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Since 2007, the German Chamber of Commerce in China’s
annual business confidence survey has been a key gauge
for measuring the business sentiment of German companies
operating in China. As of 2016 the German Chamber of
Commerce in China has approximately 2,500 member
companies, representing about 50% of German companies
operating in China. This year’s survey was conducted between
18t and 28th September 2016. In total the survey comprised of
49 questions, focusing on business outlook and performance,
market conditions and investment climate, as well as Industry
4.0. The survey was conducted online among German
companies in China. After controlling the dataset for quality, 426
valid responses were collected, resulting in a representative
and statistically significant sample for the analysis of German
companies in China.
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KEY FINDINGS

BUSINESS CONFIDENCE
SURVEY 2016

Difficult Economic Situation, Optimistic Outlook

German companies experience 2016 as the most economically difficult of recent years. The
overall outlook for 2017 is more positive, reflecting the belief of German companies in the
Chinese market and its recovery. Of all industries, automotive is most optimistic, but is also
the only industry to curb expectations for 2017. On a subjective level, a third of German
companies feel less welcome in China than before. This applies to 42% of companies that
have been present in China for over ten years.

HR challenges, Legal Uncertainty and Internet Issues

Increasing labor costs and shortage of qualified staff remain key challenges, while growing
legal uncertainty and unclear regulatory frameworks move up in the rank of major business
challenges for German companies in China. Internet speed and access also continue to be
pressing issues.

Domestic Competition and Innovation

Newly included in this year’s survey, over two thirds of companies voice concerns about
China’s economic situation as well as increasing domestic competition as major business
challenges. China’s role as innovator is perceived to be increasing: More than a third of
German companies believe that Chinese companies can become innovation leaders in their
industry within the next five years.

Less Enthusiasm Regarding Economic Reforms, Investment more Hesitant

An overwhelming majority (89%) has no plans to leave China in the near future. At the same
time, investment has become more hesitant with investment intentions by German companies
at new locations within China reaching a 3-year low. The effects of China’s economic reforms
on the investment climate are seen with less enthusiasm compared to previous years.

Industry 4.0 in Early Stages, but Expansion Under Way

The conditions for implementing Industry 4.0 are generally rated positively or neutral. While
Industry 4.0 is still in early stages at the local production facilities of many German companies
in China, planning and implementation of Industry 4.0 is under way to a wider extent.
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Business Confidence Survey 2016

Regional Distribution

Two thirds of respondents are
concentrated in the first-tier cities
Beijing, Shanghai, Guangzhou
and Shenzhen. Over 95% of
German business is located in
the main economic clusters in
the Yangtze Delta (East), the
Bohai Economic Rim (North)
and the Pearl River Delta (South
East) while a smaller number of
companies are established in the
South West, e.g. Chengdu and
Chongqing and in other regions.

In which city in mainland China is
your company located?*

*Some figures in this report may show
deviations from 100% due to rounding up.

8%

Other North

13%

Beijing

6%

Other South
7%
Shenzhen/
Guangzhou

20%

Other East

46%

Shanghai

Greater China Presence

70% of respondents maintain additional branches in Greater China, while 30% only have one
operation in this region. Of all respondents, 61% maintain at least one other branch in mainland
China and nearly a third have offices in Hong Kong.

Where in Greater China does your
mother company have additional
branches? (Multiple answers
possible).

61%

31%

Hong Kong

19%

Mainland China Taiwan Macau

30%

None



German Business in China

Greater China or Asia Headquarters

Over half of respondents have their Greater China or Asia headquarters in Shanghai or Beijing.
Outside mainland China, the most important locations are Hong Kong and Singapore, together

accounting for 12%.

Where is your mother
company’s Greater China or
Asia headquarters located?

Legal Form

Wholly Foreign-Owned Enterprises
(WFOE) are the most common
legal form for German companies.
The share of companies
registered as WFOEs (71%) has
increased since 2007, when only
52% were registered as such
and a higher share of companies
were registered as representative
offices (27%). The distribution of
types of legal forms has remained
relatively steady since 2012.

Please describe the legal status
of your company.

42%
13%
7% °
I S 4% 99, 29,
- [ | [ ]
> S ) o O O
{é@(\ é,\\\(\ \J\‘Q < rzﬂé ,@\0 QO . q/L(\O @)\(\o
%‘Q\ \2\00 %\0 O\gb
6% 5%
o Other
Representative
Office
7%
Holding
1%
Joint
Venture

14%
10% I
) \@
R
eo\

1%

WFOE
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Number of Employees

German business in China is characterized by small and medium size enterprises (SME),
representing the economic importance of the “Mittelstand” in Germany. 73% of respondents
have fewer than 250 employees in their local operations.

Please indicate the
number of employees so2s0 ||| ::
working at your company’s
local operation. 21000 || T 15
1000-2999 - 6%

>2999 - 6%

Turnover

Similarly, turnover also reflects the small to medium sized nature of German business. Two
thirds of respondents achieve a turnover of less than RMB 250 million in their local operations.

<smion | 157

Please indicate your
local operation’s annual s-somition [ I, -7
turnover for 2015 in RMB. N

s1-250 miltion | 2:°:

251-s00 miion | 13

501-999 million _ 7%

>909 milion | 14




German Business in China

Industry

Machinery and industrial equipment together with automotive make up 46% of German
business in China. This ranking has remained stable over the last few years, with consulting
and legal services (also including technical consulting and certification service) following to
form the top three. The remainder of the industrial breakdown is more diverse with plastic and
metal products making up just over 5%, followed by construction and consumer goods.

Please specify the main industry
of your company.

Machinery/Industrial Equipment NN 28%
Automotive I 18%
Consulting/Legal Services I 12%
Plastic/Metal Products N 5%
Construction I 4%
Consumer Goods N 4%
Finance/Insurance N 4%
Electronics I 4%
IT/Telecommunications M 3%
Logistics Il 3%
Chemicals Il 3%
Medical Supplies HE 2%
Environmental Products/Services TR 2%
Tourism W 1%
Pharmaceuticals B 1%

Aerospace B 1%
Other I 7%
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Main Fields of Business

Production, services and sales/marketing are the most important fields of business for
German companies and have remained relatively stable over the last few years. Nearly half
of all companies maintain production facilities. Other business areas are of less importance
for German business. While 40% of respondents state that they conduct research and
development (R&D) in China or plan to establish R&D activities in the next 24 months (see
chapter on Research and Development), only 13% currently regard R&D as one of their main
fields of business.

46% 48% 48%

Please indicate your
local gntlty s mam.ﬂeld 19% 16% 14% 13%
of business. (Multiple
answers possible). . e

& P & & &

& () 'z> NG A

Q&Ob\) C)Q:‘ \@ 'b&\l— <& . C)&Q, ‘0(\@,
& \Q\ $
(,)’b O(\Qo kob

Time in China

Over half of all companies (57%) have been in China for more than ten years. However, 9%
of companies have operated in China for three years or less. This reflects a steady influx of
new investments, while on the other hand this number is slightly lower than in previous years,
demonstrating some hesitation towards new investments in China. Overall, the majority of
German companies have gained significant experience in the market and have been able to
position themselves accordingly.

33%
How many years has your
company been physically 24%
present in China? 21%
13%
5%
< 2years 2-3 years 4-6 years 7-10 years 11-15 years >15 years
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Expectations for China’s economy

Expectations of responding companies for the economic situation are relatively negative in
2016, but with a clear turn for the better in 2017. This corresponds with a slowdown of GDP
growth from previous years to 6.7% in the first three quarters of 2016. The outlook for 2017
is more positive, reflecting the belief of German companies in the Chinese market and its
recovery.

How do you evaluate the Chinese economy and general
development of your industry in China for this year (2016)?

How would you describe the development of the Chinese
economy and general outlook for your industry in China in
20177

Expectations for China’s economy

43% 41%

2015 2016 2017

Improving Unchanged === \\orsening
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Outlook for Own Industry

As in previous surveys, the results show that companies envision prospects of their own
industries more positively than the outlook of the overall economy. While for 2017 only 29% of
German companies expect an improving development of the Chinese economy, 46% report an
improving general outlook for their own industry. These numbers show variation when further
differentiated by industries.

Automotive is by far the most optimistic. Two thirds of companies report an improving
general outlook for their industry in 2016. However, automotive is also the only industry to
curb expectations for 2017. Machinery has had a difficult year in 2016: More than one in
three companies (35%) report a worsening general outlook. Expectations for 2017 are more
optimistic, but still remain slightly behind the all industry average.

How do you evaluate the Chinese economy and general
development of your industry in China for this year (2016)?

How would you describe the development of the Chinese
economy and general outlook for your industry in China in

20177
Outlook for Own Industry
1) 0, 1)
267 J18% % o7 N " I, I 17% 22%,
26% (- 1o 2
36% o sl .
34% § 36% 399, [42% 39%
39%
65% 57% .
39  46% 41% S0% 399,  42% . 40%

2016 2017 2016 2017 2016 2017 2016 2017 2016 2017

All industries Automotive Plastic/Metal Services Machinery

Improving M Neutral B Worsening
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Expectations on Reaching Business Targets

When asking companies about reaching their business targets, the downward trend for 2016
is reflected, but again with a more positive outlook for 2017. 50% of respondents expect to
exceed or reach their business targets in 2017, but the share of companies, which expect that
they can exceed their China targets is getting smaller.

To what extent were you able to achieve your business targets
in 2015, 2016 and what are your expectations for 20177?

39% 40%
33% 32%
o
29% 27%
22% 22%
20% . 20% 19%
16% 14%15% [ 440,
0% 10%go;,
5% 4%
Exceed Achieve Mostly Achieve Partly Achieve Not Achieve

2014 m®2Q015 2016 (forecast) M 2017 (expectation)
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Key Business Indicators

Growth expectations for turnover, profits, investment and employment also reflect an adjustment
for 2016 with a more positive outlook into the next year. More than half of all companies expect
turnover to grow in 2016, with this share going up to two thirds in 2017.

However, one in four companies report decreasing profits in 2016 with variations between
different industries. Due to mostly optimistic expectations for the next year, this does not
reflect on investment and employment plans: A large share of respondents (47% and 49%
respectively) expect to keep investment and employment at similar levels next year and over
40% expect to make increases.

27%

Please indicate the year-on-year 26% 37% ) . ) 49%
development for your company 34% AT% 49%
in the respective areas (turnover,
T 65%
profit, investment, employment). 3 20
2% a2% OB gy sw 3% 42%
Forecast for 2016 compared to
2015. 2016 2017 2016 2017 2016 2017 2016 2017
Turnover Profit Investment Employment
EXpeCtationS for 201 7 Compared Increase M Similar W Decrease

to 2016.

Profit forecast/expectation 2016 and 2017

0, 0, 5% |
oo

27%
22%
37% °
34% 40%
34%
52% 66% 68%

0 @ 9
42% 30% 42%
2016 2017 2016 2017 2016 2017

All industries Machinery
Automotive

Increase M Similar Il Decrease
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After a strong performance in 2014, all key business indicators have shifted to lower growth
expectations, however the adjustment is relatively moderate. Companies have become
slightly more hesitant to increase investment and employment, partly due to changing market
conditions and to accommodate lower growth expectations.

Share of respondents expecting increases
in key business indicators

74%
70% o
65% 64% 65%
— ) 60%
58% o1 ’ 56%
509 51% 52%
o o °
53% 54% 45 42% 42%
48% 48% o ——— a5y
o
399 279 40%
2012 2013 2014 2015 2016 2017
e Turnover Profit e===|nvestment Employment

(2012-2015 from previous surveys)
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The Chinese market continues to play an important role in many of the parent companies’
global set up. For a large share of companies, China is among the top 3 markets in terms of
turnover and profit. This share, indicating the significance of the Chinese market for German
companies, has fallen since 2014 after years of increases. This can in part be explained by
slower growth, but also by improving conditions in other markets crucial to German business.

What status does your company’s local business have
within your mother company’s global turnover and profit?

Significance of Chinese market for
German Companies

36%
32%

30% 30%
129% 15% 14%15%
“¥ I I

Top 1 Market  AmongTop3 1 Among Many LowPriority Not Applicable
Markets

B Global Turnover Global Profit

Share of companies indicating that China is
their top 1 market or among top 3 markets

579% 60% 61%
F—
50% 51%
42%
38%
2012 2013 2014 2015 2016
=@=—Turnover Profit

(2012-2015 from previous surveys)




German Business in China

Motives for Market Presence

German companies see the sales potential in the Chinese market as the most important reason
for their engagement. Being present in the Asian market and following their key accounts are
ranked second and third. The ranking of these motives has remained stable since the German
Chamber began conducting the Business Confidence Survey in 2007.

How important are the following reasons for
your company’s presence in China?

Sales Potential 8%l 1%
Presence in Asian market 15%
Following key accounts 35% 36% 19%
Ability to adapt products to local market 24%
Cooperation with local companies 29%
Lower sourcing/procurement costs 25%
Lower production costs 29%
Proximity to suppliers 28%
R&D 31%
0% 20% 40% 60% 80% 100%
B \Very Important M Important Neutral B Not Important

Main Markets

In line with the importance of the sales potential in the Chinese market, the majority of
respondents (72%) state that mainland China is their most important market in terms of revenue
generation, while only 28% regard export destinations as their most important market. These
shares have stayed roughly similar over the last few years. German companies operate in
China for the Chinese market.

7%

Other

72%

Mainland
China

Please indicate the most

important market in terms of 4%
revenue generation for your USA
company’s local operation.

18%

Europe
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The main economic clusters along the coast of China — Yangtze Delta, Bohai Rim and the
Pearl River Delta — are where the majority of German companies are located and are also
their most important business regions. In addition to these main clusters, German companies
also maintain close business relations with the Southwest (important hubs in Chengdu and
Chonggqing), the North (with Changchun as its economic center), as well as some of the central
regions. One in six companies considers these areas to be among their main business regions,
which illustrates these regions’ potential for further development.

Which regions in China are the most important for your businesses? (Multiple answers
possible).

West 3%

Central 16% o North 15%
F"\-
e} I
Southwest 18% '

Other South 6%
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Supply Chain

Most German companies source goods from outside China (59%) while 16% only source from
within China. Of those who source goods for their local operation from outside China, 98%
percent source from Germany and other EU countries. ASEAN countries are significantly less
important for the supply chain of German companies in China and with only a low share of
companies reporting increasing importance, this is not likely to change in the near future. A
very small share of companies also report to increasing the sourcing of goods from India and
the US.

25%

N/A,
Does your local supply chain Do Not

source goods from outside of
China?

Source

0
16% 29%

No, China
Only

Please evaluate the importance of other regions for the supply
chain of your local operation, compared to your Chinese
supply chain.

Germany
Other EU
Thailand
Vietnam
Philippines
Malaysia

Indonesia

Other

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%

Increasing Unchanged M Decreasing M Not Used
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German Business in China

Top 10 Business Challenges

Human resources remain the biggest area of concern for German companies in China: Three out
of four companies regard increasing labor costs and finding qualified staff as a problem or major
problem.

Retaining qualified staff has become less urgent in the last few years. The share of companies
seeing this as a problem has gradually declined from 75% in 2012 to 60% in 2016. This can be
explained by more uncertainty in the labor market as the economy cools. Due to the introduction of
two new categories (economic slowdown and domestic competition) in this year’s survey, “retaining
qualified staff” has dropped from rank 3 to 5 and the new categories have jumped to rank 3 and 4.

As the business outlook data suggests, German companies experience 2016 as the most
economically difficult of recent years. This is also reflected in respondents’ assessment of business
challenges: 70% of all companies regard the changes of the economic situation in China/the
economic slowdown as a problem (more than half of respondents list it as a “major problem”). At
the same time, domestic competition is a problem for two thirds of respondents and enters rank 4.

Legal uncertainty and unclear regulatory frameworks have gained relevance and moved from rank
9 to rank 6. Bureaucracy/administrative hurdles and intellectual property concerns also rank in the
top 10 challenges, which further underlines that the regulatory environment remains a challenge
for German business. Internet access and speed issues also remain pressing for more than half of
respondents.

Please evaluate your current business challenges (24
categories total). (2015 from previous survey).

Increasing labor costs 79%
& I, 7

74%

Finding AUl e St | -2

0,
Changes of economic situation in China / economic slowdown 70%

0,
Domestic competition 67%

60%

Retaiing aualed a1 |

0,
Legal uncertainty and unclear regulatory frameworks ] 48%52 ’

- 51%
Internet access restrictions | 52’

51%

Sl et speed | 5’
0,
Bureaucracy/administrative hrdles . | 57

[}
Protection of intellectual property I 448?%A’

Share of respondents regarding the

2016 W2015 .
category as a problem or major problem
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Competition

Domestic competition ranks fourth in this year’s business challenges. This corresponds with
75% of German companies facing increasing competition from mainland China. The competition
is growing more strongly than from other countries in Asia, the US and from Europe. As in
previous years, only a small share reports not having Chinese competitors (4%).

Please evaluate the origin of the competition faced by your local

operation.
4%
1% o 21%
20% 9% 26% 31% . 34%
= 7(!/o 4 4% 4 5%
A T .
53% 7% L
0,
75% 54% 51% 60% -
43% 49%
28% . .
14 /o 13 A) 12% 10% 7% 6%
Mainland Europe Japan Korea us Taiwan HongKong  Other
China
Increasing Unchanged M Decreasing M Nota Competitor

The share of companies reporting increasing competition from mainland China has been high
for years and is increasing.

Share of companies reporting increasing
competition from mainland China

75.1%
73.6%

63,69 69.6%
. (1]

2013 2014 2015 2016
(2013 — 2015 from previous surveys)




German Business in China

In many industries, German companies produce goods relatively high up the value chain.
However, German companies are also recognizing the innovative potential of Chinese
companies: 35% of companies think it likely that Chinese companies can become innovation
leaders (up from 30% in 2015). At the same time and despite increasing competition, nearly
half of respondents (46%) think it unlikely that Chinese competitors can become innovation
leaders within the next five years.

36% 36%

0,
Do you think Chinese 25%28% ..
competitors can become 18%
innovation leaders in . 1% 10%
your industry within the a% % .
next 5 years? (2015 from |
previous survey). Very Likely Likely Neutral Unlikely  Very Unlikely

W 2015 #2016

In addition to innovation, modern manufacturing facilities are also important factors in a
competitive environment. German companies, which maintain a production site in China are
confident regarding the state of their facilities: More than three quarters assess their production
facilities to be more advanced than those of Chinese competitors.

1% 3%
8%
How do you assess
the technological 15%
sophistication of your
production facilities at your
company in comparison

with the following? (Data 379%
only takes companies with
local production in China
into account).

76%

29%

Chinese competitors Company’s factory in Germany

Very Advanced/Advanced Similar B Less Advanced B Not Applicable
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Foreign Business in China

For the first time this year, respondents were asked, on a subjective level, how welcome they
feel in China compared to before. Across all industries, the majority of companies feel as
welcome as or more welcome than before. However, the share of companies feeling less
welcome is large - with the highest share in the service sector and also a high share (42%) of
companies that have been present in China for more than ten years.

Allindustries | 10% 52%
Do you, as a foreign _
. L s (A o
business, feel more g
welcome or less welcome 5 wiachinery 7% 54%
in China than before? =
Plastic/Metal 16% 47%
Automotive = 41% 67%
More welcome than before Unchanged W | ess welcome than before
®©
£
6 Over 10 years 8% 51%
c
® 6 years or less 21% 53%
3
>
CE‘ More welcome than before Unchanged B [ ess welcome than before

Neither business challenges nor feeling less welcome than before has short term consequences
on German companies’ engagement in China: 89% of respondents have no plans at all to
leave China within the next 12 months, while 10% have no specific plans, but are considering
leaving. For the vast majority of German companies, the benefits of doing business in China
outweigh the challenges.

10%

No, currently no
specific plans, but
we are considering

Does your company plan to leave
China within the next 12 months?

89%
No, we do not have any
plans at all 1 %
Yes, due to slowing
sales and profits
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Reforms are still mostly welcomed for their positive impact, however the initial enthusiasm
observed in 2014 has gradually decreased. Most reform items have scored a slightly lower
positive impact each year. With most companies being in China to serve the Chinese market,
the expansion of domestic consumption continues to be evaluated most positively. Improved
rule of law is also largely seen positively. Since many German companies struggle with
legal uncertainty and the regulatory environment, improvements in this area are going to be
welcomed. After a very positive evaluation in 2015, the anti-corruption drive has leveled just
below its 2014 value (53.9%), but continues to be seen positively by half of German companies.

Please evaluate the impact of the central government’s economic
policies and reforms on your company. (2015 from previous survey).

57%

Expanding domestic consumption

54%

Improved rule of law

50%

Anti-corruption drive

48%

Increased urbanization

45%

Free trade agreements

45%

Improved environmental protection

42%

Increased role of markets

37%

Reduction of red-tape

30%

RMB exchange rate liberalization

25%

Interest rate liberalization

23%

Reducing industrial over-capacities

2016 MW 2015

Share of respondents rating each item as having a positive
or very positive impact on their company




German Business in China

Respondents evaluate the Made in China 2025 strategy very positively: 54% of German
companies with production facilities in China regard its impact as positive or very positive for
their company’s operation over the next five years while only a small share (6%) has a negative
view. While the strategy aims at supporting Chinese companies to become more competitive
and move up the value-added chain, it also brings potential benefit to foreign or multinational
companies supplying critical technology in the priority sectors, or more generally may lead to
improvements in the regulatory environment, education systems etc.

How do you evaluate the Made in China 2025 strategy’s impact on
your company’s operation in China over the next 5 years? (Data
only for respondents with local production in China).

8%

No opinion

6%
Negative/
Very Negative

54%
Positive/
Very Positive

32%

Neutral
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German Business in China

Investment Climate

As in the last few years, the majority (52%) of German companies have felt that local
governments are friendly towards their local business operation. Companies also continue to
rate their current location positively for all fields of business.

43.8%
How friendly do you consider
” 38.8%
local authorities towards your
business operation?
8.6% 8.6%
. - 0.3°A)
Very Friendly Friendly Neutral Unfriendly Very Unfriendly

Please rate how attractive your
current location will be in the
future to your company for:

Sales/Marketing I EEEEEE . 7 2%o
Services |, 645
Trading NN 60%
Sourcing/Procurement NN  55%
Production . 52%
rR&D I 50%
Production related engineering [ N 47 %

Share of companies rating the respective business field as
"very attractive" or "attractive"




Business Confidence Survey 2016

The top influences on the investment climate have not changed from last year. However, there
is less enthusiasm regarding the positive influences (economic growth and reforms), which
is consistent with other findings of this survey. Internet speed and restrictions, as well as air
pollution, continue to be seen as harming investment by more than half of respondents.

Please evaluate how the following have affected the investment
climate (10 categories; 2015 from previous survey).

Positive: Top 3 Negative: Top 3

58% 59%  58% 58% 56% 57%

51% 50% 54%
44% 42% I I I

Growth of your main industry Economic reforms Economic growth Air quality Internet speed Internet restrictions

55%

W2015 ©2016 W2015 ©2016

Investment in New Locations

While one in four German companies plan to invest in a new location in China within the next
two years, there is generally more hesitation when compared to previous years.

The top investmentlocations are Shanghai (13%) and Beijing (9%), closely followed by Chengdu
(8%) and Chonggqing (6%) in Southwest China. Other important investment destinations for
German companies in China are Tianjin (6%), Shenzhen (5%), Guangzhou (5%), Wuhan
(5%), Shenyang (4%) and Suzhou (4%).

49%
48% o
46%

: : 419
Is your local business operation %

35%
or your headquarter planning any

investments in new locations in 30% 31% 26%
China within the next 2 years? 29%
17% 24% 25%
2013 2014 2015 2016
Yes Maybe — em====No

(2012-2015 from previous surveys)




German Business in China

An important investment motivation for 67% of companies is following key customers. Regional
diversification and cost reduction are important reasons for one in three companies. This is
also reflected by the diverse choice of investment locations throughout mainland China, which
allow for both regional diversification as well as cost reductions, partly because wages are
lower than in coastal tier-one cities. As in previous years, more than half of the planned new

investments involve manufacturing facilities.

What are your major motivations for the new
investment? (Multiple answers possible).

Following key customers
Regional diversification
Cost reduction

Better qualified staff
Investment incentives
Following key suppliers

Other

N, 67 %%
I 35%
I 30%

I 16%

I 1%
B 5%
I 13%

What types of investment are you considering? (Multiple
answers possible).

Production

Services

Sales/Marketing

R&D

Production related engineering
Sourcing/Procurement

Trading

Other

I, 52
I 5%
I 377
I 24

I 21

I 10%

B s

B 2%
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ASEAN Investment

The data confirms and magnifies the findings of our 2015 survey: The vast majority of German
companies in China (2016: 73%; 2015: 69%) do not currently plan to shift investments to
ASEAN countries. For those considering it (2016: 21%; 2015: 21%) and for the minority that is
making plans (2016: 6%; 2015: 10%), the main reasons align with those for new investments
within China: Following key customers, regional diversification and cost reduction are here
also the most important.

6%

Yes

Is your company planning to shift 730/
investments to ASEAN countries 0
. No

in the next 2 years?

21%

Maybe

What are your major motivations for investments in ASEAN
countries? (Multiple answers possible).

Following key customers _ 52%
Regional diversification _ 51%
cost reduction |, o7
Investment incentives _ 20%
Better qualified staff _ 14%
Following key suppliers - 9%
Other - 5%
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55% of German companies in China conduct R&D in China, plan to establish R&D in the
next two years or are considering doing so. This share has slightly increased from 2015. Key
reasons are the need for local adaptation and innovation. However, the scope and intensity of
R&D may vary widely. While 40% of all respondents are active in R&D, only 13% state it as one
of their main fields of business in China (see profiles of responding companies).

18% of responding companies engage in R&D in other countries, but not in China. Key reasons
not to engage in China are a focus on R&D in Germany, but also intellectual property concerns
and a lack of local technical expertise.

Do you already conduct R&D in
China or do you plan to establish
R&D activities in China in the
next 24 months (2015 from
previous survey).

2015 2016
Yes M Maybe HENo

Does your company engage in
R&D at other global locations?
(Only presented to respondents
who do not conduct or are
considering conducting R&D in
China).

60%
No
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What best describes your motivation for R&D activities in
China?

Please evaluate your decision not to engage in R&D in China.

89%
0 o
76% 76% 74%
V)
o 03% 5oy
o
I I 54%
Need for Need for Competitive Cost Focuson Intellectual No need for Lack of local

local local environment reductions German R&D property local R&D  technical
adaptation innovation concerns expertise

Key reasons to engage in R&D in China Key reasons NOT to engage in R&D in China
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The application of Industry 4.0 is still in early stages at the local production facilities of many
German companies in China: 14% state intensive or partial use. However, there is movement
towards wider application with one in two companies (49%) currently implementing or planning
for it.

As a very capital-intensive industry with high quality requirements, the automotive industry
benefits from the implementation of modern manufacturing and a high degree of automation.
Therefore, it is furthest ahead in the development towards Industry 4.0: More than half of
automotive companies are in the process of implementation or planning and almost one in four
is already intensively or partially using Industry 4.0. In the machinery sector, the picture is more
diverse: While Industry 4.0 is interesting to or already implemented by half of respondents, the
other half states that it is not currently in progress or applicable.

What is the status of Industry 4.0 at your local operation in
China? (Data only takes companies with local production in
China into account).

28%
0,
17% 15%
23% 1%
0,
14% 13% 9%
All industries Automotive Machinery Other

using intensively/partially implementing M planning B no progress/not applicable
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Improvement of product quality, more production flexibility, maintenance of technological
leadership and lower production costs are important reasons for the majority of respondents to
engage in Industry 4.0. The sales potential of Industry 4.0 technology is more relevant to the
machinery/industrial equipment sector than to other industries: 52% percent of respondents
in this sector regard it as important when evaluating the potential of Industry 4.0 for their
company in China.

Please evaluate the potential of Industry 4.0 for your
company in China. (Data only takes companies with local
production in China into account).

Machinery sector

48% 44% 40% o 37%
39% 27%

0,
1% 13% 12 1% 7% 13% |
Improvement Increase  Maintaining Reduction of Optimization Sales
of product production technological production of supply | potential of
quality flexibility  leadership cost chain industry 4.0
technology

very important  Fimportant

The vast majority of respondents (83%) rate the suitability for the production process as positive
or neutral, with only a minority of companies finding Industry 4.0 not suitable for their production
process. Conditions for IT infrastructure and data security are rated mostly favorably while the
relevant regulatory framework and the local government’s role are seen as positive or neutral

by the majority of respondents.

Please evaluate the conditions

. . 40% %

for implementing Industry 4.0 o 36% 44% » o

. . % ° 58%

in China at your company.

(Data only takes companies

. . . . 43% 41% o

with local production in China : 33% .

. o 20% %

into account). o
Suitability for IT Data security  Cost benefit Employee skills Regulatory Support by
production infrastructure ratio framework local

process government

very good/good neutral ®very poor/poor




German Business in China

Foreign companies in China are rated most favorably as a cooperation partner to
implement Industry 4.0.

How do you evaluate cooperation with partners in China
related to implementing Industry 4.0? (Data only takes
companies with local production in China into account).

.

52%

59% 59% 60% 62% 1%
41%
18% 20% 21% 20% 16%
Foreign companies  Chinese partner  Local government  Chinese research Chinese universities JV partners
in China companies institutes

very good/good neutral ®very poor/poor

Over half of respondents find that cooperating with partners in the fields of industrial robots,
smart logistics, smart services and customer relations and customization is beneficial. The
relatively high share of respondents finding cooperation beneficial for other technology areas as
well, suggests that German companies with local production in China are generally interested
in a wide range of Industry 4.0 technologies.

How do you evaluate the benefits from cooperating with
partners in selected technology areas of Industry 4.07?
(Data only takes companies with local production in China
into account).

40%

45% 44% 38%
33%
: 30% 28%
A 21%
15% )
: 9% 8% 12% 9% 8% 9% 5% 6%
Industrial Smart Smart Customer 3D printing Big data Cloud Radio Virtual reality
robots logistics services  relations and computing  Frequency
customization Identification

(RFDI)
very beneficial beneficial
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The German Chamber of Commerce in China

The German Chamber of Commerce in China supports German
companies in their activities in China. Divided into the
regional centers of Beijing, Shanghai and South & South-
West China, it assists all together around 2,500 companies.
It is thereby one of the largest foreign chambers in China.
The Chamber offers a broad range of seminars, workshops
and events to German companies, in addition to access to an
enormous network end assistance with matters in relation to
the local and regional government offices.

German Business in China
Business Confidence Survey

The Delegation of German Industry & Commerce
(AHK) Greater China

The Delegation of German Industry & Commerce Greater China
is the key representative body for German economic interests in
China, working on behalf of the German Federal Government.
With offices in Beijing, Shanghai, Guangzhou, Hong-Kong
and Taipei, the AHK represents German corporate interests in
Greater China and supports the expansion of German-Chinese
economic relations. The AHK is part of a network of more than
130 German economic representations worldwide, which has
been active abroad for more than 150 years. The first office in
the Greater China region was opened in 1981 in Taipei.
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