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Message from
the Chairs

As we approach the 50th anniversary of the establishment of
diplomatic relations between Australia and China, this report
provides reason to be cautiously optimistic about the future
of businessrelations between the two countries.

At the time when the survey was
completed, before the Federal
Election this year, government-

to- governmentrelations between
Australian and China had plunged

to the lowest level since diplomatic
relations were first establishedin
1972. Despite the state of bilateral
relations, media reporting and public
sentiment; despite the challenges
caused by epidemic prevention and
management policiesin China and
the impact of sanctions and tariffs on
some of Australian trade with China;
and despite therisks associated with
heightened geopolitical tensions
and economic decoupling, Australian
businesses operatingin Chinaare
clear-eyed about the importance

of the Chinamarket and most are
either maintaining orincreasing their
commitment here.

In China forthe long term

v

Three infour of the 160 companies
whichrespondedto thisyear’s survey
have been operatingin China formore
thantenyears, anincrease since the
last survey in 2018. A further 13 percent
have operated in China forbetween
6and10years.

Optimistic about
the future

v

For 58 percent of companies, China
is eitherthe top orone of the three
top markets and more than half the
companies are optimistic about
opportunities over the next two years.

At the time of the survey, the
percentage of respondents
maintaining orincreasing investment
levels was more in 2022 thanin 2021,
with 66 percent planningtoreturnto
orexceed pre-pandemic levels of
investment.

More than half the survey
respondents were optimistic about
market opportunities and growing
profitability in China over the next
two years. Expanding into new cities
andregions; leveraging perception
of “Brand Australia” as being safe and
high quality; andimproved market
accesswere cited as the top

three areas of opportunity being
focusedon.




One third of respondents said that
China’s actions toward achieving
carbon neutrality will create
opportunities for their companies to
sellproducts, services, and solutions
in China.

[t was encouragingto see the
percentage of Australian companies
sourcing or producing goods and
servicesin China for the Chinese
market has more than doubled to
46 percent. Investing, partnering
and doing business in country allows
Australian companies to potentially
earnmore thanunder a pure export
model, and helpsincrease the
resilience of the earnings fromand
exportsrelating to such business.

Reflecting the impact of trade
sanctions and tariffs, this optimism can
no longer be attributed to the China
Australia Free Trade Agreement with
only 20 percent of companies having
benefited over the two years prior to
the survey as compared to more than
50 percentin2018. Interestingly, more
companies were optimistic about the
Regional Comprehensive Economic
Partnership (RCEP) and the benefits

of Chinajoining the Comprehensive
Progressive Agreement for the Trans-
Pacific Partnership (CPTPP).

Resilientin the face
of headwinds

v

The percentage of respondents saying
the investment environmentin China
was deteriorating more than doubled
to 52 percent. Not surprisingly, the
pandemic and trade sanctions made
up the top two challenges for Australian
businessesin China.

COVID-19 caused sales and
profitability to decrease significantly
compared with 2019 levels. 36 percent
of respondentsreported areductionin
headcountand 31 percent areduction
ininvestmentin China. 90 percent
reported anegative impact of travel
and borderrestrictions in Mainland
China on their China business.

70 percent of business leaders
were not satisfied with the Australian
government’s management of the
bilateral relationship in the two years
up toMay 2022.1n 2018, 84 percent
of respondents said that bilateral
relations had a strong ormoderate
impact on business.

45 percent of respondents have

not taken any actions because of

the negative impacts of bilateral
relations on their business. Of those
that did take actions, considering new
markets, increasinginvestmentin new
markets, and reducing headcountin
their China business were all preferred
overreducinginvestment. Only four
companies said they have or will
cease their China business.

Looking forward

v

The opportunity toimprove and
normalise relations is highly welcome
by the Australian business community.
We support efforts toresume the
healthy and stable development of
Australia-China trade and economic
relations. Elimination of sanctions
and tariffs on Australian trade with
China would be a win-win outcome
for Australian exporters and Chinese
importers and end-consumers and
would presumably make it easier

for Canberrato support China’s
applicationto accede to the CPTPP.

Akey theme of collaboration between
Chinese and Australian companies will
be complementing existing areas of
traditional strengths in goods export

with emerging opportunitiesin services
andinvestment. With climate change a

key priority for the new administration
in Canberra, thisisan arearipe for
fostering greater collaboration
between China and Australia. Across
multiple sectors, collaborationin

the development and use of cost-
effective low emissions technologies
and solutions promises to yield new
business opportunities for Chinese
and Australian companies.
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No doubt theimpacts of China’s
zero-COVID policy on the movement
of people and goods will continue to
challenge companies, employees, and
their families. With China’s international
borders having been closed since
March 2020, the experience and
perspectives of 160 Australian
companies operating in China are
avaluablereference for Australian
political leaders, policy makers and
business leaders alike.

We thank the member companies
who completed the survey, as well as
Professor Kofman and the University of
Melbourne for theirinsightful analysis
of theresults. We also would like to
acknowledge the National Foundation
for Australia-China Relations for

their support of this project and all
theirwork in promoting constructive
engagement with China

Vaughn Barber David Olsson
Chairman, National President,
AustCham China and ChairACBC
Heidi Dugan Robert Quinlivan
Chair, Chairman
AustCham AustCham
Shanghai Hong Kong
Greg Smith Richard Beach
Chairman, Chairman
AustCham South  AustCham West
China Chapter China Chapter
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Foreword

This 2022 survey of Australian
organisations doing businessin/
with Chinareveals uncertainty,
pessimism, and early signs of
disengagement from China.
Nonetheless, the survey also
shows resilience despite ongoing
geopolitical concerns and the
challengesresulting from the
global pandemic.

The 160 organisations we surveyed
suffered direct consequences -
including tariffs and compromised
supply chains - as well as indirect
consequences - likeincreased
regulatory scrutiny and a slowing
Chinese economy. Australia’s business
engagement with China has never
been tested like this before. Yet,
hidden behind a pessimistic outlook,
the survey ultimately reaffirms the
appeal of China as adominant regional
economic powerhouse.




This 2022 survey of Australian
organisations doing business in/with
Chinareveals uncertainty, pessimism,
and early signs of disengagement
from China. Nonetheless, the survey
also shows resilience despite ongoing
geopolitical concernsand the
challengesresulting from the global
pandemic. The 160 organisations

we surveyed suffered direct
consequences - including tariffs and
compromised supply chains - as

well asindirect consequences - like
increasedregulatory scrutiny and a
slowing Chinese economy. Australia’s
business engagement with China has
never been tested like this before. Yet,
hidden behind a pessimistic outlook,
the survey ultimately reaffirms the
appeal of China as adominant regional
economic powerhouse.

This third instalment of the DBIC survey
reportis conductedin partnership
with the China-Australia Chamber

of Commerce (AustCham China),

the Australia China Business Council
(ACBC), the Australian Chamber of
Commercein Hong Kong (AustCham
Hong Kong), the Australian Chamber
of Commercein Shanghai(AustCham
Shanghai), AustCham China West China
Chapterand AustCham China South
China Chapter.In 2017, AustCham
China and the ACBC recognised

the need for alongitudinal survey

of Australian businesses to better

understand the impact of trade
liberalisation and specific trade
agreements, as well as the vagaries of
general business conditions in doing
business in/with China. Optimism and
opportunity characterised the initial
survey findings. Perhaps not surprising
as China declareditself OpenforTrade
followingits accession to the World
Trade Organisationin 2001. Steadily
adjusting its economy to double digit
growth over the next decade, China’s
trade flow surged. In the wake of the
2008 global financial crisis Australia’s
trade with China overtook trade flows
withits traditional partners, Japan

and Korea. To sustainits economic
growth trajectory, China’s voracious
appetite for Australianiron ore,
copper, agricultural produce and
education grew exponentially. With
both countries vestedin the benefits
of progressive trade liberalisation,
the bilateral China-Australia Free
Trade Agreement (ChAFTA) cameinto
effectin2015. The 2017 DBIC survey
anticipated the benefits for Australian
companies, and the 2018 DBIC survey
saw those benefits materialise with
strong sales and profits.

Despiteits optimism, the 2018 survey
also touched onemerging concerns
about apossible trade dispute
between the US and China. In early
2020, Australialbecame embroiledina
trade dispute with China, significantly

The authors of this report gratefully acknowledge grant support received from the
National Foundation for Australia-China Relations. The opinions expressedin this

report are the authors’ only and do not reflect the opinions and positions of NFACR

orthe Department of Foreign Affairs and Trade.

affecting Australian companies
exporting coking coal, barley and wine,
among other goods and services. To
make matters evenworse, in March
2020, the COVID-19 pandemic hit
trade flows worldwide. And soon after,
many countries closed theirborders to
prevent people movement - extending
to within-country lockdowns - severely
disrupting businesses.

This third annual survey was delayed
repeatedly due to the continued
impact of COVID-19.Ina sense,

that delay has beenvaluable for the
responding organisations to step back
fromtheir lived experience and reflect
more objectively on the fullimpact of
the pandemic and change in bilateral
relations between Australia and China.
The survey was completed before the
federal electionsin May 2022.

Paul Kofman

Sidney Myer Chair of
Commerce and Dean

Faculty of Business and Economics
The University of Melbourne
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Key
findings

The 2022 survey results are a synopsis of a tumultuous business
environmentin China and elsewhere, since the last survey three and a
half years ago. Indeed, that November 2018 survey was prescient to
highlight the risks and “importance for companies of Sino-Australian
bilateral relations, the impact of media reporting of those relations
and the collateral effects of Sino-US trade frictions.”

Intermingled with deteriorating
bilateral relations, COVID-19 has
overlaid an additional range of
challenges. Extended closures
of international borders to travel
and affected supply chains were
particularly disruptive.

Nonetheless, the results of the 2022
survey are witness to the resilience and
adaptability of Australian companies
doing businessin and with China.
Compared to 2018, the survey’s
analysis of respondents’ sales,
investments and headcountsindicates
optimismin 2022, with increasing
numbers of respondents expecting
growth, following a sharp retraction

in 2020 and mixed resultsin 2021.

To weather the business headwinds,
many companies have changed their
primary strategies, by localising their
operations towards sourcing and
targeting salesin China orin third-
countries otherthan Australia.

Asignificant majority of respondents
continue to believe that China
remains among the top three markets
regarding opportunities over the next
three years. Yet, uncertainty persists.
Australia’s new governmenthas an
opportunity to recalibrate relations
with China towards a normal course,
improving the prospects for Australian
businessesin the China market.

While respondents noted the reality
of amore complicated business
environmentin China, new areas to
engage are found around climate
change. China’s ambitious carbon
targets and policies are opportunities
for cooperation where Australian
innovation could prove its worth.
Overcoming government to
government tensionsis needed to
incubate collaborationinthose new
market sectors.




Investment Environment
v

Despite current tensions, 58 percent
of respondents stillindicated that
Chinaisintheir top three priorities for
globalinvestment plans over the next
threeyears. Thiswas a decline from 81
percentin 2018 and 86 percentin 2017.
Inthe short-term, uncertainty prevails.
39 percent of respondents believe
that business in China will rebound
fasterand stronger during 2022,
marginally larger than the 36 percent
who considered China will lag other
markets. Also, 52 percent see China’s
investment environment deteriorating,
but when asked about totalinvestment
in their China business, respondents
showed a growing optimismin 2022
comparedto 2019 and 2020.

The top-ranking risks affecting
investment decisions are China-
Australia bilateral relations, theimpact
of COVID-19 oninternational travel
and new policies and regulatory
enforcement.

Business Climate
v

Onthe question of ease of doing
businessin China, paradoxically the
percentage of those finding the
business environment difficult declined
to 58 percent, from72 percentin 2018.
Those finding business easy increased
from 3 percentin 2018 to 10 percentin
2022. With no new company entrants
to China during recent years, this
could be areflection of the survey
cohort’s 75 percent witha decade-
long ormore tenure in China, and now
more adept at navigating the Chinese
business environment. Also, there
were significant shifts with coping
strategies to weather the challenges
of geopolitical tensions and COVID-19.
Those which localised both sourcing
and salesin Chinarose to 46 percent,
anincrease of 27 percent fromthe 2018
survey, while those sourcingin China
forsalesin third countries increased to
20 percent, 13 percent higherthan the
previous survey.

The competitive landscape has
evolved significantly during the past
three years. The survey respondents
revealed that other foreign companies
still constitute their strongest
competition. Significantly, private

Chinese companies have largely
replaced state-owned enterprises
(SOEs) as key competitors of our
respondents.

Pandemic restrictions on peoples’
movement and ongoing tensionsin
Sino-Australianrelations with trade
restrictions are perceived as top
challenges.

Surveyed organisations reportrising
costs, including payroll, tax, licenses,
andregulatory compliance, as
concerns. Butunlike the 2018 survey,
concerns aboutintellectual property
(IP), cyberand data-security have
either abated or crowded out by more
pressing concerns.

When asked about the impact of
climate change on their China business,
one third of respondents believe
theircompanies will benefit from

new opportunities to sell products,
services, and solutions.

Economic and
Policy Outlook

v

Economic growthin China continues
to appealto the Australian
organisations. Perceived threats

to growth are therefore carefully
considered. The top three perceived
risks come as no surprise. Two are
clearly contemporary (COVID-19
impact and geopolitical instability),
while the third, a decrease in domestic
demandin China, has been ongoing
from past surveys, althoughitis now
amplified by the recent strict “dynamic
COVID-19" policy, lockdowns, and the
possibility of a global recession.

The business outlookis optimistic
aboutlong-term growth opportunities
andincreasing profitability with China’s
consumption shifting to higher quality
products and services. However,
respondents are pessimistic about
costsandregulatory intervention.

Key opportunities in the China market
are now focused on expandinginto
new cities and regions, building on
“Brand Australia’s” reputation for safe
and high-quality products and services
and a perception of future greater

market access.
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Business Performance

v

When it comes to the bottomline, the
survey indicates on average a decrease
in profitability for the two years just
past. The forecast for 2022 suggests
aturnaround in profitability with a
modestincrease. In absolute terms -
and despite the significant decrease

- profitability was still positive or
break-even for 82 percent of the
respondents. That result corroborates
the reluctance of the respondents to
reduce theirpresencein China.

Treaties and International
Agreements

v

The 2022 survey is much less positive
than earlier surveys about the impact
of the China-Australia Free Trade
Agreement (ChAFTA). Only 20 percent
saw benefits fromthe FTA, adrop from
66 percentin2018. Two thirds had “no
opinion” or considered ChAFTA had
“no effect” ontheirbusiness.

The multilateral Regional
Comprehensive Economic Partnership
(RCEP)and the Progressive
Agreement for the Trans-Pacific
Partnership (CPTPP) are more recent
trade agreements and perhaps
unexpectedly, both are considered
slightly more beneficial to business
than ChAFTA. However, both also
have higher figures fornoimpact,
orno opinion.

With global trade undera COVID-19
pall, itis stilltoo early to judge the
two pluri-lateral trade agreements
and the potential for ChAFTAto be
reinvigorated. Nonetheless, 36
percent of Australian exports are
stillgoing to China.
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51% experienced a negative
impactinrelation to Chinese
public sentiment




Key
findings

&

Bilateral relations
and geopolitical
riskin numbers

70%

of respondentsreported
dissatisfaction with the Australian
government’s management of the
Australia-Chinarelationship'.

53%

believed Australian media reporting on
the bilateral relationship had a negative
impact on their business. 4% believed
Australian reporting had a positive
impact. For Chinese mediareporting,
54% felt negative effects and 2% felt
positive effects.

44%

reported areductionin sales as
adirect result of the deterioration
in Australia-Chinarelations.

KEY FINDINGS | 11

47%

noted Australian public sentiment
negatively impacted their business,
while none of the respondents
recorded a positiveimpact. 51%
experienced a negative impactin
relation to Chinese public sentiment,
while 2% reported a positive impact.

68%

of respondents believed that the
ongoing US/China trade disputes have
negatively impacted their business,
while 6% believed that they have had

a positiveimpact.

A

Other key findings
of the 2022 survey

/5%

of respondents had been
operating in China for over
adecade.

55%

of respondents had their primary
strategy geared towards production
and sourcing in China for salesin China
or third countries other than Australia.
In 2018 that figure was 26 %.

57%

of respondents believed that China’s
climate change policy targets

will create opportunities for their
organisation’s China business.

1. Responses to this question were provided by respondents in the second
quarter of 2022 and accordingly the responses are inrespect to the Liberal/
National Coalition Government prior to the Federal electionin May 2022.

57%

of respondents spent all their time
in China, while 27% spentno timein
China, in the past two pandemic years.

/5%

of respondents’ China business did not
reportalossin2020 (infact, 47% were
profitable), and thisincreased to 82%
who did notreportalossin2021(and
53% were profitable).
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About the
2022 Survey

The survey for Doing Business in China
was conducted with the membership
of the China-Australia Chamber of
Commerce (AustCham China), the
Australia China Business Council, the
Australian Chamber of Commercein
Hong Kong, the Australian Chamber
of Commerce in Shanghai, AustCham
China West China Chapterand
AustCham China South China Chapter,
during Apriland May of 2022. All
responses were received prior to the
Australian Federal election.

For the third edition of the Doing Businessin
Chinareport, executives from 160 Australian
companies that are operating in or doing
business with China have provided valuable
source data to inform Australian policy
makers, business sector leaders and the
media community. The 160 respondents were
from Australian companies and/ormembers
of AustCham China, AustCham HK, AustCham
Shanghaiand ACBC. Fifty seven percent

of respondents held an ABN at the time the
survey was conducted.




Figure O1
Where are you filling out this survey?

7% / 4%

@ Mainland China

© Australia

@® HongKong SAR

@ Other(please specify)
Macao SAR

26% 61%

Figure 02

What percentage of time have you beenin China -
inthe past 24 months/inthe past 5 years?

100%

75%

50%

25%

0%

| | | | | |
0% 10% 20% 30% 40% 50% 60%
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v

The 2018 and 2017 surveys had 165 and
100 respondentsrespectively, largely
operatingin China, contributing their
views and opinions. Many of the new
respondents are not permanently
located in China but are actively trading
with Chinese suppliers, distributors,
and customers.

The views and detailed findings

of thereport are worthy of close
attention. These are notjournalists,
academics, advisors, or bureaucrats.
Rather, they are Australian business
people, leading Australian
organisations, large, medium, and
small, across most sectors of the
economy and investment structures
inrapidly changing Chinese markets.
Itis worth noting that Chinais the
destination for 36 percent of Australia’s
exports, eclipsing by farits other
trading partners.

v

When asked how much of theirtime
was spentin Chinainthe last two
COVID-19 years, theresponses
bifurcated. It was either 0% of their
time (those who couldn’t getin) or
100% of their time (those who couldn’t
getout). Travel was interrupted,
borderswere closed, lockdowns
applied. When answering the same
question for the past five years, amore
distributed pattern arises, suggesting a
more transientleadership pre-COVID.

® InthePast24Months
@® InthePast5Years
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Figure 03

Does your organisation hold an Australian

Business Number (ABN)?

43% 57%

Figure 04

® Yes
@ No

Which best describes the main industry youwork in?

3%
/ 3%

3%

|3%

23%

5%

5%

6%

7%

13%

8%

O,
1% ‘ 1%

Healthcare and Life
Sciences

NGO
IT & Telecommunications

Retail & Consumer
Goods

Hospitality, Travel, and
Tourism

Energy and Resources
Financial Services
Others

Manufacturing,
Machinery, Equipment

Construction, Real
Estate, Architecture

Food, Beverage and
Agribusiness

Education and Training

Professional Services

v

57% of the survey respondents are
registeredin Australia with an Australian
Business Number (ABN), a decrease
comparedtothe 2018 cohort where
80% held an ABN. Those surveyed
without an ABN would be registered

in China (orin third countries).

v

The DBIC survey was conceived as a
longitudinal study of the experiences
of Australian organisations. The three
annual surveys provide a snapshotin
time, but also allow forintertemporal
comparisons. While there has been
some attrition (replaced with new
entrants), most organisations that
featuredinthe 2017/18 surveys have
‘survived’ and participated again. The
mix of industry/sector representation
has therefore remained almost
identicalin the three DBIC surveys.
Theresponding organisations cover
abroadrange of industries/sectors,
dominated by service providers
(professional and financial) followed
by education, food and agribusiness
producers, and construction.
Manufacturing companies remain
under-represented - as do health,
retailandIT - sectors where Australian
businessis at a(comparative)
disadvantage to China.



Figure 05

What is your organisation’s primary strategy in China?

Produce or source goods
orservicesin China for
the China market

Produce or source goods
orservices in Australia for
the China market

Produce or source goods
orservicesin China for the
Australian market

Produce or source goods
orservicesin China for
other (non-Australian/
non-China) markets

Other

Produce orsource

goods or servicesin other
(non-Australian/non-
China) countries for China

12%

20%

18%

29%

24%

46%

0%

Figure 06

10%

20%

30% 40%

50%

Where does your organisation have a presence in China?

17 ‘]1/7
33

e

40

-

‘56

46

\

89

Beijing
Shanghai

Hong Kong SAR
Guangzhou
Shenzhen
Chengdu
Other

Macao SAR
Shenyang

We donothavea
presencein China
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v

46% of respondents’ strategy was to
produce or source goods or servicesin
China for the Chinese market while 29%
of respondents produce or source
goods orservicesin Australia for the
Chinamarket. 24% of respondents
produce or source goods or servicesin
China for the Australian market. These
strategic choicesreveal a considerable
increase in goods and services
produced orsourced in China for the
Chinese market since the previous
surveys (from19%in 2018 to 46%in
2022). 1tis suggested thatlower cost of
offshore productionin the presence of
unsaturated market demand, maintains
its strategic appeal. At the same time,
theincrease in products or services
sourced and produced in Chinafor the
Chinese market shows the growing
importance that Australian companies
attribute to the Chinese market.

v

Along with their primary strategy

in China (focusing onlow-cost
production and market demand),
the respondents also made strategic
location choices. Beijing and Shanghai
are often complementary “first tier”
choicesinbuilding apresencein
Mainland China. Hong Kong SAR,
Guangzhou, Shenzhen, and Chengdu
are “second tier” choices with
Shenzhen and Chengdu becoming
business hubs for hi-tech and
resources business opportunities,
respectively.



16 | DOING BUSINESS IN CHINA

Figure 07

How long has your organisation been operating in China?

1% \

75%

Figure 08

12%

13%

@ Llessthanlyear

© 1-byears
® 6-10years

@ OverlOyears

How many employees work for your organisationin the
following countries/regions?

Mailand
China

Hong Kong
SAR

Macao
SAR

Australia

Rest of
the world

0%

20%

40%

60%

80%

100%

v

The survey sample has further matured
since 2018. 75% of survey respondents
have now been operatingin China
foroveradecade. Afurther13% has
operatedin Chinabetween 6and 10
years. Newcomers (thatis, arrivalsin
the last year) dropped from 7% of the
sample tojust one single new entrant
inthe pastyear.

v

The composition of the surveyed
organisations’ workforce is a mixture.
About 25% of the organisations
employ more than 200 headcount
and a further 25% employing 20-199
headcount. Most organisations have a
larger workforce in Australia and/orin
therest of the world thanin China.

@ Zero(0)

@ Micro(1-4)

® Small(5-19)

@ Medium(20-199)
@ Large(200+)
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Figure 09

Is your organisation amember of the
following associations?

v
4% 109 @ AustChamChina Biased by invitation and selection
(including West China into the survey sample, the majority

and South Chinachapters)  of respondents are members of the

. various associations representing
AustCham Shanghai Australian businessesin China - most
@® AustChamHongKong respondents through the regional
chapters of AustCham, aligned with
their (multiple) geographic operations.

Australia China Business
Council

Other China business
related association
(specify)

56
55% \

39



18 | DOING BUSINESS IN CHINA

Theinvestment
environment

Almost five years since the initial survey on Doing Businessin

China, the investment environment has become significantly more
challenging. Despite increasing complexity, China continues to offer
ample opportunities for Australian organisations, with 58 percent of
respondents stillidentifying China as a top three priority for

globalinvestment.

Following a precipitous decline from
6.7 percentin2018to0 2.2 percent
in2020, China’s economic growth
raterebounded spectacularly to
8.1percentin2021. While the 2022
growthrateis stillunknown, in the first
three quarters of 2022 China’s GDP
grew by 3 percent®onaccount of the
spring lockdowns across China, but
especially in Beijing and Shanghai.
Nonetheless, China’s growth rate and
outlook remains the envy of most

of the developed and emerging
economies across the world.

Inresponse to China’s economic
growth spurtin 2021, two-way trade in
goods and services between Australia
and Chinawas again atrecord

levels. China’sresilient and strong
market proves its value once more

as ourrespondents show growing
optimism for totalinvestmentin 2022,
comparedto 2020 and 2021.

Forthe future, aninteresting scenario
arises from the survey. Respondents
showed divided notions to how
their organisations will developin
China during 2022 compared to
therest of the world. But, when
asked about China’sinbound
investment environment, a majority
seesitdeteriorating. Despite

this, the respondents decided to
increase investmentsin China. This

is consistent with surveys by the
American, European, British, German
and other chambers of commercein
China, driven by its long term growth
potential and to ameliorate any
future international moves towards
decoupling of economies.

2. Source: “Statistical Communique of the People’s Republic of China on
the 2021 National Economic and Social Development,” National Bureau

of Statistics of China, Feb 28,2021.

3. Source: http://www.stats.gov.cn/english./
PressRelease/202210/t20221025_1889685.html




“Use senior business leaders
with good relations with
China to establish backdoor
communications.”

[anonymous respondent]
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Figure 10

How does Chinarankin your organisation’s
globalinvestment plans over the next three years?

19% / 28%

Top priority

One of the top three
priorities

One of many international
investment options

Not a high proirity

23%

v

When asked about the importance

of China as a top three priority in
theirinvestment plans, 58% (from
81%in 2018) indicate thatitis in their
top three priorities, with 28% (45%

in 2018) stating China as their top
priority. Areassessment of importance,
although stilla very strong China focus.
Theseresults are consistent with US
businesses, where 60% identifies
China as atop three priority in their
investment plans, with 22% stating
China as their top priority.
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FigureTl

How will your organisation’s totalinvestmentinits China

business change in2021and 2022, relative to 2019

Significant
decrease (>20%)

Moderate decrease

(10% -20%)

Decrease
(<10%)

No change

Increase
(<10%)

Moderateincrease
(10% - 20%)

Significant
increase (>20%)

Figure 12
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v

Consistent withindicating that China
is still a top investment destination,
when asked about total investmentin
2020 and 2021, relative to 2019, the
predominant answeris “no change”,
with a partial revival in 2022.

@ IntheYearEnding 31Dec. 2022
@ IntheYearEnded 31Dec. 2021

v

Andwhen compared to 2020, we can
see that there was a sharp decrease in
total investmentin 2021, with a growing
optimism occurringin 2022.

In the Year Ending 31Dec. 2022
@ IntheYearEnded 31Dec.2021



Figure 13

Rank the top 5 risks impacting your organisation’s

decision to make future investments in China?

Increased
competition

Technological
decoupling

Concerns about increasing
risks in global economy

Supply chain shocks
impacting the export of
goods from China to
Australia and other markets

Rising costs of doing
businessin China

Other geopolitical
tensions

Supply chain shocks
impacting the production
and/or supply of goods/
servicesin China

Russia-Ukraine war

Supply chain shocks
impacting the import of
goods from Australia and
othermarkets to China

Risksin China's
economy

Economic decoupling

Demand for our
products/services

New policies and
regulatory enforcement

Impact of factors
related to COVID-19
oninternational travel

China-Australia
bilateral relations
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There are many concerns that limit
investmentin China. The top 3risks -
with some margin - are the geopolitical
relationship, the pandemic, and

new regulation. Perhaps somewhat
surprisingis the relatively low risk
ranking of supply chain shocks.

@ THighestrisk
)
® 3
O 4
@ 5Lowestrisk
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Figure 14

How do you think yourindustry in China will develop in
2022 compared to other markets in the rest of the world?

v
25% / 39%

@ Better Uncertainty reignedin the assessment

® Worse of the current environment. 39%
believe that business willrebound

® same (fasterand stronger)in China, but there
is anequal expectation (36%) that
things may turn out worse.

36%

Figure 15

How do you feel about China’s inbound investment
environment?

v
22% \ / 52% . .
@ Deteriorating When asked how respondents felt
about China’sinvestment environment,
i 52% see the environment deteriorating
® Improving (up from 24%in 2018), and 22% see
itimproving. Despite the negative
results, only asmall number are taking
action. Some are even expecting to
increase theirinvestmentin China,
which seems to imply that the problem
is not the market (long-term) but
the circumstances (short-term).
The benefits of waiting must outweigh
the costs of withdrawing from their
Chinabusiness.

@ Stayingthe same

26%
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Figure 16

How will your organisation’s FTE headcount inits China
business change in 2021and 2022, relative to 20197

v
Significant 0% Relative to 2019/2020, headcount
decrease (>20%) changesin 2022 are more optimistic
thanin 2021 - with (moderate)
E{Ig;ergtg;;ecrease increases forecast for2022 -ina
R shift from 2021when headcounts
Decrease decreased.
(<10%)
No change @ [IntheYearEnding 31Dec. 2022
@® IntheYearEnded 31Dec.2021
Increase
(<10%)

Moderateincrease
(10% - 20%)

Significant
increase (>20%)
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Figure 17

How will your organisation’s FTE headcount inits China
business changein2021and 2022, relative to 20207?

Significant @® IntheYearEnding 31Dec. 2022
d 20%
screase (>20%) Inthe Year Ended 31 Dec. 2021

Moderate decrease
(10% - 20%)

Decrease
(<10%)

No change

Increase
(<10%)

Moderate increase
(10% - 20%)

Significant
increase (>20%)
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Figure18

Consider whether you agree or disagree with the
statementsinrelation to Australia’s foreigninvestment
laws (FIRB), which came into effectin 2021?

Changesincreased time
and cost of assessing
FIRB requirement

Changesincreased
time to obtain FIRB
approval

Changesincreased penalties
and compliance requirements,
with negative impact on
decisions to invest into Australia

Changesincreased filing fees,
with negative impact on
decisions to invest into Australia

Changes were unnecessary
due to the existence of
legislative and institutional
protections

Changes provide certainty
forinvestors about permitted
Chinese investment

Changes were necessary
to enhance the existing
framework, streamline
approval processes

Changesareinthe
nationalinterest

Where Australian operations are
incidental to a multinational
proposal, considerationis given
to carving Australian operations
out because of the FIRB process

Changes promote
Australia as a safe
investment destination

Changes are not targeted
atforeigninvestors froma
particular country

In comparison the FIRB
regime enhances Australia's
competitiveness as an
investment destination
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I
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v

When asked whetherthe respondents
(dis)agreed with the changes to
Australia’s foreigninvestment laws,
there was significant disagreement
with the statement that “the new

FIRB regime enhances Australia’s
competitiveness as aninvestment
destination.” Excluding respondents
who answered ‘don’t know,” most
agreed that the changes wouldimpose
costandtime and do little to streamline
the approval process. There was also
disagreement with the statement that
the changes were not discriminatory.

@ Stronglyagree

© Agree

@ Neitheragreenordisagree
@ Disagree

@ Strongly disagree

® Don't know
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Figure 19

How have the changes to Australia’s Foreign
Investment Review Board regime impacted your
China outlook directly orindirectly?

v
3% \
/ 15%

@ Significantly 65% of the respondents measure no
negative impact impact on their China outlook due to the
new FIRB. The remaining respondents
1% ® reOda?cir\?;?rIT):pact are negatively disposed following the
° 9 new foreigninvestment law.
@ Slightly negative
impact
@ Noimpact
o

Slightly positive
impact

13%

65%
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China’s
business climate

Two and a half years into the global pandemic, Chinais making

a strong economic recovery, albeit tempered by geopolitical
tensions, ongoing risk of COVID-19 outbreaks, and a war in Ukraine.
International macroeconomics have become dominated by a mix
of risinginflation, increasing interest rates, cost of living challenges
andrisk of stagfiation spreading globally.

Theimpact of these external events
temper China’s business climate.
Conversely, China’sinflationrateis
under controlat 2.5 percent, though
concerns persist with hesitant
consumer consumption, property
markets under stress, while youth
and graduate unemployment are
nearing 20 percent. The country’s
zero COVID-19 policy andits
consequent limitation for travel, both
locally and international, is noted by
respondents as a top challenge for
their China business.

Despite the complexity, respondents
rate the ease of doing businessin
China asimproved comparedto
2018. Moreover, respondentsidentify
China’s climate change commitments
as opportunities for Australian
organisations to engage with China.

Withits 14th five-year plan from 2021
to 2025 firmly underway, China has
embarked on a path of business
environmentimprovement. And not
just to facilitate domestic business
but extending to foreign enterprises.
Recent policiesinclude taxreforms,
removal of foreign ownership limits,

and streamlined foreigninvestment
laws. The plan also creates regional
opportunities for foreign business,
includingimproved access to free
trade zones, Special Administrative
Regions (SAR) and the Greater

Bay Area.

China’s ongoing transitionto a
services and domestic consumption-
oriented and technology-infused
economy brings additional
opportunities for Australian
businesses. Inits pursuit of continued
high economic growth for delivering
prosperity, Chinais seeking to shift
from volume-based growth to quality
growth. Thatincludes afocuson
services, including within finance,
healthcare, education, and science,
IT/digital technology and the green
economy. Areas where Australian
businesses can meaningfully engage.

So, the settings are there, but nobody
isunder any illusion that doing
businessin Chinais easy. This survey
teases out the challenges and pain
points for new Australian entrants.




“Chinais keen to onshore

technological development,
particularly inindustries that
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are critical toindustrial growth.”

[anonymous respondent]

Figure 20

How would you rate the ease of doing businessin China?

8% \ / 2%

32% \

44%

/ 14%

@ Extremely
difficulat

@ Somewhat
difficulat

@ Neithereasy
nor difficult

@ Somewhat easy

@ Extremely easy

v

Isit getting easier doing businessin
China? All-in 58% of the respondents
rank the degree of difficulty from
somewhat to extremely. Interestingly,
that numberis down from 2018.

We gather that with the ‘maturing-
operations-in-China’ of the surveyed
organisations, they have become more
adeptinnavigating the difficulties.
Still, only 10% of respondents find
doing businessin China (extremely or
somewhat) easy.
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Figure 21

What are the top challenges facing your organisation’s
businessin China?

v

Impact of international
travel restrictions on ) .
movement of people To tease out the pain points, when

) asked about theirtop challenges, the
Impact of sanctions and L .
tariffs on Australian trade pandemicimpact and trade barriers
with China make the top-3. The ‘traditional’
Impact of epidemic prevention obstacles - legal/regulatory issues,
and control measures on increased competition, and employee

movement of people and/or

goods within China relatedissues (shortage, labour cost,

foreign talent) - featurein the next
Legal and regulatory tranche. The US/China trade dispute

issues ) .
isnot considered a challenge (nor
an opportunity).

Increased PP y)

competition

@ 1Highest priority
Cost of and/or difficultiesin )

transporting goods to China
o 3
Shortages of qualified
employees @ 4
@ 5LowestPriority
Other

Difficulties obtaining
visas/working permits
forforeign employees

Increased cost of doing
business (excluding labour
costs)

Cost of and/or difficulties
intransporting goods from
China

Rising labour costs
(including taxes and
socialinsurance)

Difficulties recruiting
and retaining foreign
employees

Disruptionin our
industry

Shortages of
qualified managers

Impact of US tariffs on
Chinese exports (under
Phase One Agreement)

Impact of Chinese tariffs
on US exports (under
Phase One Agreement)

0 20 40 60 80 100



Figure 22

What are the top challenges for your China business

relating to the operation and enforcement of laws
andregulationin Mainland China?

Capital transfers and
cross border payments

Customs regulations and
procedures

Legaluncertainty and
unclearregulatory
frameworks

Inconsistentinterpretation
and application of laws and
regulations

High tax burden
compared to other
markets

Obtaining
requiredlicences

Market access barriers and
investment restrictions

Internet access
restrictions

Other

Cybersecurity laws
andregulations

Slow cross-border
internet speed

Data Security Law

Preferential treatment
of local companies/
protectionism

Unequal accessibility of
public procurement

Personal Information
Protection Law

Intellectual Property
Rights enforcement

Restrictions due to
environmental protection
regulation enforcement

Requirement torelocate
facilities within China

Technology transfer
requirements
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Aslegal/regulatoryissues feature
prominently among those challenges,
adeep divereveals that: capital
transfers and cross border payments;
customs regulations; andlegal
uncertainty with unclear and
inconsistently applied regulation;

are of most concern. Interestingly,
comparedto the two earlier

DBIC surveys, cybersecurity and
datasecurity laws, and IP rights
enforcement, are becomingless
challenging - aligned with China’s
ownneeds and requirements.

@ 'Highestpriority
o 2
o3
o 4
@ 5Lowest Priority
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Figure 23

What would be the impact on your business in China of
aremoval of the preferential tax treatment on fringe
benefits for expatriates working in China?

v

When asked about removal of the

tax benefits for expatriates working

in China, the respondentsindicate
that this may lead to a flight of foreign
talent, or significantly increase labour
costs to counter this foreign flight.

Other

We would need to reduce our total
number of foreign employees due
to the additional compensation
we willneed to pay to offset the
impact of these changes

We expect that many of our
foreign employees would
choose to leave Mainland China

It would be difficult forus to
continue to employ and attract
new highly qualified foreign
talent to work in Mainland China

We would needtoincrease
the compensation paid to
foreignemployees

Noimpact as we donot have
any employees which qualify
forthese benefits

29%

0% 10% 20% 30%

“Regulations areincreasingly
transparent and IP enforcement
Isimproving.”

[anonymous respondent]
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Figure 24

How has the number of employees in your organisation
in Mainland China who are not Chinese citizens changed
over the past 3years?

v

/ 4%

/ 12% @ Increase Some of this tax-induced foreign
© flightisincludedinthe 38% of

respondents who have seena

@ Decrease

® Unchanged decreaseinthe number of their
foreign employees. Otherreasons -
@ Don'tknow substantially more important - include

the impact of the pandemic, China
travel restrictions, and the tensionsin
geopolitical relations.

46% \

38%

Figure 25

How will the number of employees in your organisation
in Mainland China who are not Chinese citizens change
over the next 3 years?

/ 13% v
VAR

@ Increase To verify whether the contraction
in foreign employees will continue,

@ Decrease the respondents were asked to look

® Unchanged ahead. They now forecast areturn
to normal turnover over a three-year
@ Don'tknow period and amuch larger proportion

that predicts no change.

21%

50%
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“We are seeing areduction
in expatriate presenceasa
result of [travel] restrictions.”

[anonymous respondent]




Figure 26

What are the reasons for the change in the number of

employees in your organisationin Mainland Chinawho

are not Chinese citizens (“foreign employees”)?

Foreign employees are not willing
torelocate to Mainland China due
to personal safety concerns

We will not be able to compensate
foreign employees to offset the
impact of the removal of the tax
exemptions

Other

We canrecruit appropriately
qualified local employees
instead of foreign employees

We need to pay higher
salary levels to attract and
retain foreign employees

Foreign employees do not see
Mainland China as an attractive
location to live and work

Foreign employees are not
willing torelocate to
Mainland China due to the
impact of travel restrictions

Difficulties obtaining
visas/working permits for foreign
employees during Covid-19

15

18

24

27

28

31

33

41
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To betterunderstand the reasons for
the decrease in foreign employees,
we asked for their specific reasons.
The two mostimportant reasons were
indeed COVID-19related. Third onthe
listis the perception of Mainland China
as anunattractive location to live and
work. Despite improving air quality,
otherdimensions to liveability also
need addressing.
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Figure 27

Have you noticed any change in the frequency and level

of attention or engagement related to your firm from

Chinese authorities, including industry-wide regulatory

changeinthelastyear?

4% / 1B8% / 2%

13%

5%

15% 44%

Figure 28

How have the changes (if any) impacted your business?

59 /2%

12%

58% 19%

@ Significantdecrease
@ Moderate decrease
@ Slightdecrease

@ Nochange

@ Slightincrease

@ Moderateincrease

@ Significantincrease

Not applicable

@ Significant
negative impact

@ Moderate
negative impact

® Slightnegative
impact

@ Noimpact

© Slight positive
impact

® Moderate
positive impact

® Significant
positive impact

v

Arecurring question on China’s
business climate considers the
impact of, and changesin public
andregulatory scrutiny. While 44%
observedno change, 32% (12%) are
experiencing anincrease (decrease)
in attention. Those numbers were
similarin the 2018 survey.

v

Itis one thing to notice increased
attention/scrutiny, another altogether
interms of itsimpact on doing
business. On this occasion, 58%
noticed noimpact on their business
operation. Of the remaining 42%, the
impact has mostly been moderate to
slight negative (31%). For comparison,
inthe 2018 survey the impact was
perceived to be much more negative.
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Figure 29

Have you noticed any change in the attitudes from the
following stakeholders towards your organisationin the
period since 1January 20207

v

Withincreased tensionsinthe
Australia-Chinarelationship, the
respondents noticed a more negative
Chinese government change in the attitude from Chinese
authorities media and government authorities, but
amore balanced changein attitude by

Chinese media

Employees theiremployees and customers.
Chinese @ \Verynegative change
consumers (B2C)
@ Moderate negative change
Chinese customers/ i i
clionts (B28) @ Slight negative change
@ Nochange
g::?:esribusmess @ Slight positive change
@ Moderate positive change
Chinese suppliers @ Verypositive change
| | | | | ¢ Don'tknow
0% 20% 40% 60% 80% 100%
Figure 30
Who are your key competitorsin China?
A 4
/o 13% @ Chinese State-owned China’s competitive environment
enterprises (SOEs) is changing. Key competitors for the
@ Chinese privately- respondents are now either Chinese
owned enterprises privately-owned enterprises or other
. foreign companies, acombined 74%
@ Australian i ition SOE q
companies of key competition. s-reporte
. as amajor competitorinthe 2017/18
@ Otherforeign surveys - are now deemed less
companies important.

43% \

13%

31%
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Figure 31

What impact(s) will the laws, regulations, policies, and
actions that Chinaimplements to achieve its carbon
peaking and carbon neutrality goals have on your
organisation’s China business?

/ 21%

@ Theywillincrease our
operating costsin China

@ Theywillcreate
opportunities forour
organisation to sell
products, services
and/or solutions

@® Theywillnothave any
impact

© Other
) Notsure

28% \

33%

v

China’s environmental policies seem
tolay fertile ground for new business
opportunities to engage with China.
33% of respondents believe that
Chinese actions towards the 2030
peakin CO2 emissions and the 2060
goal of carbon neutrality will create
opportunities for their organisation’s
China business. Itis also noted that
asmaller group of respondents (17%)
anticipatesincreased costs
foroperatingin China.

“Seek areas of mutual interest...
encourage climate-related
low carbon cooperation.”

[anonymous respondent]



Figure 32

What actions is your organisation already taking or
planning to take inrespect of your China businessin
response to and/or expectation of these requirements?

/8%

12%

15%

4% .
9% 21%

Figure 33

@ Lookingforsources

of greenenergy

Investingin
energy-saving premises
and equipment

Adapting production
processes to minimise
carbonfootprint

Developing/adapting
carbon-reducing
products/services

Re-evaluating and
selecting suppliers
based on theircarbon
footprint

Other

We are not making any
preparations at this time

On average, how much does your organisation plan to

spend/invest on these actionsin each yearup until20307?

% Jaw /4%

20% \—

52%

No spending/
investment planned

0-5% of China
businessrevenue

5-10% of China
businessrevenue

10-15% of China
businessrevenue

15-20% of China
businessrevenue

>20% of China
businessrevenue
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Toreduce costand comply with new
environmental regulations and policies,
65% of the survey participants are
already engagedin energy saving and
carbonreduction processes, products
and services. This speaks to how
proactive the surveyed organisations
arein fighting climate change.

v

20% invests very little (0-5% of China
revenue) on climate change actions,
followed by equal parts of 14% which
invest 5-10% and more than 10% of
businessrevenue. Still, 52% do not
have any climate change investment
planned. The economic and business
uncertainty seems to be holding back
more ambitious investment.
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Inearly 2020, many expatriate executives
with families decided toreturn temporarily
to Australia until schoolsin Chinareopened.
With the closures of Chinese and Australian
borders with little forewarning, most

were locked-out formany months. Some
chosenottoreturn. Others were to face

long periods of separation from families.
Such circumstances, coupled with China’s
domestic COVID-19 restrictions and frequent
changes had dampening effects onthe
(mobility of the) business community.

In combination with the deteriorationin
bilateral relations, an atmosphere of
stoicismwas pervasive.
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Figure 34

What was the impact of COVID-19 on sales and
profitability of your organisation’s China business

in2021 compared to 2019?
v
Reduce >20%
The impact of COVID-19 has been and
Reduce 10-20% continues to be significant on many
dimensions of Doing Business in China.
Reduce by <10% Inrelationto the financial outcomes,
we asked about the COVID-19
No impact impact. Both sales and profitability

decreased significantly compared

with 2019 levels. Three times as many
respondents noted a decrease than
respondents who noted anincrease.

Increase by <10%

Increase by 10%-20%

@ Sales/Revenue
© Profitability

Increase by >20%

Does not apply

| | | | |
0% 5% 10% 15% 20% 25%

Figure 35

What was the impact of COVID-19 on FTE headcount
(in China, Australia, and Rest of the World) of your
organisation’s China businessin 2021 compared to 20197

v

Headcount was also negatively
impacted by COVID-19. But not
nearly to the same extent as sales/
profitability. 36% of respondents
reported areductioninheadcount
in China. With very low Australian

Reduce >20%

Reduce 10-20%

Reduce by <10% unemployment levels (and therefore
limited interest to seek employment
Noimpact in China), the surveyed organisations

adopted a strategy to minimise

the risk of losing talent. The ability

to effectively work-from-home
maintained employee productivity
forthe surveyed organisations - even
when this did not translate into sales.

Increase by <10%

Increase by
10%-20%

Increase by >20%

© Full-Time Employment (FTE)
Headcountin China

I | | | | | ® FTEHeadcountinAustralia
0% 10% 20% 30% 40% 50% 60% @® FTEHeadcountelsewhere

Does not apply
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Figure 36

What was the impact of COVID-19 oninvestment (in China,
Australia, and Rest of the World) of your organisation’s
Chinabusinessin 2021 compared to 2019?

v

And COVID-19’simpact oninvestment

Reduce >20% falls somewhere in between the high
negative impact on sales/profitability

Reduce 10-20% and the moderate negative impact
onheadcount. 31% of respondents

Reduce by <10% reported areductionin their
investmentin China, while 11% of

No impact respondentsreported areduction

intheirinvestmentin Australia.

Increase by <10%
@ InvestmentinChina

Increase by 109%-20% ® [nvestmentinAustralia

Investment elsewhere
Increase by >20% ®

Does not apply

| | | | | |
0% 10% 20% 30% 40% 50% 60%

Figure 37

What is the impact of travel and border restrictionsin the
following countries and regions on your organisation’s
China business?

v
COVID-19 curtailed the free

movement of people around the
world. Theimpact of travel and border

Mainland China

Hong Kong SAR restrictions has been severe, with
almost 90% of respondents reporting
Australia anegativeimpact ontheirbusinessin
mainland China.
UK
@ Verynegativeimpact
EU Lo
@ Moderately negativeimpact
Us @ Slightly negativeimpact
@ Noimpact
Singapore © Slightly positive impact
@® Moderately positive impact
Japan
@® Verypositive impact

1 1 1 1 ]
0% 20% 40% 60% 80% 100% Notsure



Figure 38

If China continues the current COVID-19 restrictions while
the rest of the world is opening, how would thisimpact the
following activities/outcomesin China?

Ability to attract
foreign talent

Efforts by Australian
businesses/institutions to
grow their China business

Australian services
exports - tourism

Foreign
investment

Australian services
exports - education

Collaboration between Australian
and Chinese universities and
researchinstitutions

Collaboration between Australian
and Chinese businesses

Growth of China’s
economy

Australian services
exports - other

Australian goods
exports

Economic growth

Australia's international
reputation

Efforts by Australian exporters
toincrease salesin new markets

Efforts by Australian
businesses/institutions to grow
theirinternational business

Innovation

Employment

Australia's aEfforts by Australian

businesses/institutions to grow their

domestic businessreputation
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If China continues its COVID-19
restrictions, the responding
organisationsindicate that their ability
to attract foreign talentas well as their
ability to grow their China businesses
willbe compromised. The tourismand
education sectors will also be very
negatively impacted from the current
COVID-19 restrictions.

@ Verynegativeimpact

@ Moderately negative impact
@® Noimpact

@ Moderately positive impact
@ Very positiveimpact
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Figure 39

Do you agree ordisagree with the following statements?

Epidemic prevention and
control measuresimplemented
by the Chinese authoritiesin the
Mainland have been effective
for providing a safe living and
working environment for
business

Epidemic prevention and
control measures by the
Australian authorities have
been effective for providing
a safe living and working
environment for business

Financial support measures
implemented by the Chinese
authorities in the Mainland
during COVID-19 assisted
your business / organisation
through the pandemic

Financial support measures
implemented by the Australian
authorities during COVID-19
assisted your business /
organisation through the
pandemic

|am satisfied with the
support which has been
provided by the Australian
government to our Australian
staff basedin China

0%

20%

40%

60%

80%

100%
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Despite the significantimpact of
COVID-19, the respondents generally
agreed that the epidemic measures
have been successful. Thereisless
agreement onthe adequacy of

the (financial) support provided to
withstand the impact of the pandemic.

@ Stronglyagree

© Agree

@ Neitheragree nordisagree
¢ Disagree

@® Strongly disagree

© Don'tknow
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Economic and
policy outlook
in China

The latest figures from the National Bureau of
Statistics of China show economic growthin
Chinafor the first three quarters of 2022 at 3%.
The OECD interimreport forecasts growth for
2023 at4.7%.

At the time of the survey, the Chinese growthrate for
2022 was forecast at 5.8%. While vulnerable to global
uncertainties, China’s economic outlook is still positive.

Our survey respondents state that the Chinese
economy remains strong and presents opportunities
for Australian companies. Based on their survey
responses, the focusis shifting to expanding into new
cities and regions within China, building upon the safe
and high-quality perception of the “Australiabrand”.

Surveyed Australian organisations perceive key risks
to China growth as well as the opportunities to share
in, and benefit from that economic development. For
companies and organisations operating in China, policy
uncertainty remains a major concern. Such challenges
would be significantly alleviated if bilateral relations
were stabilised, improving the outlook overall. Due

to the deteriorationin Australia/China government-
to-government relations, businesses have opted

for discrete engagement to maintain business-to-
businesslinks.
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“The fundamentals of China’s

economy are strong. The
tech space may attract

stable inbound investment.”
[anonymous respondent]
Figure 40
What do you view as potential risks to China’s
economic growth? (1 = highest risk)
v
Factors related China’s economic growth has swung
to COVID-19 from 2% to 8% per annum, from
- the depth of the pandemic to the
ﬁ:;%ﬁ:&ca' resurgence in 2021, although growth
has dropped again subsequently
Decreasein to 3% for the first three quarters of
domestic demand 2022. According to the respondents,
Decreasein areoccurring COVID-19 outbreak
international demand remains the largest threat to sustained
5 ) growth, closely followed by unresolved
pglr;:iisa]tllﬁmstability geopoliticalrinsta.b'ility. !\lext highest
risks are the ‘traditional’ domestic and
Financial international demand risk. Poignantly,
instability environmental risk is (again) not
Supply considered amajorrisk.
constraints
Assetinflation @ IHighestRisk
o 2
Environmental
risks/climate change ® 3
4
Other .
) 5LowestRisk
! ! ! ! J
0 20 40 60 80 100
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Figure 41

How would you describe your business outlook in China
in each of the following aspects over the next two years?

China market
opportunities

Growing
profitability

Competitiveness
pressure

Cost-minimization
opportunities

Regulatory
environment

0%

20%

40%

60%

80%

100%

v

The ability to manage therisksin
their control, has animpact on their
business outlook. Our surveyed
organisations are optimistic about
exploiting market opportunities and
growing profitability, but they are
pessimistic about competition, cost
control, and regulation.

@ Veryoptimistic

© Moderately optimistic

@ Slightly optimistic

@ Neitheroptimistic nor pessimistic
@ Slightly pessimistic

@® Moderately pessimistic

® Verypessimistic
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Figure 42

Which of the following are the key opportunitiesin China
that your organisationis focusing on? (1 = highest priority)

v

Not surprisingly, where there are
opportunities, thereis optimism.
Expandinginto new cities/regions
beyond the traditional Chinese
markets; and, exploiting the quality
and safety perception of brand
Australia in goods and services, are
ranked as the two most promising
options. In contrast to 2018, the Belt
and Road initiative is nolonger seen
as a priority. And despite its surprisingly
low ranking as arisk, environmental
opportunities are also identified as
ahigh priority.

Expandinginto new
cities and regions

Perception of "Brand
Australia” as being safe
and high quality

Improved market
accessinmy sector

Opportunities to partner
with Chinese companies
in overseas markets

Improving business
environment

@ 1Highest Priority

Opportunity to support o2

China's transitionto a

green, low carbon economy . 3
o 4

Others

@ 5Lowest Priority

Opportunities to support
Chinese companies as
they undertake outbound
investments

Opportunities to help
Chinese companies
innovate and disrupt

Opportunities to partner
with Chinese companies
inthe China market

Opportunities arising from
the ongoingimplementation
of the Belt and Road Initiative

Ability to participatein
government procurement

Opportunities to participate
in China's transformation to
adigitaleconomy

More effective protection of
intellectual property rights
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Bilateral relations
and geopolitical risk

To many respondents, the last three years have demonstrated that
fortunes of business are not just threatened by poor business decision-
making, but are equally at the mercy of externalrisks. The 2018 survey
identified arange of threats to Australian businesses arising from the
thenlooming US-China trade war. Since then, Australia’s bilateral
political relations with China have worsened considerably.

These political tensions have no
doubt had animpact on businesses
operatingin the China-Australia
market. But has thisimpact affected
sentiment, business performance and
business, all, ornone?

Respondentsreported that the effects
of deteriorating bilateral relations have
been either negative or neutral at best.
Regardless, no significant action was
taken by the responding organisations
inresponse to the worsening
conditions. Thisis not surprising, given
that those organisations individually
orcollectively believed they were not
equippedto divert the trajectory of
political trends eitherin Australia or
China. The most significant outcome
of these challenging timeswas the
shift by alarge number of surveyed

organisations towards accelerating
localisation of their value chainsin
China and to expand sales into third
countries otherthan Australia. As a
result, the majority of respondents
indicated that sales, costs, headcount
andinvestmentin Chinahad not
experienced significant detrimental
impacts due to the hostile geopolitical
climate. Nonetheless, 15 percent of
organisations did report a marked
declineinsales,and 10 percent
reported anincrease in costs.

Overall, the business-to-business
situationremained resilient despite
the political climate, except for sectors
facing large tariff hikes such as wine
and beef orthose dependent onopen
borders, whichincluded education
and tourism.




Figure 43
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To what degree have the ongoing US/China trade
tensionsresultedin collateral effects onyour

organisation’s China business?

2%

/ 1%

3%

26%

38%

Figure 44

Very negative impact
Moderate negative impact
Slightly negative impact
No impact

Slightly positive impact
Moderate positive impact

Very positive impact

To what extent have shiftsin Australian and Chinese public
sentimentimpacted your organisation’s China business?

Very negative
impact

Moderate
negative impact

Slight negative
impact

Noimpact

Slight positive
impact

Moderate
positive impact

Very positive
impact

Not sure

0% 5% 10% 15% 20%

25%

30% 35% 40%

v

The deteriorationin the Australia/
Chinarelationship was preceded by
the US/China trade tensions in 2018.
When asked how the US trade war
with China spilled overinto their China
business, 68% of ourrespondents
noted a negative impact. Only 6%
noted a positive impact. As a major
trading partner of China, Australia did
not benefit from the US/China trade
disruption.

v

As faras Australian and Chinese public
sentiment played arolein altering the
business relationship, theimpactis
divided betweenneutral and negative.

Australian Public
Chinese Public
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Figure 45

Describe the impact of Australian and Chinese
media reporting on the bilateral relationship on your
organisation’s China business during the past 24 months?

v

Therole (andimpact) of the mediais
Very negative not much different to public sentiment,

impact which may not surprise given the

Moderat populist stance among elements of
oderate o .

negative impact both countries’ mainstream media.

ETI]iggtc?egative @ ChineseMedia

@ AustralianMedia
Noimpact

Slight positive
impact

Moderate
positive impact

Very positive
impact
Not sure

I I I I I I |
0% 5% 10% 15% 20% 25% 30% 35%




Figure 46

What actions has your organisation taken or decided

to take as aresult of theimpacts?

We have ceased or will
cease our Chinabusiness

We have moved or will move
operations out of China

We have started orincreased
local productionin China

We have suspended
new investmentin our
Chinabusiness

Other

We have decided or are actively
considering to establish/
increase sourcing from other
markets than China

We are reducing investment
in our China business

We are increasing our
investmentin new
markets(other than China)

We have reduced headcount
in our China business

We have decided orare
actively considering to
establish/increase salesin
new markets

We have not taken
any actions
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While the impacts seem severe and
comprehensive, itis surprising to note
that 45% of the respondents decided
not to take action. They might have
beenunable to change course, they
might anticipate a turnaroundinthe
relationship, orthe cost of action was
simply too high. Of those that did take
action, China evasion (considering
new markets) or China contraction
(reducing headcount) were the
preferred course of action.
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Figure 47

What has been the impact of the deteriorationin
Australia-Chinarelations on sales and costsin your
organisation since 2019?

v

Consistent with the prevailing absence
Reduce >20% of actionis the response of no impact
onsales and costs. Between 30-50%
did not experience achangein(cost
of) sales, payroll, or other costs. 15% of
organisations did experience a marked
Reduce by <10% declinein sales while 10% experienced

anincreasein cost (of sales). Payroll

costsimpact hasbeenmoderated by

Reduce 10-20%

Noimpact adecreaseinheadcount.
Increase by <10% ® Sales

Cost of sales (including duties
Increase by and transport)

o/ _ o,
10%-20% @ Payrollcosts

Increase by >20% @ Othercosts

I I I I |
0% 10% 20% 30% 40% 50%

Figure 48

What has been the impact of the deteriorationin
Australia-Chinarelations on the jobs (headcount)
in your organisation since 2019

v

Reduce >20% Similar to theimpact on sales/costs,
50% of the respondents note no
impact onheadcount since 2019.

Of those that wereimpacted, 5-10%
indicated areductionin China
headcount, while 2-5% indicated
Reduce by <10% anincrease in China headcount.

Reduce 10-20%

@ Full-Time Employment (FTE)
Headcountin China

@® FTEHeadcountinAustralia
@ FTEHeadcount elsewhere

Noimpact

Increase by <10%

Increase by
10%-20%

Increase by >20%

| | | | | |
0% 10% 20% 30% 40% 50% 60%
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Figure 49

What has been the impact of the deteriorationin
Australia- Chinarelations oninvestmentsin your
organisation since 2019?

v

Consistent with the partialimpact

Reduce >20% onsales, costand headcount,
investments have only been affected
Reduce 10-20% to alimited extent - with a small group
of respondents indicating areduction
Reduce by <10% ininvestmentin China.
Noimpact ® InvestmentinChina
Investmentin Australia
Increase by <10% @ Investmentelsewhere
Increase by

10%-20%

Increase by >20%

Doesnot apply

I I I I I |
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Figure 50

Describe your level of satisfaction with the Australian
government’s management of the bilateral relationship
over the past 24 months?4

v
3%/ 5% / 2% V. ished
12% / 8% @ Veryunsatisfie Given the negative impact on business
' © Unsatisfied of aworsening bilateral geopolitical
. relation, 70% of the surveyed business
@® Moderately unsatisfied leaders are not satisfied with the
@ Neithersatisfied nor handling of the relationship.
unsatisfied

Moderately satisfied
Satisfied

Very satisfied

Not sure

4. Responses to this question were provided by
respondents in the second quarter of 2022 and
accordingly the responses are inrespect to the

35% Liberal/National Coalition Government prior to the

° Federal electionin May 2022.

14%

21%
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“Keep in mind for most things,
we nheed China much more
than China needs Australia.”

[anonymous respondent]
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Figure 51

How effective has the National Foundation for Australia-
China Relations (NFACR) beenin achieving its objective

of “creating a national platform that engages government,
business and communities to support and find ways

to engage constructively with China”?

v
2% /
15%
/' 15% @ Highly effective As arelated entity of the Australian
. government (and its Department
@ Moderately effective of Foreign Affairs and Trade), the
@ Noteffective National Foundation for Australia-China
Relations (NFACR) was establishedin
@ Idonothave enough ) ! )
2020 to constructively assist Australian
knowledge about the organisations engagedin business
activities of NFACR 9 ga9

with China. The surveyed organisations’
responses suggested that, as at early
2022, there was still some work to be
done to enhance knowledge about the
NFACR’s activities.

67%
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Business
performance

Doing businessinand with Chinais a feat
of persistence and patience. Yet, making
a Chinabusiness a financial successis
ultimately measured by the bottom/line.

Of course, in some circumstances the business
objective may extend beyond profits and
shareholdervalue. But profitability is the main
driver for many of the surveyed organisations’
China operations.

Are the Australian organisations withstanding
theimpact of COVID-19 and geopolitical
tensions? Are they still profitable? Are they
becoming more, orless dependent onrevenue
from their China business?

When asked how the organisation’s China
business profitability will change compared to
2019, the 2022 forecast results show amore
positive outlook than the two previous years.
Thisrecovery pattern can also be seeninterms
of business performance, where 53 percent of
respondentsindicated that they were profitable
inthe yearendingin December2021; an
increase from 47 percentin2020. 80 percent
didnotreportlosses. It will be interesting to see
where the 2022 resultsland.
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Figure 52

How did/will the profitability of your organisation’s China
business change in the following years relative to 2019?

v
I The surveyed organisations continue
Significant - ] to deal with the financialimpact of the
decrease(>20%) | IE———— COVID-19 impact. Compared to pre-
Mod g | COVID, the 2020, 2021 and forecast
oderate decrease | ili
(10% - 20%) S 2022 prgﬁtablllty has decreased on
averagein each of those years - with a
Decrease __ slightly more positive outlook for 2022.
(<10%) B
I @ IntheYearEnded 31Dec.2020
No change IR
B @ Inthe YearEnded 31Dec. 2021
@ IntheYearEnding 31Dec. 2022
K -
Increase (<10%) e (based onforecast)
Moderate increase |
Significant =

increase (>20%) s
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Figure 53

What was the financial performance of your organisation’s
China businessin the following years?

v

25% (18%) of organisations made
alossin2020(2021). Itis, of course,

Profitable noteworthy that 47% (53%) of
organisations wasin fact profitable
in2020 (2027), despite difficult
circumstances and theirimpacton
the bottomline.

Break-even

© IntheYearEnded 31Dec.2020
© IntheYearEnded 31Dec. 2021

Loss-making

| I I I I I |
0% 10% 20% 30% 40% 50% 60%
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s

“At least half of our
‘surveyed organisations
- stilldepend S|gn|ﬁcantly i
~ onChinarevenue and
| proﬁtablllty

onymous respondent]




Figure 54

How much did/will the revenue from your organisation’s
China business represent as a percentage of your
organisation’s total worldwide revenue in each of the
following financial years?

80%-100%

50%-80%

20%-50%

Below 20%
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v

The contribution of China operations
to the organisations’ global operations
revenue is somewhat bi-modal. In
2021, Chinarevenue makes up to 20%
of total revenue for 16 organisations.
Foranother18 organisations, China
revenue exceeds 80% of their total
revenue. However, the steady decline
over2019-2022 of the proportion

of organisations thatrely on China
for80-100% of their total revenue
suggests a steady erosionin China
revenue. At least half of our surveyed
organisations still depend significantly
on Chinarevenue and profitability.

@ YearEnded 31Dec.2019
@ VYearEnded31Dec.2020
@ VYearEnded31Dec.2021
@ YearEnding 31Dec.2022
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Impact of treaties
and international

agreements

What a difference a pandemic makes to free trade. With closed
borders, global trade in goods and services became victims,
prompted by the astonishing spread of COVID-19.

Of course, the US/China trade
disputes had already done much
damage, with the USrejecting
the Trans-Pacific Partnership and
imposing tariffs onimports from
China. Add to that the damage
caused by Brexit to free trade
agreements.

The 2018 and 2017 DBIC surveys
focused onthe benefits from
the China/Australia Free Trade
Agreement (ChAFTA) and
anticipated further progressin
bilateral free trade negotiations
between Australia and China.
ChAFTA came into effectin
December 2015, and the first
two surveys revealed a positive
impact on businessin orwith
China while expressing hopes for
further trade liberalisation.

Respondentsin 2022 were asked
whether they were still optimistic
about theimpact of three free

trade deals: ChAFTA, the Regional
Comprehensive Economic
Partnership (RCEP) and the
Comprehensive and Progressive
Agreement for the Trans-Pacific
Partnership (CPTPP). The 2022
survey indicates that ChAFTA now
has significantly less relevance
formany Australian businesses.
The RCEP and CPTPP are recent
agreements and only a minority
of organisations have decided
whether they will be beneficial or
not. The majority of respondents
have yet to make up theirmind.

With the change in Australia’s
government, stabilisation of the
Australia-China relationship would
provide greater opportunities for
revitalised trade with China. The
nextinstalment of this survey will
reveal whether that opportunity
has beentakenup.
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“New tariffs and non-tariff
barriers have offset any
benefits of ChAFTA.”

[anonymous respondent]

Figure 55

Over the past 24 months, the China Australia Free
Trade Agreement (ChAFTA) has been beneficial
to my organisation’s China business

6% 24% v

6%

@ Stronglyagree The worsening bilateral relationship

® Agree with China has undone the optimism
expressedinthe 2018 survey

® Noimpact towards the benefits of ChAFTA. The

earlier surveys revealed over 50%

‘ 14%

@ Disagree e g

. of respondents claiming a positive
@ Strongly disagree impact. Now, after 7 years of operation,
® Noopinion ChAFTA has lost some of its lustre. Only

20% can still see the benefits, with the
balance either seeing noimpact ornot
expressing an opinion

6%

43%
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“Any agreement to
work cooperatively
must be aplus.”

[anonymous respondent]
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Figure 56
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The Regional Comprehensive Economic Partnership
(RCEP) will be beneficial to my organisation’s

Chinabusiness

3% \

‘ 19%

48% 28%

Figure 57

@ Stronglyagree
© Agree

® Noimpact

@ Disagree

( Stronglydisagree
@ Noopinion

Chinajoining the Comprehensive and Progressive

Agreement for the Trans-Pacific Partnership (CPTPP)
would be beneficial to my organisation’s China business

6% \

‘ 22%

45%

25%

@ Stronglyagree
© Agree

® Noimpact

@ Disagree

& Strongly disagree
@® Noopinion

v

Negotiatedin November 2020, the
Regional Comprehensive Economic
Partnership (RCEP)is a multilateral free
trade agreement between 15 Asia-
Pacific nations, including Australia and
China. RCEP cameinto effect from
January 2022. A similar picture arises,
with 22% anticipating benefits, but
76% expecting noimpact of having
no opinion.

v

The Comprehensive and Progressive
Agreement for the Trans-Pacific
Partnership (CPTPP)is the reincarnation
of the Trans-Pacific Partnership (TPP),
afterthe US unilaterally abandoned

the TPP. The CPTPP is a multilateral free
trade agreement between 11 Trans-
Pacific nations, which enteredinto force
on 30 December2018 for Australia. As
Chinaisnot asignatory to the CPTPP,
any assessment of its benefits - and
more specifically the admission of
China -is purely speculative. Again, 70%
of respondents expects noimpact or
has no opinion, although 28% expresses
the sentiment thatit can only get better.
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