[image: image1.jpg]v B £ 8 F &
The American Chamber of Commerce
People's Republic of China






AmCham’s 1999-2005 member surveys reflect China’s shift to market economy
Report based on seven years of annual polls shows members increasingly focused on local market; competitive issues joining regulatory ones as top challenges; investment heading to second-tier cities
Beijing, February 16, 2006 The American Chamber of Commerce, People’s Republic of China (AmCham-China) and the American Chamber of Commerce in Shanghai (AmCham Shanghai) today released American Corporate Experience in a Changing China: Insights from AmCham Business Climate Surveys, 1999-2005. The report utilizes seven years of annual AmCham member survey data to shed light on medium-term business trends that have emerged in China. Among the report’s key findings: members are offering an increasing range of products and services to the local market, are seeing competition-based issues join regulatory barriers as their key challenges to doing business in China, and are expanding investment past first-tier cities.

“Our seven years of survey data, combined with the specific advocacy issues AmCham has been pursuing with the Chinese and U.S. governments, illustrates how China has changed and developed in its path to becoming a major force in the global economy,” said Emory Williams, chairman of AmCham-China.

Going local
Since 1999, China’s increasing market growth and improving regulatory environment have led more AmCham member companies to produce for the domestic market and to move toward having wholly foreign-owned enterprises (WFOEs).
· 83 percent of respondents in 2005, versus 60 percent in 1999, listed producing goods and services in China for the local market as among their top three reasons for entering China.
· In 2000, 38 percent of respondents cited market access restrictions as a top-three barrier to profitability, while 66 percent reported negative affects from business scope restrictions. However, from 2002 to 2005 two-thirds of respondents were successful in expanding their product and service offerings.
· Members were also increasingly more likely to have WFOEs, particularly after China’s WTO accession, with 60 percent reporting one in 2005 versus 33 percent in 1999. Conversely, the percentage of members with a joint venture dropped to 27 percent in 2005 versus 78 percent in 1999. 
Competition rising

Competition-based issues have joined regulatory barriers as the top challenges faced by members. This trend is putting pressure on profit margins.
· Respondents consistently report improving margins driven by changes in product mix and economy of scale. However competitive forces have put pressure on margins and the percent of respondents reporting improvements dropped from 70 percent to 60 percent between 2003 and 2004. In 2005, 70 percent of respondents reported increased competition from both foreign and local firms, while 56 percent indicated price pressure from major customers and 42 percent reported negative affects from market price changes.
· In 2005, 26 percent of respondents cited management-level human resources issues as their top challenge, with 56 percent finding it a top-three challenge. Some 41 percent of companies and 48 percent of manufacturers report being negatively affected by increased salary and wage expenses. 
· Regulatory issues, from unclear, non-transparent and irregularly interpreted rules, continue to rank among the top challenges, but members see improvement in these areas. 
Deepening investment
In terms of future investment plans, 79 percent of respondents indicated that China was a top FDI destination in 2005 and 82 percent expanded overall business activities in 2004.
· Companies are increasing investment beyond Beijing, Shanghai and Guangzhou. In 2004 over 60 percent of respondents indicated that they planned to expand to secondary cities.

· High-tech investment by AmCham members is increasing, with 37 percent of companies indicating an increase in their China-based R&D in 2004. However 44 percent of members indicated that lack of IPR protection slowed or decreased R&D investment in 2005.

Background
The Business Climate Survey was started as a way of forming a fact base for AmCham-China’s advocacy efforts. This particular report is based on seven years of surveys of AmCham-China (1999-2005) and AmCham Shanghai (2003-2005) members. The response rate per year has ranged from 20 to 28 percent. 
About AmCham-China

AmCham-China represents U.S. companies and individuals doing business in China. The chamber’s membership comprises more than 2100 individuals representing over 900 companies. It has more than 20 industry- and issue-specific forums and committees, offers unique services such as the Business Visa Program, holds a wide range of networking and informational events, and meets with U.S. and Chinese officials to discuss challenges facing U.S. firms doing business in China.
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