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“Our latest survey indicates increasing optimism about the 
outlook for revenue growth in 2012, backed up by plans to 
increase investments in China this year. At the same time, 
respondents	hold	no	illusions	about	the	difficulties	of	doing	
business here, especially in terms of rising labour costs, local 
competition and the perennial challenges of IPR, protectionism 
and bureaucracy. Overall though, most UK companies remain 
confident	about	the	outlook	for	their	business	in	China	given	their	
strengths in design, management skills and branding.”

Foreword

“This year’s survey clearly indicates the growing importance 
of China to many companies as a driver of corporate growth, 
despite the complexity of the operating environment, including 
the old chestnuts of regulatory interpretation, enforcement and 
bureaucracy. For many businesses IPR remains a concern, but it 
was interesting to note that for most companies that infringement 
has had minimal impact.  The message to new entrants has to 
be if you plan effectively and take the right advice and steps that 
IPR risks can be quite effectively mitigated.”

Stephen Phillips, Chief Executive, 
China-Britain Business Council

Duncan Clark, Chairman of the 
British Chamber and Vice Chairman, 
China-Britain Business Council
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Introduction to the British Chamber of 
Commerce in China & the 
China-Britain Business Council

“The China-Britain Business Council is the leading organisation 
helping UK companies grow and develop their business in China. 
Its mission is to help UK companies of all sizes and sectors, 
whether new entrants or established operations, access the full 
potential of the fastest growing market in the world. 

Through 60 years of engagement, CBBC has built up exceptional 
connections with government and business across China. 
The company delivers a range of practical services, including: 
advice and consultancy, market research, event management, 
an overseas market introduction service, trade missions and 
exhibitions,	and	setting	up	rep	offices.	With	9	UK	offices	and	
11	offices	across	key	locations	in	China,	the	network	provides	
invaluable local insight, access, and knowledge. As a partner of 
UK Trade & Investment (UKTI), CBBC delivers its business-to-
business services in China.

Whilst	use	of	CBBC’s	services	is	open	to	all	British	registered	
companies on a pay-as you-go basis, it is also a membership 
organisation with some 900 British company members. CBBC 
corporate	members	also	benefit	from	reciprocal	membership	
of the Beijing based British Chamber of Commerce in China, 
including access to more than 100 events per year in Beijing and 
a stronger membership network.”

For more information: www.britishchamber.cn and www.cbbc.org 
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The results of the 2012 Business Climate Survey indicate 
increasing optimism about the outlook for revenue growth in 2012. 
The survey clearly demonstrates the growing importance of China 
to many companies as a driver of corporate growth, evidenced by 
plans to increase investments in China this year.

However, companies continue to acknowledge the complexity 
of the operating environment, especially in terms of rising labour 
costs, increasing local competition and the ongoing challenges of 
IPR & legal enforcement, protectionism and bureaucracy. Despite 
this,	most	UK	companies	remain	confident	about	the	outlook	for	
their business in China.

The key messages that arise from this survey are the following:

•	 Despite worries over the global economic outlook and rising 
domestic competition, performance in 2011 was generally 
positive with the majority of respondents seeing an increase in 
revenue.

•	 China remains a key market, with the majority of respondents 
planning an increase in investment and remaining positive in 
their expectations for the coming year.

•	 Human resource issues continue to be a substantial challenge 
for business, with members tackling increasing labour costs 
and problems attracting and retaining skilled staff.

•	 Whilst	domestic	competition	still	struggles	to	compete	in	terms	
of technical innovation and management expertise, they 
showed	significant	improvement	in	marketing	and	branding.

•	 The key business challenges facing those in the China market 
continue to be bureaucracy, securing licences and protecting 
intellectual property.

•	 Despite intellectual property rights being cited as an important 
factor in China operations, the number of infringements that 
actually harmed operations was relatively low. 

Executive 
Summary
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Despite an uncertain global economic environment due to 
troubles in the Eurozone and a bearish US economy, the 
majority	of	respondents	experienced	a	positive	financial	
performance in China in 2011. 

OVERALL FINANCIAL 
PERFORMANCE 2011

As	can	be	seen	from	the	chart	above,	56%	reported	profitable	or	
highly	profitable	performance	in	their	overall	China	operations,	
with only 12% reporting a loss. 

Business
Performance 
in 2011
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REVENUE GROWTH 2011 VS. 2010

On a similar note, the majority of companies continued to achieve growth during 
2011.	58%	report	a	slight	or	significant	increase	in	revenues	when	compared	to	
the previous year, which saw the majority of companies returning to pre-global 
financial	crisis	revenue	levels.	With	only	7%	reporting	a	decrease	in	revenues,	
these results are very positive considering the growing instability in the global 
economy over the year.
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50% of companies reported an increase in operating margins in 2011, and 49% 
an increase in Earnings Before Interest and Taxes (EBIT) when compared to 
2010.

OPERATING MARGINS 
2011 VS. 2010 

EBIT PERFORMANCE 
2011 VS. 2010



10  www.cbbc.org 

Despite the prospect of slower economic growth in 2012, 
members continue to be optimistic about the direction and 
potential of the Chinese economy. An overwhelming 80% expect 
their China revenue to increase over the next 12 months, a slight 
rise	on	last	year’s	figure	of	77%.	This	increased	optimism	comes	
despite a slowing Chinese economy and a lower GDP growth 
target of 7.5%. 

Results show that members remain positive in their prospects 
for the coming year and many have high expectations on the 
percentage increase in revenue. 24% anticipate revenues to 
increase 30% or more this year, 21% expect an increase of 16-
30% and 35% anticipate an increase of 1-15%. China continues 
to	instill	confidence	in	investors	despite	macroeconomic	worries,	
with less than 5% of respondents expecting revenue to contract 
in 2012. On the whole members have high expectations and 
remain positive for their prospects in the coming months.

2012 REVENUE FORECAST

Forecast
Performance 
in 2012
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2012 INVESTMENT 
FORECAST

Despite rising costs and heightened competition from other emerging economies, 
China remains a key market for UK companies, with 83% of respondents 
planning to increase investment in Chinese operations during 2012. Investment 
levels also remain strong, with the majority of this group (63%) planning an 
increase of up to 30%. 20% of respondents plan to increase investment by more 
than	30%,	showing	substantial	confidence	in	growth	potential	and	a	continuing	
commitment to the China market. 
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In parallel to continued expansion in the China market, more than half (57%) of 
respondents expect to increase employment of local staff over the coming 12 
months,	and	almost	15%	expecting	to	do	so	significantly.	This	is	down	from	last	
year	where	almost	two	thirds	(68%)	planned	an	increase	and		possibly	reflects	
the	continued	difficulty	in	finding	suitable	employees	and	impact	of	rising	wages.	
32% anticipate no change.

In line with trends in last year’s survey, the hiring of expatriate staff will be limited, 
with only 22% planning to increase levels, slightly up on last year’s 17%. 10% 
of respondents plan to decrease expat numbers over the coming year and 48% 
anticipate no changes to the number of expat staff.

2012 LOCAL EMPLOYMENT 
& HIRING FORECAST
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Market 
Environment 
& Business 
Challenges
Rising Costs: 
Salaries and 
Attrition

Human resource issues are well known for being a key business 
challenge when it comes to operating in the China market 
and this year’s results mirror previous trends where members 
cited rising labour costs and the hiring and retention of staff 
as a major issue. Even though 71% of respondents expecting 
salaries for unskilled workers to rise by up to 10% and another 
27% believe that rise to be between 11-20%, only one third of 
respondents reported that they hold an overall negative outlook 
in	regards	to	labour	costs	in	coming	fiscal	year.	

The majority of respondents also believe that salaries for skilled, 
technical and management staff will rise. More than 50% of 
companies believe technical staff and managers’ salaries will 
rise by up to 10%. More than 35% expect an increase of 11-
20%. 

LOCAL LABOUR COSTS
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Rising Costs: 
Salaries and 
Attrition

Rising Costs: 
Salaries and 
Attrition

Similarly, more than 75% of respondents expect expatriate staff salaries to rise by 
up to 10% and 69% expect expatriate management salaries to rise by up to 10%.  
A key factor contributing to an increase in expatriate labour costs in 2011 was 
the inclusion of foreign workers in China’s social security programme. Although 
contributions vary according to region, in Beijing employer contributions can 
reach up to 35.5% of an employee’s salary and employees may have to make 
contributions of up to 10.5% of their salary.

Due to the new social security costs for expatriate workers, labour costs have 
risen for all companies hiring expat workers. However, when asked about human 
resource	issues,	46.2%	of	respondents	cited	‘no	difficulty’	towards	the	cost	of	
social	benefits	to	expatriate	workers	and	only	30.8%	citing	‘some	difficulty’.		This	
relatively modest response may be because application and enforcement of the 
law has seen large discrepancies between different cities and regions. Similarly, 
many companies have experienced issues with setting up accounts for foreign 
workers with their local social security bureaus because methods for payment 
were not operational from the date the legislation came into force. 

EXPATRIATE 
LABOUR COSTS
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Rising Costs: 
Salaries and 
Attrition

Rising Costs: 
Salaries and 
Attrition

The ability to attract and retain staff, ranked as the number one business issue 
in last year’s survey, continues to be a substantial hurdle facing businesses. This 
year’s results show little improvement, with 45% of respondents experiencing 
issues	in	attracting	skilled	workers	and	43%	having	difficulty	in	retaining	them.	

44% report issues in attracting managers and 35% in retaining managers. 
Increasingly, managers who hold the types of skills desired by foreign 
companies operating on the mainland are very aware of their own self-worth and 
this	is	reflected	in	the	higher	than	average	salary	and	package	demands.		

ATTRACTING & 
RETAINING TALENT
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80% of respondents report attrition rates of less than 10% for unskilled workers. 
62% of respondents report attrition rates of less than 10% for skilled workers and 
approximately two thirds of respondents report attrition rates of less than 10% for 
technical staff & managers.

23% to 25% of respondents report that skilled workers, technical staff and man-
agers’ attrition rates are between 11-20%. 

Most respondents (73%) expect attrition rates for expatriate staff to be 
substantially lower (under 10%) in the coming year.

CURRENT ATTRITION RATES

Rising Costs: 
Salaries and 
Attrition
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When	appraising	the	performance	of	domestic	competitors,	respondents	identified	
the	areas	of	most	significant	improvement	in	2011	as	marketing,	branding	and	
especially	competitive	pricing.	China’s	domestic	firms	are	increasingly	realising	the	
value of improving brand power and reputation and as labour and materials costs 
rise,	domestic	firms	will	move	away	from	solely	relying	on	competitive	pricing	to	
give them an edge over foreign competition. In the long term, it is likely that foreign 
companies will increasingly need to differentiate their products and connect with 
different consumer groups, positioning themselves to focus on a narrower target in 
order to differentiate themselves from their domestic competition.

Respondents commented that, on average, domestic competitors showed the least 
improvement in areas such as technical innovation, overall management expertise, 
and	operating	efficiencies.	As	the	Chinese	economy	matures	and	moves	into	higher	
value industries, educational reforms will also become a priority to help achieve 
greater	leadership,	creativity	and	a	more	efficient	work	force.	Businesses	should	
expect the competition to continue to intensify in the coming years.

PERFORMANCE OF 
DOMESTIC COMPETITION

Performance of 
Domestic 
Competition
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Performance 
of Domestic 
Competition

Performance of 
Domestic 
Competition

UK companies view their most competitive advantage in product quality and 
design (81%), overall management expertise (78%) and customer service (75%) 
when compared to domestic competition. In addition, brand recognition and 
marketing	ranked	highly	(70%	and	65%)	as	did	operating	efficiencies	(65%).

However, only 30% of respondents reported a competitive pricing advantage. 
This reinforces the generally accepted opinion that UK companies compete on 
product	quality,	marketing	and	customer	service	as	they	find	it	difficult	to	compete	
with domestic companies on cost. 

UK COMPANIES’ COMPETITIVE ADVANTAGE
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IMPROVEMENT TO BUSINESS CHALLENGES

Business
Challenges

Of	the	respondents	to	the	survey,	very	few	reported	any	significant	improvement	
in	any	of	the	above	categories.	The	highest	rating	was	6%	reporting	a	significant	
improvement	in	enforcing	IPR,	which	does	correspond	with	our	findings	
later in the survey.  There is consistent concern regarding national and local 
protectionism	and	that	domestic	enterprises	have	greater	access	to	financial/	tax	
subsidies. Corruption also remains a major concern in the business environment.
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Business
Challenges

78% of companies view securing local licenses as important to their 
business and obtaining these continues to be a major concern. Almost 25% 
of respondents believe that foreign companies are not awarded the same 
licenses as domestic operators and 55% report that licenses can be awarded 
but the process is more complicated compared to standards applied to 
domestic competition. Similarly, they state that enforcement varies across 
different cities and regions with poor transparency in the decision-making 
process. 

SECURING LOCAL LICENSES
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Business 
Challenges

Business
Challenges

Companies were also asked to comment on a variety of hurdles to 
growth including; availability of labour, bureaucracy, Chinese competition, 
protectionism, labour costs, raw material costs, global economic slowdown, 
lack	of	access	to	finance,	regulatory	interpretation	&	RMB	appreciation.	
 
The	major	hurdles	identified	were	continued	concerns	over	the	global	
economic	outlook/recovery	and	rising	domestic	competition	in	China.	Until	
at least the middle of the next decade, global growth is likely to slow to 
approximately 3 percent per year, somewhat below the average of the last two 
decades and worries of instability in the Eurozone continue to be of particular 
concern to members. 

Although there is a concern that rising domestic protectionism will restrict 
foreign expansion in China, there is still a positive outlook. As Beijing focuses 
on rebalancing the economy and places increasing emphasis on key strategic 
industries,	foreign	firms	will	still	be	relied	upon	to	deliver	technology,	know-how	
and investment to the China market.

HURDLES TO GROWTH
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Protection of 
Intellectual 
Property Rights

Issues surrounding intellectual property rights are continually cited as 
one of the key issues for the majority of companies in the China market. 
Our respondents were no different, with 84% of all companies stating that 
protection of intellectual property rights was an important factor to China 
operations, and a further 24% stating it was of critical importance. IPR worries 
remain	a	major	obstacle	to	business	confidence	in	the	mainland	market	and	
respondents stated these concerns often hamper collaboration and greater 
trust between Chinese and foreign companies.

There is some evidence to suggest that enforcement of IPR is improving, 
albeit slowly. Only 32% of respondents report effective enforcement of IPR, 
while 67% report ineffective or very ineffective enforcement.

65% of respondents have used registered patents or trademarks in China. 
32% use non-disclosure agreements, 18% withhold key technology from the 
market-place. 

PROTECTION & ENFORCEMENT OF 
INTELLECTUAL PROPERTY RIGHTS 
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81 of the companies surveyed reported past infringements to IPR however it 
is interesting to note that 78% of these stated that these infringements caused 
no or minimal impact to their operations. Only 16% of companies reported that 
infringements caused material damage to China operations and 6% to global 
operations.	This	raises	important	questions	over	the	significance	companies	
attach to the importance of and enforcement of IPR, in relation to the seeming 
lack of material damage caused by such infringements. 

The Chinese government has been gradually taking measures to increase 
IPR enforcement as it increasingly recognises how this has been deterring 
foreign	companies	from	partnering	with	domestic	firms	and/or	bringing	latest	
generation technology to the mainland market. Perhaps more pressingly and 
of greater concern for the government, lack of IP enforcement also harms 
domestic companies by reducing their incentives to make investments in 
product	innovation	and	makes	it	more	difficult	for	them	to	compete	in	global	
markets.

INFRINGEMENT & EFFECTIVE PROTECTION

Protection of 
Intellectual 
Property Rights
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Survey
Data

This	report	summarises	the	findings	from	an	online	survey	
conducted by the British Chamber of Commerce in China (British 
Chamber) and the China-Britain Business Council (CBBC). The 
survey was conducted throughout January and February of 2012 
with a total 170 respondents, comprising British and 
British-invested companies operating in mainland China. 

LEGAL ENTITIES OF RESPONDENTS

90% of those surveyed have either a physical presence or 
representation/partner	in	market.	Of	these,	almost	50%	have	
Wholly	Foreign	Owned	Enterprise	in	China,	28%	have	
Representative	Office	&	9%	have	a	joint	venture(s).
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SIZE & INDUSTRY BREAKDOWN 
OF RESPONDENTS

Of the respondents, 65% are active in professional services, 22% are active in 
industrial activities & 23% are active in consumer goods & services.  

Small and medium-sized businesses (measured by headcount in China) account 
for the bulk of the respondents, with 30% having 50 employees or less and an 
additional 23% having less than 250 staff globally. Almost 25% of respondents 
have over 5,000 employees globally.
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BREAKDOWN OF RESPONDENTS’ PRIMARY 
STRATEGY FOR THE CHINA MARKET

42% of companies are supplying both domestic & overseas markets. 23% are using 
China as a base to manufacture and supply the UK. Only 18% of respondents are 
operating in China to service the Chinese market exclusively.

Note to charts: totals may not add to 100% due to respondents that trade from a 
distance not employing staff in-country or those who operate via Representative 
Offices	having	no	revenue


