as a senior-level country manager, and an additional 22
percent identified themselves as a department director or functional leader (see Chart 1). Respondents an-
swered 88 questions, covering a range of topics including business outlook, financial performance, invest-
ment strategy, and operating and regulatory challenges.

In addition to the 2010 Business Climate Survey, AmCham-China also undertook a separate Innovation Policy
Survey in February to address China’s Indigenous Innovation policy, which has been of growing concern to
US companies. The survey closed later that month with 203 respondents. AmCham-China presents the key
findings from both the 2010 Business Climate Survey and the Innovation Policy Survey in this report. Charts 19
and 20 consist only of data drawn from the Innovation Policy Survey. All other data comes from the Business
Climate Survey.
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survey Respondent's Position in his’her Company
8% R IR A RHIER

Company sample size = 388
DR ERIIE

Senior-level country manager
(CEOQ, VP, GM, managing director)
BREEAR (BEFNTE. BIBH.
REE, EFERE1E)

Director/functional leader

of other department

(HR director, finance director,
sales director, COO, etc)
HBI2E/AFzA (AD

pray=}

Other (consultant,
lawyer, advisor, etc)

Hfts (&8, #IF. Bia%)

Director of government relations or
public relations department

BRESEHIIAERABIILE

Source: 2010 AmCham-China Business Climate Survey
FRRR. 20106 EXERSREHRRE

Chart 2

Industry Representation among Survey Respondents
8% R AR &S i R B 1T AL

Company sample size = 388
ARERPUE

Manufacturing
HE

Other (NGO, Non-Profit, etc.)
Htt (BFFEBRFER. ERFTHE)

High Tech
SRR

Information Technology
and Information Services
FERERAREERS

Services
R Retail, Distrubution & Logistics

TE. DHEERMRL

Source: 2010 AmCham-China Business Climate Survey
FRRIR: 2010FFEXERSHSHRREE

The vast majority of Business
Climate Survey respondents are
senior-level managers or leaders
within their companies and orga-
nizations who are able to speak
authoritatively on their financial
situation and the operating chal-
lenges that they face.
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American companies in the Busi-
ness Climate Survey are highly
diverse, representing many dif-
ferent sectors. They have come to
China to pursue a wide-range of
business opportunities in a vari-
ety of areas. In this year’s survey,
34 percent of respondents identi-
fied themselves as companies
broadly within the service sector,
while 23 percent were manufac-
turers. The relatively equal distri-
bution of industry sectors reflects
the diversity of American compa-
nies with operations in China.
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Wholly foreign-owned enter-
prises are still the most popular
legal structure for American com-
panies in China. Representative
offices come in a close second
with joint ventures remaining a
strong option, particularly for
companies in sectors where for-
eign market access is limited, like
the automotive industry.

Another emerging trend that
reflects the increasing size and
complexity of foreign companies
is the emergence of other types
of legal forms such as regional
headquarters, holding companies
and research and development
centers. AmCham-China expects
greater variety as foreign compa-
nies look to optimize their China
footprint and operations when
pursuing new opportunities in
China.
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Which of the following legal entities does your company have
in China? (Respondents allowed to choose as many as apply)

A FEEENEX

Company sample size = 382
DB HEARUE

Wholly foreign-owned enterprise
SMEIRFE A

Representative office
K&

Joint venture
ARSW

Regional/branch office
WX /5

Regional headquarters
X AR

R&D center
w0

Holding company
A YNS

Other
Hith °

Foreign invested company
limited by shares %
SRe

Global headquarters
LB

_N,_
S

/

Source: 2010 AmCham-China Business Climate Survey
FRRIR. 2010FEFEXEFSHSHERE




How would you describe your company’s business outlook
in China compared to last year?

2008-2010FE L B — FEX R E LB TR 2T ER
Company sample size:

D EREAAE iy

2008: 620 6%

2009: 267 .
2010: 272 ‘

17%

=

40%

-

More pessimistic
EIESY)

Slightly more pessimistic
B 3B

Unchanged

L&KL

Slightly more optimistic
T 5 R

More optimistic

LB R 2010

Source: 2010 AmCham-China Business Climate Survey
HERIR: 2010FFEXERSHSHARAE

Chart 5

How would you describe your five-year business outlook in China?
(2002 data unavailable)

£ H2000-2010F PR RAFEHEELZRHRE

Company sample size:
2 R REAHUE
2000: 160
2001: 173
2003: 254
2004: 236
2005: 397
2006: 213
2007: 154
2008: 618
2009: 270
2010: 274

2
000 2001

2003
2004
Pessimistic/Slightly Pessimistic 2005
B o mo 2006 007
Neutral 2008
m 2009
] Slightly Optimistic
BARY
Optimistic
u R
Source: 2010 AmCham-China Business Climate Survey
FRRIR: 2010 EXEFRHSHERE

2010

The overall business outlook suf-
fered in the midst of the global
financial crisis in 2009. Responses
this year reveal a rebound in con-
fidence by American businesses
in China. But while optimism
has returned to 2008 levels, more
companies report a “slightly”
optimistic outlook in 2010 as op-
posed to “more optimistic” in
2008, indicating some lingering
concerns remain.
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Five-year optimism among US
companies in China rebounded
after a significant drop in the
2009 survey, with 91 percent of
companies reporting that their
outlook is “slightly optimistic”
or “optimistic.” This increase in
optimism reflects the perception
that China has emerged from the
downturn in a solid position and
that China’s medium-term out-
look is quite strong. Companies
responding “optimistic” reached
its second highest level ever after
2008.
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How does China rank in your company's near-term global
investment plans?
hEfSHEE WIS 3K F i P ryHES

Company sample size = 238
DB RERIHE

Second or third priority
HBEZ., =

Number one priority
HEE N

One among many
FDI destinations
REIIFEER R —

Not a high priority
REHEFT

Source: 2010 AmCham-China Business Climate Survey
FRRIR: 2010FEFEXER SRS HRRE

Chart 7

Profitability of China Operations (calendar years 2002-2009)
£ 20024E F 2009 EEE B FIFR

Company sample size:
N E)EERIE

2002: 254
2003: 236
2004: 376
2005: 203
2006: 150
2007:737
2008: 338
2009: 319

Large loss
FERK
Break even, small loss
BFE/BESHR
Profitable

BH

Very profitable
BIFE

Source: 2010 AmCham-China Business Climate Survey
TRKR: 2010EFEXERSF ST ERE

AmCham-China 2010
Business Climate Survey

As in recent years, more than 75
percent of companies responded
that China remains a top-three
priority in their company’s
global investment plans for 2010.
This year’s survey saw a signifi-
cant year-on-year increase in the
percentage of companies that re-
ported China as their company’s
number one priority for global
investment (from 22 to 28 per-
cent).
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Despite the economic downturn,
profitability has remained rela-
tively constant over the last four
years. The trend for companies
reporting themselves to be “very
profitable,” however, has seen
a slow but steady downward
shift from its high of 16 percent
in 2003 to six percent in the most
recent results.

REBBEFFR, B
B 4 b 2 AR U075 4 AR R
R, 2 BAFE L
Bl Z2ZE&, RETHRAS,
M 2003 4 fy 1696 T M £ i
# 696,



Profitability by Length of Time in China
b 2 A SR FEE A Rt E R BRI (L

Company sample size = 388
o REA AR

Not Applicable

“N/A” (i.e., rep office,etc.)
TEA (IRRLSE)
Large loss

FPESR

Break even, small loss
FESESH
Profitable

B

Very profitable
BHNFE

Source: 2010 AmCham-China Business Climate Survey
FRRR: 2010EFEXEFSHFHEHE

As in years past, survey data il-
lustrates that there is a strong
positive correlation between
levels of profitability and a com-
pany’s length of time operating
in China. This reflects both that
unprofitable companies tend to
leave the market, and also the
increased profitability of US com-
panies as they become increas-
ingly familiar with the Chinese
market and regulatory environ-
ment.
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Change in Revenue of China Operations Compared to Previous

Year (2006-2009)
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Company sample size:
DRBERIUE
2006-2007: 658
2007-2008: 282
2008-2009: 280

12%

429,
34%I 119,
|-
469, 36%
419, .
2006-2007 229,
2007-2008

2008-2009

Source: 2010 AmCham-China Business Climate Survey
ZRER: 2010EFEXERSHSHREE

Decreased substantially
BETE

Decreased slightly
HETE

Remained the same
HF

Increased slightly

B K

Increased substantially
BEEK
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The 2010 survey continued a
three-year trend of fewer re-
spondents reporting increasing
revenue. While global revenues
began to rebound midway
through 2009, the large increase
in companies reporting decreases
in revenue (31 percent report-
ing “substantial” or “slight”
decreases compared with 13 the
prior) shows that overall there
was a slowing in the percentage
of companies seeing significant
revenue gains in China. The 31
percent of American companies
in China that report decreased
revenue, however, is far below
the 58 percent that saw revenue
increase.
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Chart 10

Operating Margins of China Operations Compared to Worldwide
Operating Margins Year-on-Year
W EERNAESHESIKFEEMR LR

Company sample size:
NRVBERHUE
2007: 576
2008: 239
2009: 240

31 % 300

B
23%
2% 379,
14y
12%

2007

Significantly lower
AR

Slightly lower

A

Comparable

BE

Slightly higher
LS

Significantly higher
PAERS

2008
2009

Source: 2010 AmCham-China Business Climate Survey
FERIR: 2010FEFEXERSHSHTAE

Chart 11

Top Goals and Strategies in China
I L EE B iRFOM e

Company sample size = 264
BRI

Produce or source goods or services
in China for the China market
L, HETPETS

Import into China
HOEFE

Produce or source goods
or services in China

for the US market
L, HEEETS

Produce or source goods
or services in China for other
Other (non-US/non-China) markets
A menr gupeE. 2EMMITS

source: 2010 AmCham-China Business Climate Survey
FERR: 2010EFEXEHSHFHTAE

China operating margins for
American companies increased
significantly when compared to
their worldwide operating mar-
gins in 2009. Nearly half of re-
spondents (46 percent) reported
comparatively higher China
margins in 2009 than they saw
worldwide, an increase from 35
percent in 2008. This likely re-
flects the relative strength of the
Chinese market compared to oth-
ers around the world in 2009.
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Consistent with past years, the
majority of American companies
are primarily in China to pursue
the Chinese marketplace. Only
12 percent of companies reported
sourcing goods and services to
the US as their top objective, less
than the 14 percent that reported
that their number one goal was
importing into the Chinese mar-
ketplace. The results contradict
the popular notion in the US that
American companies primarily
go to China to outsource prod-
ucts.
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Chart 12

How would you rate competition for your company's products
and services in China in 2009 versus 2008?
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Company sample size: 278 B Increased greatly [l No Change
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Competition from
PRC firms 26% 43% 3%

kEPEAVETES

Competition from
foreign firms 19 39% 6
kBEFELVHES

imports

Competition from
6+o 17
kE#HAFRNTES

Source: 2010 AmCham-China Business Climate Survey
HERIR: 2010FFEXEHSHSARAE

Chart 13

This year, beyond the 1st-tier cities Beijing/Shanghai/Guangzhou,

does your business plan to expand be locations into 2nd- and
3rd-tier cities (e.g., Dalian and Chengdu)?
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Company sample size = 253
D RIHEARIUE

I Plan to open offices in over 10 new cities 19%
in 2010
S EEBETIOMI TR IR E

Il Plan to establish regional network in
several provinces in 2010
TS 7 AN BB 0 3 S X4 1 P 4%

B Likely to set up sales or manufacturing
operations to one or two new cities in 2010
S EE—EMMFE TSR EEM s
EN

Il Feasibility studies, but unlikely investment
in new cities in 2010
FUTHLHRE, BSFIEIRAF TN
K

Il Noplans
it

Source: 2010 AmCham-China Business Climate Survey
FRRR: 2010FHEXER<HEHREE
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This year’s survey data illustrates
a clear rise in competition from
PRC firms for American firms in
China. Meanwhile, competition
from foreign firms increased to
a lesser extent and competition
from imports remained largely
static.
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Trends for planned expansion
into 2nd and 3rd-tier cities re-
mained relatively constant in
2010. While the global financial
crisis has forced many companies
to focus their efforts and consoli-
date their business operations,
28 percent of companies foresee
establishing operations in two or
more cities in 2010.
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Chart 14

In the last 12 months, has your company postponed any
planned investment into China?
BE—FEh LW EDREEMNPERTE TR

Company sample size = 266 No
DR RERINE BE

Yes, to some
degree
2, EEMEEE

Yes, to a great
degree

2, ERREEL
We have canceled

investment

BUBT /&

Source: 2010 AmCham-China Business Climate Survey
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Chart 15

Estimated Increase in Investment in China Operations for 2010
£ 3F2010F E IR TR TIE

Company sample size = 232

NGIE=S3 o
1-10%
#4K1%-10% No expansion
planned
g KR
21-50%
11-20% #4K21%-50%

#K11%-20% Oover 50%

#K50%IU E

Source: 2010 AmCham-China Business Climate Survey
FRRR: 2010EFEXEHSHFHRAE

Reflecting the fallout from the
financial crisis, 44 percent of
respondents indicated that they
postponed or canceled invest-
ment in China in 2009.
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While many companies put
investments and expansion on
hold in 2009, almost 80 percent
of American businesses in China
plan to increase their investment
in 2010.
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Chart 16

Issues Reported as a Top-Five Business Challenge
LW EEEER A XBEGE

Company sample size: 311 (2009) 318 (2010)
N F R E

W 2010 M 2009

Inconsistent regulatory .
eprtaon e '

EHBBHREFE
Management-level human 28%
BERATEZ

Obtaining required licenses ﬂ 24%
B o] 2 22%
National protectionism 23%
ERFRIPEX izo%
Y ———
BREX 28%
Unclear regulations 23%
SERAN AT 25%
Lack of transparency 21%
RTIFERE 25%
Intellectual property rights 19%
infringements 3% °
{J

BIRMIR=RITH
Non Management-level 14%
human resources constraints 16%
FEBRANTRES
Visa difficulty for Chinese 12%
citizens traveling to the US 14%
PEARBESIERYE

Source: 2010 AmCham-China Business Climate Survey
FRRR: 2010 HEXEH B SHREE
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China’s regulatory environment
became the most problematic
business challenge this year.
This represents the first time that
companies have ranked “incon-
sistent regulatory interpretation”
as their top challenge, replacing
“management-level human re-
source constraints,” which held
the number one spot since 2008.
Concerns over obtaining re-
quired licenses and national pro-
tectionism became increasingly
problematic, and bureaucracy
and unclear regulations remain
top challenges to American busi-
nesses as well. Seven of the top
eight challenges in China relate
to obstacles from the Chinese
government.
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Chart 17

How important is the protection of intellectual property rights
to your business?
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Company sample size: 277
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Very important EXEE
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Slightly
important
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Notimportant
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Source: 2010 AmCham-China Business Climate Survey
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Chart 18

How would you rate China's enforcement of intellectual
property rights? (2003, 2006, 2007 data unavailable)
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Source: 2010 AmCham-China Business Climate Survey
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Nearly 90 percent of American
companies indicated that intel-
lectual property rights are impor-
tant to their business, and 70 per-
cent of those companies reported
that intellectual property rights
are “very” or “critically” impor-
tant.
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Although China’s enforcement of
intellectual property rights has
improved over the last 10 years,
progress has stagnated recently
and 74 percent of US companies
report that enforcement is “totally
ineffective” or “ineffective.”
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From Innovation Policy Survey. See page v for explanation.
Chart 19 WS B (8O FHE  HILE VT

Do you feel that your company is losing out on business in China
as a result of indigenous innovation policies?
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Company sample size = 203
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No, we are not impacted by indigenous
innovation policies
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No, we benefit from indigenous
innovation policies
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Source: AmCham-China Innovation Policy Survey
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From Innovation Policy Survey. See page v for explanation.
Chart 20 WIS 8 (B2 ORRE  ELR VR

Do you believe that the effects of China’s indigenous innovation
policy will begin to negatively impact your company/increasingly
impact your company in the future?
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Source: AmCham-China Innovation Policy Survey
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One area that has drawn great
concern from American compa-
nies is China’s Indigenous In-
novation Policy, China’s recent
efforts to foster domestic innova-
tion through government pro-
curement incentives. Companies
are concerned that the policies
used to foster such innovation
are being implemented in a way
that discriminates against foreign
companies. Although the current
policy only targets select indus-
tries and has not yet been imple-
mented, 28 percent of American
companies responded that they
are already losing out on busi-
ness as a result.
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Over 40 percent of companies
responded that they expect to be
negatively affected by these poli-
cies once they are fully imple-
mented. For American high-tech
companies, whose industries
have been targeted by these
policies, 57 percent reported that
they expected to lose business.
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Chart 21

How do the following human resources issues affect your

business operations in China?
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Difficulty attracting, developing
and retaining managers
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Increasing labor costs and em-
ploying skilled workers and
managers remained the most
important human resource is-
sues for American companies in
China in 2009. Difficulty firing
ineffective workers, primarily
as a result of the Labor Contract
Law, ranked as the top human re-
source issue that caused “material
damage” for responding com-
panies. Despite increasing labor
costs, this year 34 percent of com-
panies responded that China was
not losing competitive advantage
due to rising costs, compared to
only 16 percent of companies last
year. Therefore, although compa-
nies responded that labor costs
are growing, China’s cost-based
competitiveness has actually in-
creased year-on-year.
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Chart 22

Top Risks for the Coming Years
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Chinese and global economic
slowdown concerns rate as the
top risks for the coming years.
Increasing labor costs also rank
quite high, although very few
companies rank it as their top
concern (only two percent).
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