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PREFACE

he pace of Chinese Investment in the U.S. did not slow down because of the financial crisis. The annu-

al investment inflow increased from $750 million in 2008 to $14 billion in 2013, with an average an-
nual growth rate of 63%. At the same time, the investment approach and industrial focus have improved
in their diversification. As the investment inflow has increased, we have also seen an increasing size of
individual projects.

On one hand, China’s “Reform and Opening-up” policy and recent economic growth have provided a solid
basis for the increasing investment in the U.S. Three decades of rapid growth has made China the sec-
ond largest economy in the world. China has also prioritized the “Go Globe” plicy as a part of its national
development strategies, to gradually shift the role of China from a traditional international exporter to
a global investor. According to surveys, Chinese investors have set up more than 2,000 companies in the
U.S.

On the other hand, the growth of Chinese investment is a strong reflection of the attraction of the U.S.
market. It possesses a mature and stable business environment, a comprehensive legal system, a free
capital market and advanced technologies. The post crisis recovery period also provides great opportu-
nities for emerging investors.

It is also important to notice that, beyond the phenomenal progress, Chinese enterprises are making
continuous efforts in the U.S. As the largest Chinese Chamber of Commerce in the U.S,, it is CGCC’s duty
to provide first-hand information for governments and investors and facilitate the Chinese investment in
the U.S.

The results of the 2014 survey confirm a positive message from Chinese enterprises in the U.S. The pos-
itive results illustrate that most Chinese companies are able to quickly adapt to the local environment
and make use of regulations to advance their business development. However, as China-U.S. economic
relations evolves, there are certain constraints on U.S. economic and immigration regulations obstructing
Chinese business development. Examples include the countervailing investigations by the U.S. Interna-
tional Trade Committee, the National Security Review on high technology projects by the Committee on
Foreign Investment in the U.S., and the working visa issuance for senior executives of Chinese enterprises
by U.S. Citizenship and Immigration Services.

CGCC hopes that the Annual Business Survey will provide a framework for a systematic and sequential
evaluation of Chinese investment in the U.S. In addition, we hope this report will serve as testimony for
the U.S. government and trade organizations to improve the investment environment, while providing
useful material for academic researches on China-U.S. relations. Most importantly, we hope such report
will serve as a reference for the ongoing negotiations of China-U.S. Bilateral Investment Treaties. While
CGCC continues to help improve U.S. business prospects for Chinese enterprises, we will also help more

Chinese companies settle down and grow in the U.S.
) /\-

YUAN NING
CHAIRMAN, CHINA GENERAL CHAMBER OF COMMERCE- U.S.A.
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EXECUTIVE SUMMARY

he Business Environment Survey aims to evaluate the U.S. business environment, the performance of

Chinese companies investing in the U.S., and their future development. From June to August, 2014,
CGCC distributed more than 300 copies of the questionnaire through its regional chapters and industrial
committees, and collected 101 responses.

The respondents, including both CGCC members and nonmembers, represent Chinese companies of
different sizes, locations, industries, and ownership structures that currently invest in the U.S. People
who completed the surveys were senior executives of the sample enterprises.

Most of the respondents reported positive views about the U.S. business climate, and 76% were optimistic
about the future of their investment. However, many question the fairness of U.S. trade remedies,
including antidumping and countervailing measures.

The major motives for the respondents to invest in the U.S. are to enter the U.S. market, enhance
corporate image, and acquire advanced technologies. Respondents reported overall positive investment
results. 68% indicated their business revenues increased in 2013, though profit margins were moderate.
They also reported that labor costs, cultural differences, tax burdens, and slow economic growth were
the major risks and challenges for their business development in the U.S.

Respondents mainly invest in the U.S. through mergers and acquisitions (42%) and green-field investment
(25%, mostly of manufacturing facilities). More than half of those that had conducted mergers and
acquisitions were satisfied with the transactions, but reported post-deal reconstructuring was a main
challenge. In addition, the CFIUS review has raised a fair amount of controversies for being political and
not transparent.

Most of the respondents are localizing, as reflected in the increasing ratio of locally-recruited employees.
The average ratio of locally-hired employees rose from 71% in 2010 to 74% in 2013, and is expected to
reach 81% in 2016. The overall local employees to total employees ratio of the 101 responded enterprises
was as high as 96% in 2013.

Visa issuance was still a concern widely shared among the respondents, as 31% had suffered business
loss due to failures obtaining U.S. visas. As a result, 29% of the sample companies expressed that they
would avoid holding meetings for customers and employees in the U.S.

In summary, Chinese investment in the U.S. is experiencing fast growth, and Chinese investors are
cautiously optimistic about both the current U.S. business environment and future developments.
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RESPONDENT PROFILES

From June to August, 2014, CGCC distributed over 300 copies of the questionaire and collected 101 re-
sponses. These respondents represent a diverse sample of Chinese enterprises currently investing in the
U.S. The questionaires were completed by senior executives of the sample companies.

CROSS-SECTOR REPRESENTATION Industry Distribution

Fourty eight percent of the respondents
are in the secondary industry, which in-
cludes fabric, energy, automobile, con-
struction and other types of production or
manufacturing. 46% of the respondents
are in the tertiary industry, such as culture
and education, healthcare, finance and in-
surance, transportation, and other service
industries. 6% of the respondents conduct
business in the primary industry, typically
farming and food production.

® Primary Industry ®Secondary Industry ® Tertiary Industry

VARIED DURATION OF OPERATION IN THE U.S.

Years of Doing Business in the

us The respondents’ duration of operation in
the U.S. range from more than 30 years to
less than 1 year. Shortly after China’s “Reform
and Opening-up” in 1978, Chinese companies
started to open offices in the U.S. An increas-
ing number of Chinese entered the U.S. mar-
1% ket in the last decade, due to Chinese gov-
ernment’s “Go Globe” Strategy and relevant
pro-investment policies.

25% 25%
22%

17%

Lessthan3 3to5years 5to 10 years 10to 20 More than 20
years years years



VARIED SIZE OF BUSINESS

Thirty four percent of the respondents
reported revenue in 2013 of less than 5
million dollars, which were mainly private
trading companies. Larger companies tend
to own real assets in the U.S. Some larger
companies are Chinese State-Owned En-
terprises.

Number of Employees in 2013

28%
26%

20%

2013 Revenue (in USD)

34%

23%

0,
13% 14%
i
6%

Less Than 5 5-10 Million 10-50 Million ~ 50-100 100-500  Larger Than
Million Million Million 500 Million

19%

Most of the respondent companies have
100 or fewer employees. Companies that
reported a larger workforce tend to have
manufacturing facilities in the U.S.

Less Than 5 5-10 Employees 10-50 50-100 More Than 100

Employees Employees Employees

Employees

U.S. IS A KEY DESTINATION FOR CHINESE ENTERPRISES’ GLOBAL INVESTMENT

The U.S. market is important to most Chi-
nese investors. 34% of the respondents
consider the U.S. the most important over-
seas market. 94% view the U.S. a key in-
vestment destination.

Importance of US Market

First Second or Third  Not Top 3, But One Not a Key
of the Key Destination
Destinations




BUSINESS PERFORMANCE

The recovery of the U.S. economy following the 2008 financial crisis has created new investment op-
portunities for Chinese investors. The majority of respondents reported increasing business activities
in 2013. As most of the respondents are optimistic about the future of U.S. economy, we expect Chi-
nese investmentin the U.S. to continue to grow in the coming years.

MARKET ACCESS IS THE LARGEST MOTIVATION

Motivations for Investing in the US

To Enter the U.S. Market 88%

To Enhance Corporate Image 43%

To Acquire Advanced Technology 37%

To Obtain Internationally Well-known Brand 23%

To Meet the Demand of Overseas Development for 200,
Existing Customers °

To Reduce Dependence on the Chinese Market 21%

To Produce or Purchase Goods in the U.S. to 11%
Supply the Chinese Market _— °

To Reduce the Cost of Trade 1%
To Reduce the Cost of Production - 4%

To Acquire Critical Material = 4%

To Serve the Immigration Purpose of Investors or 20,
Managers g </

To Expend Surplus Capital = 2%
Other Reasons 1%
As a Result of Investor's Personal Preferences 1%

To Reduce Tax Burden 0%

Eighty eight percent of the respondents expressed that “To enter the U.S. market” is one of
the motivations to invest in the U.S. Other motivations include “To enhance corporate image”
(43%), and “To gain advanced technologies” (37%). Globalization and localization within certain
supply chains leads some manufacturing companies to invest in the U.S.



67% OF COMPANIES REPORT A REVENUE INCREASE IN 2013

) ) Change of Revenue in 2013
Sixty seven percent of companies reported
a revenue increase in 2013, 23% remain
unchanged, and only 11% had a decrease
in revenue.

23%

Increased Unchanged Decreased

31% OF THE COMPANIES ARE OP-

Net Profit in 2013
ERATING AT A LOSS

- In 2013, 31% of the respondant compa-

nies were operating at a loss, 45% broke
even, and 22% were profitable.

22%
16%

Great Loss Slight Loss Break Even  Slightly Largely
Profited Profited

U.S. PROFIT MARGIN LARGELY Comparison of US Profit
ALIGNED WITH GLOBAL LEVEL Margin to the Global Level
20%
17%
of the U.S. In comparison, 37% respon- l .
dents reported higher profit margin in the

S. % ofthe r ndents’ orofit margin Much Lower  Slightly Remained Slightly ~ Much Higher
U.S.38% 0 € respo dents pro arg than Global Lower than (Nearly)the Higher than then Global

are comparable to the global average. Profit Rate Global Profit ~ Same  Global Profit Profit Rate
Rate Rate

38%

Chinese investors, who profited in 2013,
found the U.S. market to be highly com-
petitive. 25% of the respondents reported
higher profit margin for operations outside




Extent of Business Activities in
2013 Compared to 2012

40%
37%

16%

GROWING BUSINESS ACTIVITIES

The majority (56%) increased their activi-
ties in 2013, which is consistent with the
overall trend of Chinese investment in the
U.S. 37% reported no change in the past
year. Only 6% of the respondents reported
reduced business activities in the U.S. in
2013, compared to the previous year.

Much Slightly Remained Slightly Much
Decreased Decreased the Same Increased Increased
96% EXPECT REVENUE TO IN- The Expectations for Revenue
Increase in the Next 5 Years

CREASE IN THE NEXT 5 YEARS
Forty six percent of respondents expect
only slight (1%-20%) increase in revenue
in the next 5 years. In comparison, 13% ex-
pect to double current revenues by 2018.

Will Increase
100% and up

Will Increase
51%-100%

Will Increase  Will Increase
1%-20% 21%-50%

No Increase



BUSINESS ENVIRONMENT EVALUATION

The majority of respondents hold positive views about the U.S. business environment. About half of the
respondents report business climate improvement in the U.S., and a majority are optimistic about the
coming 3-5 years. The respondents also share generally positive views about the U.S. legal, social and
political systems. In contrast, their view towards certain federal government actions is relatively negative.

BUSINESS ENVIRONMENT SEEN AS IMPROVED OR UNCHANGED

Change in US Business Environment

in the Past Two Years Forty seven percent of respondents felt
that the U.S. business environment im-
46% proved from 2012 to 2014. 46% felt that

42%
the business environment did not change,

and 7% reported declination.

Much Worse Worse Unchanged Better Much Better

75% OF INVESTORS ARE OPTIMISTIC ABOUT THE NEAR FUTURE

US Business Outlook in the Next 3
Although only 47% reported improvement to 5 Years
in the U.S. business environment in the
past 2 years, 75% of respondents were op-
timistic about next 3 to 5 years. The results
indicate that Chinese investment in the

U.S. will likely continue to grow. 27%

Very Slightly Neutral Slightly Very Optimistic
Pessimistic Pessimistic Optimistic



VARIOUS U.S. INSTITUTIONS VIEWED POSITIVELY, TRADE REMEDIES VIEWED
NEGATIVELY

The respondents are relatively satisfied with the legal, social and political institutions in the U.S.

ai

“Business Operational Accountability”, “Compliance with Code of Business Conduct”, “Business
Transparency”, and “Social Innovation Capacity” received very high scores.

“U.S.-China Economic and Trade Relation”, “Political Stability”, “Tax Policy”, and “Business Fair-
ness” receive more ambiguous, but generally positive responses.

The respondents, however, have negative views about the U.S. trade remedies. 43% consider
the remedies unfair, while 44% remain neutral. This raises questions regarding the antidumping
and countervailing duty investigations on certain Chinese products.

Evaluation of the US Business Environment

U.S.-China Economic and Trade Relations
Political Stability

Attitude towards Chinese Companies and Products
Legal Environment

Tax Policy

Social Tolerance

Social Fairness

Social Innovation Capacity

Business Transparency

Business Operational Accountability
Compliance with Code of Business Conduct

Business Fairness

International Trade Remedies, including
Antidumping and Countervailing Duty Investigations

it

0% 20% 40% 60% 80% 100%

mVery Bad mSomewhatBad = Neutral mSomewhatGood mVery Good



HIGH LABOR COSTS AND CULTURAL DIFFERENCES LEAD COMPANIES’ RISKS

Major Risks Chinese Enterprises Face in the US

High Labor Costs

Slow Economic Growth

Cultural Differences

Heavy Tax Burden

Unfavorable Federal Government Policies
Visa and Immigration Barriers

Complex and Confusing Legal Rules
Shortage of Local Managers

Protectionism

Unfavorable State and Local Government
Policies
Overly Strict Government Monitoring and
Intervention

Lack of Non-managerial Staff
Difficulty in Obtaining Permits

Governmental Inefficiency

s 7
D 6%
I 5%
D 1%
D 1%
I 0%
D 0%
I 25%
1%

W 6%

B 1%

B 8%

-

B 7%

“High labor costs” is the greatest risk that Chinese companies facing in the U.S. market, largely
exceeds the challenge brought by the slow economic growth. “Cultural Differences” is also of

great concern to many Chinese companies.

“Tax Policies”, “Legal rules”, “Immigration Policies”,

and “Other Administrative constraints” are also highly weighted by the respondents.

“The Lack of Non-managerial Staff”, “Difficulty in Obtaining Permits”, and “Government Ineffi-
ciency” are of less concern for Chinese investors.



INTENSE COMPETITION IN THE U.S. MARKET

Consistent with the reported average revenues and profit margins, the survey results show a
highly competitive U.S. market for Chinese investors. Only 1% of the respondents consider the
U.S. economy mildly competitive and 15% hold a neutral view, while 84% reported fierce com-
petition.

Competition in the US Market

44%
40%

Much Less Less Neutral Somewhat Highly
Competitive =~ Competitive Competitive =~ Competitive

Fifty seven percent of the respondents reported U.S. companies as their major competitors.
23% perceive other Chinese companies in the U.S. as their major competitors.

Competitor Composition

m Other Chinese Firms in the
U.S.

u Other Foriegn Firms

m Firms That were
Established by Chinese
Americans

= U.S. Firms
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INVESTMENT

Although China’s stock of investment in the U.S. remains low in comparison to other major economies,
it is expected to increase significantly in the near future. Chinese companies invest in the U.S. for various
reasons, and they face different challenges.

MIXED INVESTMENT APPROACHES

Chinese companies invest in the U.S. through mixed approaches, including green-field invest-
ment and Mergers and Acquisitions (M&A). A majority of the respondents that reported green-
field investment were manufacturing companies that possess comparative advantages. 42% of
the respondents invested in the U.S. through mergers and acquisitions.

Investment Approaches

u Greenfield Investment

m Merger or Acquisition using
Mainly Stock Shares

u Merger or Acquisition using
Mainly Assets

= Joint Venture

m Others

EXPANDING MARKET SHARE IS A MAJOR REASON FOR M&A

Seventy four percent of respondents indicated M&A would help companies to expand their
market share. Only 11% chose “Chinese Government’s Encouragement” as the main reason,
indicating that the great majority of Chinese companies conduct M&A for business reasons in

the U.S.



11

Motivations of M&A

Expanding Market Share [ 74%
Acquiring Technology [ 45%
Enlarging Business Scale [N 45%
Acquiring Good Assets [ 42%
Building a Global Brand | 40%
Obtaining Market Access [ 38%
Acquiring High-quality Human Capital [ 32%

Chinese Government's Encouragement [ 11%

RESTRUCTURING IS THE MAJOR CHALLENGE OF M&A TRANSACTIONS

“Post-closing Reconstructuring” is the biggest challenge for Chinese companies that have en-
gaged in mergers and acquisitions (64% of the respondents). Chinese companies’ increasing
M&A activities will likely generate increasing demand on professional services in such area.

Major Challenges of M&A

Postdeal Restructuring - |EG_—— o
psset Apprasel EEG—
Cooperation of the Target's Management | NN 40%
Maintaining Target's Existing Customers _ 319
and Suppliers 0
Acquiring Governmental Approvals [ I 27°%

Transparency of Relevatnt Laws and 259%
Regulations — °

Support from Minority Share Holders [l 18%
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SATISFACTION WITH HISTORICAL M&A TRANSACTIONS

More than half (56%) of the companies are satisfied with their past M&A transactions. Only 8%
show a certain degree of unsatisfication. These results suggest that M&A will remain a popular
investment approach for Chinese investors in the near future.

Satisfaction to Historical Transactions

42%
36%

14%

Very Somewhat Neutral Somewhat  Very Satisfied
Unsatisfied Unsatisfied Satisfied

THE NATIONAL SECURITY REVIEW IS NOT TRANSPARENT, AND LACK OF
KNOWLEDGEMET

Perception to CFIUS Process Have You Ever Given Up Investment Due to
Concerns with CFIUS Review?

1%

= Unaware
m Political, Not Transparent =No mYes

u Lawful and Transparent

Except for 45% of respondents who were not aware of the CFIUS review, 42% think CFIUS to be
political and not transparent, more than three times of those who think otherwise. 11% had
withdrawn their investment projects due to concern of CFIUS.
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HUMAN RESOURCES

The results of Chinese companies” HR practices illustrates that they are becoming localized in the U.S.
Many are keen to hire more local employees, while assigning fewer managers from China.

PERCENTAGE OF LOCALLY HIRED EMPLOYEES INCREASED

The mathmetical average percentage of locally hired employees of the surveyed enterprises
increases from 71% in 2010 to 74% in 2013, and it is expected to rise to 81% in 2016.

The overall local hired employees compared to the gross number of employees is as high as
96% in 2013 for all the companies surveyed.

Percentage of Local Hired Employees on

Average
82% 81% 81%
-

SO:/" 78% , & - =
78% ,‘ -
76% 74% 74%,% -
74% _ -
7 M
70%
68%
66%
64%

2010 2011 2012 2013 2014 2015 2016

Percent of Overall Locally Hired Employees of all the Respondant Companies

2010 2011 2012 2013 2014 2015 2016

97.03% | 95.60% | 95.12% | 95.64% | 98.44% | 98.34% | 98.32%
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Recruitment Difficulty COMPENSATION IS A MAIJOR Is-
SUE FOR LOCAL RECRUITMENT

= Not a Problem

uYes, B f L H H

o oo ation MOST of the Chinese companies reported
having no difficulties in hiring local talents,

= Yes, Because of Cutural  While 26% reported difficulty due to lack

Differences L. .
of competitive salary. Cultural difference

= Yes, Because Some also contributes to recruitment difficulty,
Ameri Al t Willi

towork for chinese — reported by 10% of the respondents.
Companies

VISA REMAINS A PROBLEM FOR SOME RESPONDENTS

31% of respondents report losses due to employees’ failures to obtain visas in time. 29% report
that they would avoid holding meetings in the U.S. because of such difficulty.

Companies That Would Avoid Business Losses Due to
Arranging Meetings for Customers Uncertainty of Visa Issuance
and Staff Due to Uncertainty of
Visa Issuance

mYes ENo mYes mNo
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ABOUT CGCC XFxEPEIEHBES

Founded in 2005, China General Chamber of Commerce - U.S.A. (CGCC) is the largest nonprofit
organization representing Chinese enterprises in the United States. CGCC’s mission is to promote
Chinese investment in the U.S., support the legal rights and interests of members, and enhance
cooperation between Chinese and U.S. business communities.

As China’s economy continues to grow, more Chinese companies are engaging in outbound investment.
Because of the economic upgrade from export oriented to overseas investment oriented, China has
become a major source of foreign direct investment. In 2013 China’s overseas investment reached $85
billion, and the United States was among the top destinations. Numerous milestone deals were achieved
in the past two years, such as Wangxiang—A123 acquisition, the Shuanghui—Smithfield acquisition,
China Construction America- PLAZA Construction acquisition and the Greenland Group’s Atlantic Yards
project in New York City. All of these historic transactions involved CGCC members. Accroding to CGCC’s
estimation Chinese investors have created and retained approximately 200,000 jobs in the United States.

Today, CGCC has six regional chapters across the U.S., located in Chicago, Houston, Los Angeles, New
York City, San Francisco and Washington D.C. It also has a growing number of industrial committees
covering focus industries for Chinese investors, such as Automotive, Energy & Chemical Industry, Finance,
Information Technology, Real Estate, Trade and Transportation & Logistics. 38 CGCC members are Fortune
500 companies.
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CGCC FOUNDATION | EEHELEHEEES

he CGCC Foundation is a IRS 501(c)(3) charitable organization affiliates to China General Chamber of
Commerce- U.S.A. It is dedicated to help Chinese enterprises fulfill social responsibilities, give back to
the local community and enhance mutual understanding between people of China and the U.S.
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Contributors:
Richard X. HUANG Ph.D. Executive Director, CGCC
JiLl).D. Associate Professor, Rutgers University, School of Law

Junchen PAN
Xiaotong SHAN M.Eng/M.Sc.

Research Assistant, CGCC
Manager, CGCC

MPA Candidate, NYU
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