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Chart 1: How confident are you about
2012, and about the next five years?
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China’s Business Climate Gets the Nod

B By Professors Juan Antonio Fernandez and Zhou Dongsheng

Chinese and foreign companies are optimistic about doing business
in China. That’s the overall finding from the CEIBS Business Climate
Survey 2012 which polled executives from both groups in China
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Chart 2: What investments do you plan for 2012?
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El&R3: 20114ERFIIER  Chart 3: Profitability in China in 2011
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Challenges and opportunities

Chinese and foreign companies are aware of the challenges caused by the slowdown of economic growth in China but
they are still optimistic about doing business in the country in both the short and mid-term.

Both groups are increasingly concerned about the rising cost of labour and raw materials. As a result, they consider
business model transformation, brand building and product/technology innovation critical for future success. Both
Chinese and foreign companies plan to increase their investments in China in 2012 (see chart 2). About 59% of Chinese
companies and 55% of foreign companies plan to increase their investment by over 10% in 2012. And 22% of Chinese
and 15% of foreign companies plan to increase investment by more than 30%.

This optimism stems from their companies’ performance in 2011.

As chart 3 shows, 83% of Chinese firms declared profits for 2011 while 29% of the total declared profits of 15% or more.
Most foreign firms are also profitable, but not as many as their Chinese counterparts. We found that 66% of the foreigners
declared positive results in 2011, and 20% of the total survey group declared profits of 15% or more. Again, this supports
Chinese companies’ confidence in the mid-term and it proves that the growth in revenue is not at the cost of profits.

Meanwhile, about 75% of Chinese companies and 76% of foreign companies expect the sales revenue of their
company in 2011 to be higher than 2010. More Chinese companies (42%) expect revenues to increase by more than 15%,
compared to 37% of foreign companies. This robust growth serves as the source of confidence for companies and explains

why Chinese companies are more confident than foreign companies in the mid-term.
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ElF*4: EPEEGHIMEEESE Chart 4: Importance of factors to success in China?
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Looking Ahead

When we asked how they prepare their companies for future challenges, the answers from the
two groups were quite different. While Chinese companies point to business transformation as the
key factor, foreign companies place human resources management on the top of their list. Another
interesting difference is that Chinese include corporate governance as one of their top priorities while

foreigners don’t even mention it.

Key Success Factors

There are some differences between the two groups in terms of factors that they think are critical to
their success (see chart 4). While Chinese companies consider the quality of their management team the
top factor, foreign companies point to selecting, training, and retaining key employees.

Another interesting difference is that innovation is ranked number two by the Chinese companies,
but it occupies only fifth place on the foreigners’ list. This might signal a change in strategy by Chinese
companies who are moving away from pure price competition to more value-added activities. It might
be the consequence of an increase in the cost of raw material and the labour force. In other words,

Chinese firms found it difficult to win the market by just competing on the basis of price."

Juan Antonio Fernandez is Professor of Management at CEIBS

while Zhou Dongsheng is Professor of Marketing.

HEEXSR Survey Participants
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executives who occupy a variety of positions
in their organizations. Among them were 228
CEOs, GMs, and company owners while the
rest represented all the main business functions:
HR, Finance, Marketing, Sales, Operations and
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WEENHEANZIETHEAR T EFEMERAIN
# i - J = 78% were male and 22% female. They have an

Research & Development. Of those executives,

average of 14 years of work experience. This
broad and experienced sample added rich and

valuable perspectives to the survey.
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