[}
=]
®
E
S=
L

E & =

= =
=

Acham China

th

BEHERERS

e
s

— 15X

2012 CHINA BUSINESS
CLIMATE SURVEY REPORT

2012¢F

www.amchamchina.or usinessclimate



Save the date!
Check your email box, the AmCham

China website or contact Julia Howe
at jhowe@amchamchina.org
for sign-up details.

CHINA’'S CHANGING BUSINESS CLIMATE:

STRATEGIES TO RESPOND TOTHETOP

Business

CHALLENGES OF 2012 SO e

The 2012 AmCham China Business Climate Survey was launched March 26
(www.amchamchina.org/businessclimate2012). This April AmCham China hosts a series of expert
panels to discuss key issues from the Survey, including:

How should your company deal with What should you do to protect
spiraling labor costs in China? your firm’s proprietary data?

l,

To recruit the best talent, what do you
need to understand about the role of
innovation in Chinese universities?

How can you obtain the
business licenses you need to expand?

9 APRIL @ APRIL

Lesli Ligourner, Employment Law, Partner, Paul Hastings Max Chen, Director of Government Affairs, Microsoft

Pip O’Keefe, Lead Economist, the World Bank Wenjie Gu, Director of Government Affairs, Autodesk

Patrick Chovanec, Associate Professor of Practice, Tsinghua Lin Gao, Director, Asia Pacific Information Technology,
University Motorola

Moderator: Dwight Nordstrom, Chairman of the Shaobin Wang, Senior Security Specialist, Senior Security
Board and former President of PRI Policy Manager, Intel

@ APRIL

License to Expand

Higher Education and Innovation

Denis Simon, Vice-Provost for International Strategic Initiatives, Arizona State University Matt Estes, CEO, BabyCare
Ira Cohen, Executive Director, University of Maryland EMBA Programs Lester Ross, Corporate Department, Partner,
Lauryne Massin Director, EducationUSA Mainland Chi H K M WilmerHale
au y. e Massinga, |r<.ac or, Education ainlan ina, Hong Kong, Macau, e W e e Teae s,
Taiwan and Mongolia .
MetLife
Moderator: Jim Leininger, Head of Organization Surveys and Insights Group, Tower Moderator: John Larkin, President, Larkin
Watson Consulting Trade International (LTI)

AmCham China members attending all four events receive special pricing!
For questions contact Julia Howe: jhowe@amchamchina.org
NOTE: All events will take place at 12-2 PM in the AmCham China Conference Centet.
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SURVEY EXEIE3

ABOUT THE BUSINESS CLIMATE SURVEY

This marks the 14" year that the American Chamber of
Commerce in the People’s Republic of China (AmCham
China) has conducted an annual Business Climate Survey. The
2012 survey is based on responses from 390 of our members,
including those based in Beijing as well as our chapters in
Northeast China (Dalian), Tianjin and Central China (Wuhan).
The survey offers a valuable snapshot of member concerns
on China’s regulatory and policy environment, illustrating
long-term improvements in the business climate as well as
areas of difficulty. As such, the survey plays an essential role in
helping determine the chamber’s advocacy priorities, both in
Beijing and Washington.

We would like to thank all our members who took the time to
participate in the survey. Your input is greatly valued.
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CHAIRMAN’S MESSAGE

This year’s Business Climate Survey indicates that after several years of posting exceptionally strong
performance in China, our member companies are concerned about the prospect of relatively slower
economic growth. This is the predictable result of both domestic cooling measures and weaker
demand from major export markets in Europe and the US.

Profit margins in China are coming under pressure, though they remain healthy. Survey respondents
tell us they are increasingly worried about rising costs, in the form of both wage increases and new
costs for benefits (primarily the new social insurance law). That said, in 2011, some 39 percent of those
surveyed said their profit margins in China were actually higher than elsewhere in the world.

Amid these broader macroeconomic pressures, there are indications that in some key areas, business
regulations have failed to keep pace with China’s increasingly sophisticated and globalized economy.
Based on survey results, there are growing concerns about government policies that require foreign-
invested enterprises to transfer technology in order to be able to sell their products and services, as
well as a licensing process that discriminates against non-Chinese firms. Members indicate a lack
of confidence in China’s cyber security environment. Also, at the time of the survey, respondents
reported seeing little progress on intellectual property rights protection, though new government
initiatives announced last year may yield improvements.

Despite these perceived hurdles, China clearly remains a vital strategic market for our members. A full
two-thirds of respondents told us their goal is to sell goods and services into the Chinese market. And
over three-quarters of our respondents predict sales growth in China in 2012—albeit at a slower pace
than last year’s levels. A significant minority expect a double-digit revenue increase.

Indeed, amid continued business expansion, survey respondents report difficulty finding enough qual-
ifled managers and employees. Though this has always been a key issue in China, the percentage of
respondents who listed it as a top business challenge rose significantly from year-ago levels. The highly
competitive search for staff underscores how important it is for our members to find the right talent in
a critical global market.

Amid these business challenges, we at AmCham China remain dedicated to speaking on behalf of our
members to promote a business environment that will benefit all companies in China.

Ted Dean
AmCham China Chairman

March 26, 2012
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SUMMARY

To put this year’s results in perspective, recall that last year’s survey reflected a markedly
high degree of optimism from our members about their growth outlook in China. Many
reported plans for substantial investment and expansion over the next 12 months. At
the same time, a significant number voiced concerns that an inconsistent regulatory
environment and government bureaucracy would slow the speed at which they could
achieve their goals in China.

In 2012, survey respondents reported a slightly less optimistic vision than a year ago.
Their China operations continue to be profitable, but to a lesser extent. They have less
ambitious plans to invest and expand. With regard to this year’s business challenges, the
emphasis was on concerns about operating issues, as well as macroeconomic risk. Rising
costs and human resources constraints are growing challenges for surveyed companies.
Inconsistent licensing practices and forced technology transfers represent significant
obstacles to market access. And despite persistent efforts by the Chinese government to
protect intellectual property rights (IPR), survey respondents still describe a weak system
of protection.

But our members remain deeply committed to China. Over the past few years, a steadily-
increasing majority say they are based in China with the goal of serving the Chinese
market. As our member companies grow, we will remain focused on providing thought-
ful advocacy and business support, and we anticipate that the relationship between the
US business community and China will continue to deepen and mature over time.
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Economic Performance
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Not surprisingly, given the serious global economic challenges that continued in
2011, the respondents in the 2012 Business Climate Survey have a more cautious
outlook on their business prospects. They still expect much better performance
in 2012 than they did during the global financial crisis of a few years ago.
However, against a highly uncertain global backdrop—including the threat of
sovereign default in the Eurozone, a downgrade in the US government’s credit
rating, and the overall softness in global consumer demand—China was viewed
as more susceptible to global economic instability than in the past.
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compared to 2011?

[ Down 11-20% [l Down 1-10% [ Remain the same
TBE 11-20% T 1-10% FEF

7 Up 1-10% B Up 11-20%
#K 1-10% #K 11-20%

Il Up 21-30% [ Up 31-40%
K 21-30% K 31-40%

As can be seen in the chart above, the majority of respondents
continue to predict growth in revenue, but at a slower pace than in
2011. The percentage of respondents who forecast growth above
11 percent was down 15 percentage points from last year. Even so,
businesspeople in China are less pessimistic now than they were in
the wake of the financial crisis. They are modifying their plans and
diversifying their investments, and they continue to look for ways to
enhance their presence in China.
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What is your forecast for 2012 China revenues

X 2012 HEFEWATIHS 2011 FELIK
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Sample size: 2010=288 respondents

HAMIE 2011=324
2012=305

35%
30%
25%
20%
159%
109
5%

0%

Seventy-six percent
of respondents
forecast that their
China 2012 revenues
will surpass their
2011 revenues.
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How do the 2011 operating margins of your China operations
compare to your company's worldwide operating margins?

i 2011 FEMEEFERSHLSIKFARM LR
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Sample size: 2008=239 respondents
RAHE 2009=240

2010=273
2011=321
2012=270
32% 379
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359
28%, 0
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20%
15%
2008 10%
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2019 %
2011 0%
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Surveyed companies’ operating margins in China continue to exceed their
worldwide margins (at levels similar to those seen last year). When compar-
ing 2011 and 2012 to 2010, it is clear that compared to other regions of the
world, China has served as a particularly strong source of corporate profits for
two years in a row.
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What are your company's primary goals and strategies in China?
Select all that apply in order of importance.
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Sample size: 2010=274 respondents
HAHE 2011=326
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As the chart clearly demonstrates, foreign invested enterprises (FIEs) in China are
highly attuned to the growth potential of China’s domestic market. A steadily-
growing majority—66 percent in 2012—say their goal is to produce goods or
services in China for the China market. China’s demand for foreign products has
risen alongside the growing wealth of the population. Chinese consumers and
businesses have increasingly high expectations for quality and safety in their
purchases. FIEs stand to benefit by selling into a market where Chinese producers
are still learning how to meet those demands.
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While the China operations of member companies are generally profitable, a
somewhat smaller percentage now cite China as their number-one priority
global market. As businesses across the globe look for ways to cut costs and
produce more efficiently, China is seen less as the one-stop shop it used to
be. Rising costs and lagging progress on market reforms may be some of the
factors leading FIEs to proceed with more caution in China. With that said, FIEs
have done well in China for a number of years and still see potential for further
growth.
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Sample size: 2011=250 respondents

PEAMIE 2012=339
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:“"': :' How does China rank in your company's near-term
global investment plans?

S R E S W S BRI R RS

Chart (&) 4
Sample size: 2011=299 respondents
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Finding qualified talent—both at the managerial level and below—is a major concern for FIEs in
China. This year AmCham China members ranked management-level human resources constraints as
their top business challenge. Non-management human resources constraints were the third-ranked
business challenge. Beijing has sought to foster more innovative, high-tech industries through its
economic policies. But as China seeks to move up the value chain, the government will increasingly
need to focus on educational reforms that can help create global-class managers, innovators and
workers. FIEs want to expand in China, but the relative shortage of talent is a check on growth.

Also noteworthy in this chart: among the list of business concerns, difficulty obtaining required
licenses rose considerably from last year’s levels. Licensing will be discussed in greater detail in
the Business Challenges section ahead. On a separate front, last year China launched a special IPR
campaign to tackle some if its largest IPR problems. Yet despite those efforts, the same percentage of
member companies ranked IPR infringement as a top business challenge this year as a year ago.
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i What do you think are the greatest risks facing your

China organization?
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Sample size: 2010=262 respondents
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Member companies have grown more apprehensive in their assessment of business risks,
both in China and globally. When asked about the greatest risks facing their China operations,
responses this year are reminiscent of those reported in 2010, when the US economic recov-
ery had yet to get underway. But this year all eyes are on the European Union, China’s largest
export market, beset by serious financial woes. In addition to broader economic issues, FIEs
in China voice growing concerns about increasing costs. Against the backdrop of a shrinking
working-age population, wage inflation and the new social insurance measures have signifi-
cantly boosted operational costs in China.

Overall, considering current profitability levels and forecasts, the outlook is still positive. Never-
theless, the earlier charts demonstrate that financial results and expectations are not quite as
strong as last year, and this chart similarly demonstrates a heightened level of concern.
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Business Challenges
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i Do you feel that China is losing competitive advantages

]
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Eighty-nine percent of member companies answered that
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Sample size: 2011=340 respondents
HAME 2012=298

2012 M 2011

Eighty-nine percent of
member companies
answered that China

China is losing its competitive advantage “to some degree”
or “to a great degree” due to rising costs. This response is 11

percentage points higher than last year. It may be that this is a
partial explanation for the fact that fewer companies selected
China as their top destination for global investment. From a
foreign business perspective, there are more risks to take into
account when investing in China now than before. Inflation and
the related rise in wages are two such risks that could discour-
age investment in China.
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:':':':.i: Are rising labor costs affecting your business

anee
i operations?
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Rising labor costs
are affecting

the business
operations of 82
percent of survey
respondents.
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82%
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This is the first year AmCham China asked if rising labor costs
are affecting business operations. As it turns out, 82 percent
of the survey respondents answered affirmatively. While rising
wages are a predictable byproduct of long-term demographic
changes underway in China, they also represent a new chal-
lenge for business, especially given the previously-mentioned
difficulties in recruiting qualified talent and the lower expecta-
tions for sales growth in China.
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i What effect will the implementation of the proposed
social insurance taxes on foreign employees in China have
on your business operations?
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Sample size FEAHIIE :
2012=321 respondents
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iz B — EH R

Severely negative impact
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46% 33%
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In September of 2011, the Ministry of Human Resources and Social Services
(MOHRSS) issued the Interim Measures for the Participation in Social Insurance
of Foreigners Employed in China . This policy has still not come into full effect;
in fact, many municipalities are themselves unclear how to implement the
law. Nevertheless, given the expected costs associated with the measure, 59
percent of respondents expect it to have a negative impact on operations.

It would be reasonable to assume that the 33 percent that answered “no
effect on business operations” has yet to comply with this law. This is an area
where local governments are left to interpret the law much as they see fit.
Among major cities, only Beijing has fully implemented it. As a result, many
companies remain uncertain as to how much of an impact this policy will
have. Yet they undoubtedly will have to take it into account when consider-
ing future investment plans at a time when concerns are rising about slowing
economic growth.
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How do the following human resources issues affect
your business operations in China?
X AN FRERERT & W FE1EEE T E R0 Chart (E) 10

Sample size: 2011=266 respondents
HAME 2012=303

2012 2011

Difficulty firing employees 11%
BERTEXE
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and retaining technical staff 12%
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Cost of social benefits 1%

HEEH AR

Difficulty attracting, developing
and retaining managers 15%
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and retaining skilled staff 13% 8%
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Increasing salary and wage expenses 15% ¥
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[ Negative impact Material damage
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Just as in the 2011 Business Climate Survey, this year member companies
More people see

material impact from

human resources o _ o
Challenges thlS year a seven pOIﬂt increase in the percentage Of respondents who Say wage mﬂatlon

selected increasing salary and wage expenses as the human resources issue with
the biggest impact on their business operations. One difference from last year is

than last year. Cost of materially damages their business operations in China.

social benefits shows

. . Also noteworthy: 76 percent of respondents say the cost of social benefits would
the biggest increase.

have a negative impact on or cause material damage to their China operations.

EX‘IF%ET% ﬁ? Last year only 53 percent responded this way. Considered in the context of the
Egg;ﬁ&i%ﬁ; three preceding charts', it.is clear that rising operational expenses—in Fhe form
ETSEMHEE B of salaries, the new social insurance tax on foreign employees, and growing infla-
IR HLeiER R tion—give ample cause for concern among FlEs operating in China.

B ZIAERILE B EFHAY

=k Member companies have cited problems in finding mid-level professional talent
as an important issue for many years, but levels of concern reached a new high

this year.

52011 F (BSNEEE) NER—F, SERREWIERT “ FENEKEFHHTZ ” FFASIMAIRROR
PHEBWSEZINRAN—IN, E—SEZFREANE, SHBEBPINATR LN “ XRMIRE ~ THAEHLE
WaBBIEAI EATS 7 T8O,

SIMBBERBIRE: 76%NRNBNALRBNRAREEAEZEHR “ AEFN ” X KAMRE 7, MX
FRE SB3UHNHBE XN, £8ET LR=TBEE, JUBEEL, BFFR. IERIFERIBHVH
B RIRMIAE AR BANB IKEVBEEKAENBCERA, EIMITEWEREIRHBILAEEEEETHR,

ZER, RREW-BERESHEIHIGENPERWATEF—MEROM, SEXPBINEEXEIFHS,
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Licensing and Forced Technology Transfer as
Market Access Barriers

Ul 5 5 PE B AR R LR O i A Bt

Last year was the first time AmCham China included questions about licensing in
our survey, and this is the first year we have included questions about another issue
members have raised as a concern: forced technology transfer. Licensing practices and
forced technology transfers in China create major obstacles for FIEs trying to invest or
expand in China. Policies that in practice make it difficult for FIEs to obtain licenses put
them at a major competitive disadvantage. Along similar lines, requirements that FIEs
must hand over sensitive technologies in exchange for market access (being allowed
to sell products and services) are clearly at odds with accepted international practice.

EFEEBZE - REERTINTRANABNNBEEEE, MSFRMNIXE-—R
RBEREWRENSE— O —SeHM AR —ESEEEDP. PEEVFIKEA
SEEIM R AR EEER R R RISHOIINREWSHE TRABES, EXEk
0, MRBUREINNUSRERSTIL, BN ERFPRTIFERREIM
iZo EFFEY, INREWSBBRBRERBEAEAEREATLS BIFINS R
EHTERS) BRY, X9@THERREBERT,.

i How has awarding of licenses changed in your industry in
the past couple of years?

|t xR NLES W ET LR BT TLER

Chart (&) 11

Sample size BEAI1R
2012=178 respondents

49%
Licensing procedures
37% are more difficult

| VROl IERE 7 B N B

Licensing procedures
are less difficult

Y EIERR R Ak
No change
REZKL

A striking 37 percent of respondents said licenses are becoming more difficult to obtain.

21X 37 % NZDBINARSVF IR SRR
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How are the relevant licenses in your industry applied?

N e ——"

Chart (&) 12

Sample size: 2011=248 respondents
HAHKE 2012=175

Foreign companies cannot be awarded
the same licenses as Chinese companies J 34%
SME W ARG S P E M EHEAFE] 29%
Foreign companies can be awarded the same licenses
as Chinese companies, but the approval is more

complicated, lackstransparency and takes longer
SehER A ER T 29%

SNAS W RETEIRTS

32%

EHARFRER, BRHERE. NERK.

Licenses are equally awarded but 12%
enforcement varies and lacks transparency 1 139
HARF AR, BERTE ’

FaEEFARDBERE.

Licenses are granted equally between 22%
WA R E AWML —REC, ?

Only 22 percent said
licenses are granted
and enforced equally
between foreign and
Chinese companies.

MRA 22%NZiHE
INATFITHRTFXNFE

A FSNE A —RR

E=.

2012 M 2011

As discussed in the previous chart, licensing procedures continue to prove oner-
ous for FIEs. In 2011, the percentage of respondents who said licenses are granted
equally to foreign and Chinese companies declined by seven percentage points.
Discriminatory treatment in licensing is unfortunate, particularly at a time many
Chinese companies are expanding abroad and expect to be treated fairly in the
licensing process of other countries. Such regulatory inconsistencies are at odds
with China’s increasingly advanced economic profile—it is now the world’s
second-biggest economy—and its ten-year long membership in the World Trade
Organization (WTO).

In light of China’s strong domestic economic growth and fast-developing corpo-
rate and consumer markets, its trade partners increasingly expect to be able to
conduct business according to globally accepted standards. Yet the wide discre-
tion given localities in implementation of regulations and the resulting wide varia-
tion in local practices have frustrated these expectations and impeded economic
development.

ELE-TERP, BMINHETITOUEENINREURRDRRER, 2011 F, INOTFTRFPNPERWAIMIE
W—MECHZHBLEBI TRET 7 TEDR. HINIHERAMMASER T NRR, TEEERTZPERIIE
EHITEIN K, BHEETIERLBRIHMEROAFNR. XPEEPHAR—HESPEREANZ
FIERAHERTN, RAPEERIEARERB_ALTER, FEELNAERRSERKIATFEI A
ETPERINEALTIBRKULRERRNEWSHEZRETS, ERSUHBIHERBRIRERE TOIRE
FEEFRIGS. B2, ANENRINEPEFHAONINHEN, URBIGEMOMOESRRMRIFPHNEAE
FENHIS T IXLLAAEHISKIN, RIS T AFTHIAR R,
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Slows our expansion and investment in China
BRECVEFENT RRIETERE

Puts us at a competitive disadvantage to
domestic competition
BEERMVLE, ATFEEEHH

Slows our hiring in China
HEEHERBEARNRE

Limits our ability to import products
from the US to China
PRI EE =) B A~ mEEE N

Limits our profit growth and ability to
repatriate profits to the US
BR 1) 1 185 1< 0 ) 26 [ & IR 1 A9 RE

Faced with inconsistent and sometimes discrimina-
tory licensing practices, some FIEs have curbed their
investment plans in China. As mentioned in the
economic performance section, fewer companies
today consider China their number-one destination
for investment. Many respondents report that diffi-
culties obtaining required licenses in China have led
them to slow their expansion. In that sense, unfair
licensing practices serve to undermine China’s
employment growth and economic development.

BNEERE, BEEENTHERMNTTERS,
—EIHREWEREBLL T HEENRRITR, EW
£ EFTRBINR 7 SN PRAE, BPEM
AEHE-ARRBIMAEWERRBD. F22H
BNARSTILE D BHERELHE T HEEH
TR MZTRXLERH, RATFETTIERHISS
T PENFUBKUARE TR R,
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How do licensing requirements impact your business?

Chart (&) 13

Sample size FEAHAR :
2012=152 respondents

68%

51%

28%

26%

I 23%
-

Sixty-eight percent
responded

that licensing
requirements slow
their expansion and
investment in China.

68% HIZIFEINATF
AERME T HAE
Y RERARE,




.' At times, China has forced technology or knowledge transfers from

': foreign companies in exchange for market access. Are the effects of such
practices negatively impacting your company or clients' assessment of
the business environment in China?

P EREIRERTIHEN ARG BEIMEFITRRSHEAREILL.
ZBERE M EWHE P IFEEEEENEIIER I ER0E?

Chart (&) 14

Sample size FEAHIE :
2012=297 respondents

67%
33%

Yes/ 2 No /&

Just as licensing obstacles may discourage FIEs that want to expand in China, policies that require technol-
ogy transfer in exchange for market access may cause some to reassess their investment plans.

FIEs that want to develop and sell innovative products are confronted with the difficult choice of either
surrendering valuable intellectual property (IP) or opting not to sell in China, a key global growth market.
Given that many chamber member companies do not even operate in sectors that depend on proprietary
technology, it is striking that a full third of survey respondents say they have been negatively impacted by
policies that force technology transfers. Again, such an approach is out of step with China’s economic status
and membership in the WTO.

As discussed above, the majority of surveyed companies say their goal is to make products in China for
China. Also, 78 percent of these companies ranked China among their top-three destinations for global
investment. FIEs obviously do not want to leave China. The potential for growth in China, although not as
strong as in previous years, is still greater than in the US and Europe. However, China’s discriminatory licens-
ing practices and forced technology transfers undercut its appeal as an investment venue for FIEs and have
prompted a number of firms to slow expansion.

WA IRISYESREIMNREWAELH T R—F, DUIREMIZEAAZHMEBREWRILERA,
TJRERBE—LEEREWSFIHEETHEHRRIT R,

BEARRIEECF T~ RNINREWF2ENIREIEE: BRRFEERNRTN, MERFETE
K- TRBONERRKHIZPHER™B, XL, PEEXERTOITFZEREWMSERNKBRIEG
BRABITIW, BIANRENBINE=0 —BZDENARGMERARILBRGHIHER T AEFI.
XA RS PENA TN R EATEREBZHRPHRRRETEHE,

IFWRINATE, REDZDHEWIAAH BN~ HUPEMHIZ 6. [y, 78%BIZHRING
PEINAHZRRBH=REIMC —. BR, IREBWHABEETPE, PENRKENDRERY
EFEEXR, BIORBYEERRM. BF, PESRMEENTOIZEREHIMEARLLHITS S HIFA
BENEIRSIINREUSETRREET], RITEBETFZEWRE ST 'Y RS k.
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[ Improved
BEE

[l Stayed the same
BREZWL
Deteriorated
BATEL

Sixty-six percent of
respondents found China’s
enforcement of IPR has
stayed the same or
deteriorated. Even after the
Special IPR Campaign, there
has been no improvement
in China’s administration.

66% HIZIHEIN AT EFIR
FREPUEER EEENL
NE CHAUEALT . BT
FMIRFREMTHARZIE.
PEMTEEENREHIR
BE.

AESPERNODETESP, EERN—
BExXEBRRNPERNBHAMH O TREAIRTXEINTH,

Intellectual Property Rights (IPR)
FA AL

In the last year, China's enforcement of IPR has:

B 2 4 ch E AR AU A S R do fa]

Chart (&) 15

Sample size: 2009=131 respondents
HAMR  2010=148
2011=149
2012=152

47% 48% 599

60%
50%
40%
30%
20%

10%

201 0%

The US government consistently makes enhanced protection of IPR a top
1, AmCham
China welcomed the Chinese government’s launch of a nine-month special
IPR campaign to help combat IPR infringements. In another important step,
Beijing also established an IPR office within the Office of the State Council.
However, despite these significant strides toward a more systemic approach

goal in its negotiations with the Chinese government. In 201

to IPR, survey respondents still have not seen an improvement in IPR protec-
tion. In fact, the results suggest a slight deterioration in perceptions of the
situation compared to a year ago.

A sustained, institutionalized and adequately-resourced effort to crack down
on IPR offenses would bolster business confidence, encourage cooperation
and information sharing between foreign and local companies, and help
support the long-term growth of China’s own technology industry.

BERMNBARTRRPIFA—INEZB4R., 2011 &, P
PTEROIR AR ERITAT

TR, BI—NEEHEERE, PREFEESFRIL S RIRTNDIAR. B8, REPEAR
USNHASKNARTNERDBERRLLE TER2EK, B DIBAAEINIREERARTNR

PHENETNE

o RixL, BWELRER, MR RIPERSEFBLEEMEER.

WRNRFRBERITA TSR, FIECHEERERRRENITE, KRAPINEWE
ZEBEIN, ZMHESIFSERRE, HEITPEESEATWHIKHAR.
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Totally ineffective
TELH

B neffective
TR

[ Effective or effective
BRHEBEX

/

Seventy-nine percent of
respondents rate China’s
enforcement of IPR as
ineffective. The percentage
of respondents who rated
China’s IPR enforcement
as effective declined nine
points from last year.

79% W92 1HEIN 3 E B
FFRIPENR =T 2
‘T K. MIAAREEK
FFRIPER =T H R
"B MZiELAILE R
N =

In the last year, China's enforcement of IPR has:

| 4 h EATIR AU R S R a0

Chart (&) 16

Sample size: 2010=146 respondents
HAME 2011=251

64% 2012=200

55%

609%
50%
409,
30%
20%

109%

2019 0%

Respondents this year are actually less likely to consider IPR enforce-
ment to be effective than a year ago.

AmCham China hopes that the State Council's office will help to
improve the situation. Since it is not yet fully operational, survey results
do not reflect its potential impact.

One other factor that may affect survey results: as China’s economy has
developed and grown more sophisticated, respondents have higher
expectations as to the government’s ability to enforce IPR protections.

EXE, SEFBL, SFEDHZDBNARNRTRURPENITH
BB,
PEEERRHEZESRANRNDAZNRIIZBEFXIPRTE
&, BFAIRTNIAZERINARTEEEEE, REEERE
BRREQEET BRI,

ST URERINEEERNRFE BEPELTHRRIZHMME,
ZHBENBISRIP RN TEEN T T ESHIHE,
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it If you have taken administrative action on an IPR infringement, how
i satisfied were you with the level of cooperation from the relevant
s Chinese officials?
£ WEFTEIFAIT HRBIT AR M PEBAFEXE R
EEBRANFHEERE

Chart (&) 17
Sample size: 2011=184 respondents

very;;%%;f HB% HAHIE 2012=154
WE
2%
Somewhat satisfied
S i 53%
kﬁstlﬁzﬁ 48%
Somewhat dissatisfied - 30%
KELRHR 44%
Very dissatisfied 9%
FERBR 6% W 2012 M 2011

On the bright side, survey respondents report growing satisfaction both with the level of cooperation
they can expect when they take administrative action on IPR, and when they take cases to court.

Satisfaction with administrative action rose 11 percentage points, and satisfaction with the courts
rose 19 percentage points compared to last year—a marked improvement. That said, 39 percent of
respondents are still dissatisfied with administrative action and 37 percent remain dissatisfied with
the courts. While it is certainly a positive sign that satisfaction in both areas exceeded last year’s
results, respondents state that enforcement still leaves much to be desired in terms of IPR protection.

PR —BE, SHBENTFEEITBIRAMTERIITAGERITAIREERN, PEBITE
RERFEGHNSIFERERRENBARS.

MTBORANEREE AT 11 TE2R, WERNBRENLEAT 19 T80R, XREFE
BHENRS. REWLL, WITEIRANZENARRIIRROZINEDDRI SR 39%F0 37%.
SREELRENENXM MO BERREIYBIEZFHKF, B2HBNAERRRURPE
WODOMLE, DERRBEAZE,

it If you have brought any infringements to court, were you
it satisfied with the level of cooperation from the Chinese courts?

mE SRR ARIE RN PE RS RN R EEE

Chart (&) 18
Sample size: 2011= 70 respondents

Very satisfied 9% HAMAE 2012=131
EEHR
2 ym
Somewhat satisfied o
R — .
40%
Somewhat dissatisfied 29%
PYAES 28%

Very dissatisfied W 8%
FRTHE (IR 15% W 2012 M 2011
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Issue in Focus: Internet and Cyber Security

g1 I TR QL RS L o

AmCham China added new questions this year regarding the Internet and the state of
cyber security in China. These topics are frequently raised in meetings, but until now we
have had no data to assess their actual impact on the foreign business community.

PEEERZSEHENT BRAEMEMNBLERRHENOR, SLEREER

MAESHENED, BERBRIBIIATTAREMAXEE, UEIHEENINEEIW %
BYSEFREZN0.

pmn How does the cyber security environment in China
2

" compare with that of other countries?
n

dan PEMNRAZZEMESHMERAL

Chart (&) 19

Sample size FEAHAZ :
2012=319 respondents

Worse

BE 4 37%
Same

HE . 16%

Better

B I 4%

N/A or Don't know - Two-thirds of
FERRAT B 43% o members who have

an opinion on cyber
security believe the
environment in China
is worse than in other

In response to a cyber security question, 43 percent of respondents either said they
did not know or felt that cyber security did not apply to their situation. Yet the chart

countries.
above makes clear that, of those who did have an opinion, a significant percentage N
ranked China’s cyber security environment as worse than in other countries =2 =M= AL
' AHENNER LN
At a time of rapidly increasing data flows across borders, negative perceptions of LEEMER EE .

China’s cyber security are likely to detract from its appeal as a venue for FIEs to

invest in the most advanced R&D and technology. This is a particularly relevant
concern at a time the Chinese government, in seeking to boost national research
and development capabilities, has been courting foreign investment in leading-
edge technologies.

ZOE “ PENBSLZEMRSHMERBL " NQY, B 43%NHBRRME]  RITB " R
IWAZTRNE “ FER 7 B LENEREWNER, AL MZOREEMIl=RHNZnEP,
BHESEANZHBNATPENNESLZEIMELEMER “ B£ 7,

EERBERNRERBKNSK, NPEMELZENABTE, RIERHIFPERSIINREL
AR R ITHRASRIGHARIEET], PEBNAERKRATAERTERSINRRR, URSE
FOFRED. MXFNERT, NELEORB/LAER,
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ittt Does slow or unstable Internet access impede your ability
nan to efficiently conduct business in China?

iy ABRMPEESFRESTREEREWEEEERNHZE?

Seventy-four percent
of survey respondents
report that unstable
Internet access
impedes their ability
to efficiently conduct
business in China.

74% 2D BINA BB
X0 D0 SR R AR RE B AEE 5 1
WHEETEREE,

Chart (&) 20

Sample size BRI :
2012=301 respondents

74%

26%

Yes/ & No /&

As the chart above demonstrates, 74 percent of surveyed
companies say unreliable Internet access negatively impacts
their business operations. In light of China’s own ambitions
to create an innovation-driven economy, it is essential that
companies and consumers enjoy access to fast, reliable Inter-
net service.

It is often particularly difficult to access websites hosted by
servers located outside China. Compared to other countries,
China maintains only a handful of gateways for international
Internet traffic, effectively constraining the speed of informa-
tion flows. This makes it harder for China-based business-
people and other professionals to quickly access data and
communicate with overseas websites, hindering their ability
to conduct global business operations in an efficient manner.

LFENEERER, 74%N2PEWINAGENMNERRENEZE™E T HE# I, £FPEA
WEERZLOFLLTNER, BWSHEBRBEBREZISR. IRNTERKMKSZIFEVEE.
DRSS FPERIMIMIGES +DEE. SEMERBL, PENXEBANAIHERGE
M@EHE0, Kb ERHS ESRRDIRE. XESHENBAREME WA RTAEREISD
EINNIOEVEE, SUEIEINNIGHITIOE, HIsST HERITRENGEEET .
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it To what degree does Internet censorship impact your

' company's ability to conduct business normally in China?

MEEEMNEVAEERESE~ENTNE

Chart (&) 21

Sample size FEAIE :
2012=299 respondents

58%

Severe negative impact
FEAERN

Somewhat negative impact
CEIEEAD

No impact
A

B Benefits my company
MHFEk

8%
2%
-

Forty percent of
In the absence of censorship, Internet access would be faster respondents find
and more reliable. However, as the chart above demonstrates, China’s Internet
censorship negatively
impacts their ability
to conduct business
normally in China.

China’s censorship of the Internet permeates the foreign business
community’s daily operations. Almost half of survey respondents
say their businesses are negatively impacted by Internet controls.

Internet users in China routinely have trouble accessing offshore 409 25 E NN

news reports, social media sites, search engines, e-commerce Mg EENHEMA WA

sites, and blogs, many of which supply valuable and timely busi- ENEREEFET R
A

ness information and are devoid of any potentially controversial EIF 00

political content. Such information roadblocks work to the disad-
vantage not only of FIEs, but also of Chinese businesspeople
and technical professionals, who cannot easily access the news,
research and social networks they need to stay abreast of impor-
tant developments outside China.

RETEENRE, GEMEHOREILUER, BRE, B2, FUENERERE,
PENNSHEEEL SR TINREBWNBETE, BI—¥NZHBENARTEZE T
WS EEBR BRI,

AEPE, GERNERELETTADORIIMIFERE. HREEMIG, BRSIE, BFH
FEMIGKRIEE, XLEMicETERMEAERET TRAKNOBIWER, BIVERSEE
PUMHBIBAS .. XLESREBEANNINREWE T AR, WL EL EFED
[DEE. BRRARZMIG, UTHBIMEXRNIRTEZRRBESNPEFALBRARAR
FiTHRANEY.
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Survey Profile
i B A A DL

390 respondents

72% Senior-level country management; 12% Director/functional leader of other depart-
ment; 11% Other; 5% Director of government relations or public relations department

42% Services; 20% Manufacturing; 16% Other; 11% High-tech; 9% Information technol-
ogy and information services; 2% Retail, distribution, and logistics

66% Wholly-owned foreign enterprise; 29% Representative office; 25% Joint venture;
22% Regional/branch office; 15% Regional headquarters; 12% R&D center; 7% Holding
company; 6% Management company; 4% Other; 2% Global headquarters; 1% Foreign-
invested company limited by shares

The survey was conducted in November and December 2011

390 PMHE

SREBARE 72%. Si1BHE / BRAS 12%. BS 11%. BIREZAA/R
RATES 5%0

BB S 42%. HEW S 20% . EIS 16% . SRS 1%, BREARES
SBRBUWE 9% TE. DEERMARUS 2%,

IFHIRREWS 66%. KRS 29%. EREWS25%. K/ DB S
2% WXSHBS 15% ARPIVSE 12%. ERATS 7% EERTE6%. H
s 4% ERR[EFS 2% BREWS 1%,

AQsEETRT 201 F 11 BE 128

Note: All charts represent data collected in the 2012 AmCham China Business Climate
Survey.

E: NRSPIERREBEBRRTPEXERR 2012 FASHREE
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Connect to AmCham China and

Website: @ access our exclusive insights on
your dynamic online China’s fast-evolving business scene.
headquarters for news and events

Home Page
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news Video Interviews: L
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calendar of speakers and events, plus from AmCham China events
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Key Reports
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Small Business Handbook
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Jobs
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jobseekers

...and much more
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Chinese economic policy

o wwww

Weekly Bulletin: China @
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China Wire: @ multimedia insights on
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