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Presentation Outline

e Historic Perspective
« Why China?
e A snapshot of the Chinese economy

e Managing declining growth, government and party
perspective

e Major Trends

e China’s technology policy

e Focus on U.S.-China trade

e Challenges faced by American exporters

e Intellectual property rights protection strategies
e Finding an agent or distributor in China
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Pliny the Younger — 61 AD — 112 AD
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1773 — Boston Tea Party
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Why China?

China is the world’s second-largest economy, with a GDP of
roughly $13.37 trillion (on PPP basis) or $8.9 trillion (at official
exchange rates) and a growth rate of 7.6% in 2013.

China is the United States’ second-largest export market, after
Canada — surpassed Mexico last year.

In 2013, the United States’ merchandise exports to China grew
10.4%, to $122 billion.

Total U.S. exports, including service exports ($40b) and exports
to Hong Kong ($42b), exceeded $200 billion in 2013.

U.S. Department of Commerce International Trade Administration
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Presenter
Presentation Notes
By the end of 2006, China boasted the second largest number of Internet users in the world – at roughly 137 million (10.5% of the total population), a 23.4% increase over the prior year. Men account for 58.3% of all Internet users and women account for 41.7%. 17 million Chinese use their cellphones to go online, while 90 million have broadband access and 27 million have some type of leased line Ethernet connection.
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Presenter
Presentation Notes
In the 12th 5YP, 7% annual growth is the stated target through 2015, however this target has historically been set below expectations.

Part of gov’t’s turn to sacrifice growth for development quality. GDP growth bar is no longer adequate and has introduced ambitious reforms and hiking spending on affordable housing, social security, healthcare, and education.


(Side note: GDP) CIA World Factbook
$13.39 trillion (2013 est.) 




China 2013: In Review

GDP: 7.6% $13.37 trillion (at PPP)

GDP/Person $9,800 (at PPP) or USD $4,386 (nominal)
Retail sales up 13.1%

Foreign Exchange Reserves =$4.00 trillion

China: U.S.” #1 Overseas Export Market outside NAFTA

U.S. Goods Exports to China:
2013: $122 billion, increase of 10.4%

China Trade Surplus with the U.S. rose 1% to $318 billion
China Trade Surplus with the world rose by 9% to $156 billion

Still Strong — but slowing - Growth

U.S. Department of Commerce International Trade Administration



Structural Adjustments in Chinese Economy in FYP, 2012-2016
Government Policy Adjustments

e Transition from export led growth and investment led growth
=» to domestic demand/consumption led growth

e Transition from manufacturing = to the service industries

e Transition from energy intensive = to cleaner industries

e Transition labor intensive =» to high technology industries

e Transition from austerity =» to higher levels of social spending
— Education

— Social Security/Pensions
— Health Care

U.S. Department of Commerce International Trade Administration



CCP’s Third Plenum Decision in 12/2013 to deepen
economic reform by the “decisive role” of the market

Social Reforms

One child policy
Social insurance
Rural land reforms
Education reforms
War on Pollution
Addressing inequality

Addressing regional
disparity

U.S. Department of Commerce

Economic Reforms

ntern

Greater reliance on
market pricing

Taxation reform

Fiscal reform

Interest rate reforms
Transparency
Simplifying investment
Deepening-Reform
Leading Group, Led by Xi

ational Trade Administration



Urbanization
= 171 Cities > 1M

(91InU.S)
= 47% Urban 2010
= 53% Urban 2014
Labor Force Change
Middle Class
= 23% Now
= 48% 2020

U.S. Department of Commerce ] International Trade Administration


Presenter
Presentation Notes
Intro: Emerging markets in China have become China’s growth engine and the best markets for imported goods.
B1: This is driven by China’s overall urbanization as over 500 million Chinese migrate from rural areas into China’s cities. There are now more people residing in urban areas than in rural areas. Most of them concentrated in the East and Northeast. 
B2: By 2015, the urbanization rate is expected to be 51.5% (Xinhua).
B3: Although only 8% of China’s population, China’s top 15 second tier cities account for 60% of the U.S.’ products imported to China
B4: As of July, 2010, 23% of entire population was middle class (July 2010) (Chinese Academy of Social Sciences) The Chinese Academy of Social Sciences (CASS) released a report in 2004 defining the Chinese middle class as families with assets valued from $18,100 to $36,200 (150,000 to 300,000 yuan). 
48% of whole population will be middle class by 2020 (700 million). (Euromonitor International)

Urbanization (% of people living in urban areas)
B5: 2005: 43%
B6: 2010: 47%
B7: By end of 2011: urban pop > rural pop
(a): 690.79 mn urbanites (double US pop); 
(b): 656.56 mn people in rural areas. 
(c): In 2011- Eastern China- 62.1%
	        	Western China- 40.2%
	    	Central China- 43%
	    	Northeast China- 56.9
(d): By 2015, urbanization rate of 51.5%
(e): In 2010, # of cities with more than 1 million people: 171 cities in China, 9 in the U.S.

Middle Class
According to McKinsey Global Institute, the Chinese middle class is those people whose annual incomes, in terms of purchasing power, range from $13,500 to $53,900. The Chinese Academy of Social Sciences (CASS) released a report in 2004 defining the Chinese middle class as families with assets valued from $18,100 to $36,200 (150,000 to 300,000 yuan). The official data from China’s National Bureau of Statistics categorize the Chinese middle class as households with an annual income ranging from $7,250 to $62,500 (60,000 to 500,000 yuan).

(Sources: China National Bureau of Statistics. Economist Intelligence Unit. Xinhua. US Census. People’s Daily)




Middle Class Growtt

Services Consumption
— Education

— Health Care

— Entertainment

Luxury Consumption
= 20% ($27B) Worldwide Luxury Gogs
= 80% Buyers < Age 45 (50%!1
= 40% Buyers < Age 35
Watch the Trends igs
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Presentation Notes
China’s Growing Wealth

Chinese high net-worth and upper income consumers are extremely brand conscious.  Generally, they are willing to pay a premium price for luxury goods (30-50% more than those sold in Europe) and internationally recognized brand name products.  

China's fashion industry is set to become the world’s second largest by 2020, and will account for about 30% of global fashion market’s growth over next five years, according to Boston Consulting Group.







High Technology Policy - Strategic Emerging Industries

Sectors Identified to Drive China’s Economy in the Next Decade:

$1.5 trillion estimated
Investment in SEIs

8% of China’s GDP
by 2015

 New energy

* New-energy vehicles

« New materials

‘'« Environmental protection

15% of China’s GDP
by 2020

U.S. Department of Commerce ] International Trade Administration


Presenter
Presentation Notes
B1. China identified in its 2011 Overarching Five Year Plan, seven strategic emerging industries (SEIs), for which it reportedly plans to invest $1.5 trillion over the course of the 2011-2015 five-year period.  The sectors are identified in the slide.  We want to ensure that all companies, including U.S. companies have the opportunity to participate in the development of the SEIs on an equal playing field.  Next-generation ICT has been identified as an SEI.
�B2. China has committed that policies supporting SEI development will comply with the WTO’s national treatment rules and would be equally applicable to qualified domestic and foreign enterprises.  We continue to monitor China’s five-year plans and SEI policies – at the national, provincial and municipal levels – for measures that are inconsistent with China’s WTO or previous bilateral commitments and we welcome the assistance of US companies.  
�B3. We are looking for any areas that are problematic and discriminate against U.S. firms.  We had some success last year in raising specific examples with China and with getting some problematic measures removed.  


How does the Chinese Government Support SEIs?

e Intellectual property rights enforcement
e Subsidies to Chinese high technology companies
— Freeland
— Non-transparent R&D grants
e Government procurement
e Standards setting
e Standards conformity compliance
e Taxi benefits
e EXxport credits
e State owned enterprises
— Preferential access to credit

U.S. Department of Commerce International Trade Administration



U.S.-China Trade for the Past Decade
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Presenter
Presentation Notes
During the last five years U.S. export to China rose by 76 percent from $69 billion in 2009 to $122 billion in 2013. U.S. import to China rose by 49 percent from $296 billion in 2009 to $440 billion in 2013.


U.S. Companies in China in 2013 — u.s. chamber Survey

e China operations looking like investments in developed countries,
with strong service growth and weaker manufacturing growth.

e 86% are “optimistic” or “slightly optimistic” about the 5-year
business outlook
— 74% are profitable
— 67% reported revenues up

— 47% operating margins up

e Recognize that growth has slowed — but expect it will remain
steady at a 7 — 8 percent annual rate.

U.S. Department of Commerce International Trade Administration



2013 Top Ten Challenges Identified by USCBC

e Costincreases

e Competition with Chinese Companies in china

e Administrative licensing

« Human resources: talent recruitment and retention
e Intellectual property rights enforcement
 Uneven enforcement of Chinese laws
 Nondiscrimination/national treatment
 Transparency

e Standards and conformity assessment

e Foreign Investment Restrictions

U.S. Department of Commerce International Trade Administration



®
PROTECTING AND ENFORCING YOUR

INTELLECTUAL PROPERTY IN CHINA

*Before you go into China for a trade show or business:
« Work with IP counsel to develop an overall intellectual property rights

protection strategy.

*This is not only a problem for U.S. companies doing business in
China.

- Chinese counterfeiters and pirates export to U.S. market, and other

overseas markets.
- Counterfeiters and pirates market at trade shows.

- Counterfeiters and pirates may sell to your customers and suppliers.
- Counterfeiters and pirates may be selling your products in China, even if

you are not in the China market.

U.S. Department of Commerce International Trade Administration


Presenter
Presentation Notes
Many of you here today regularly work on intellectual property issues at your posts or have when you have been back doing a Washington tour.

Your work on this critical element of economic policy is critical.  We need good, consistent voices on this topic at all Posts.  In the field, you are the eyes and ears of what is taking place and you are naturally an essential member of the interagency team developing approaches to combating piracy and counterfeiting.

I also want to stress today that all discussions on IPR need not be only punitively focused.  We should consistently speak to other countries how their companies can and benefit from IPR protection and enforcement.  I will discuss some tools later today that are available to facilitate this dialogue from the business perspective.  The purpose of drawing this link is that countries are more likely to make sustainable change when they believe it is in their own best interest.  The Department of Commerce sees this as a win-win across countries and not a zero sum game.

But, we should not lose sign of the fact that intellectual property rights really form the backbone of a lot of American productivity.  Counterfeiting and piracy threatens the health and safety of consumers (electrical products, toothpaste, counterfeit pharmaceuticals).  Proceeds from counterfeit and pirated products fuel organized crime as manufacturing and trafficking, and selling these products are extremely lucrative. 

Today as I go over the basics, please let me know if I am going too far into the weeds or not far enough.

Also please feel free to stop me at any time to ask any questions regarding the topic matter.


.
Types of Intellectual Property in China

e PATENT: Protects an invention, design, or utilitarian features
of a product. Utility models and design patents are NOT
substantively examined before issuance and are quick and cheap
to obtain. Associated issues for pharma: genetic resource
disclosure, no patent term extension, “junk” patenting
surrounds, claims translation, patentable subject matter

— Must file patent applications with State IP Office
(SIPO)

— Rights are territorial

— China is a “first to file” country

— Use of registered Chinese patent agent.

— USPTO’s Patent Prosecution Highway (PPH) program

U.S. Department of Commerce International Trade Administration
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Presentation Notes
Patent: 
 - novel
 - non-obvious
 - useful

Trade Secret: used for know how
 - independent economic value (actual or potential)
 - not generally known to the public
 - reasonable steps taken to protect it (non-disclosure agreement, physical security, controlled access)


Types of Intellectual Property in China

TRADE SECRET: Confidential economic information that gives its
owner a competitive advantage by reason of its secrecy, such as a
formulary, business plan, or manufacturing technique. Trade secret
laws are not fully developed in China. Therefore, be careful of before
bringing over your valuable trade secret information.

— CREATE.ORG's “Best Practices to Prevent Trade Secret Theft”
www.create.org

OTHER: Regulatory data protection issues (critical issue)

COPYRIGHT: Protects an original work in a (fixed) medium of
expression (books, music, sculpture, movies, software). Term of
protection in China (non-renewable): For individual authors, life of
the author plus 50 years. For foreign entities: 50 years. (The term
“piracy” is used with copyright issues.)

U.S. Department of Commerce ] International Trade Administration


http://www.create.org/

Types of Intellectual Property in China

TRADEMARK: A word, phrase, symbol, or design, or combination
iIdentifying the source of goods or services. Term of protection in
China (renewable): 10 yrs. (The term “counterfeiting” often is used
with trademark issues.) Associated issues: trademark squatting

— Must file trademark applications with the Chinese Trademark
Office (CTO). Must hire local Chinese trademark agent/counsel.

— Note: Local bureaus provide administrative enforcement of
trademarks throughout China. Hire a local firm with investigators.

— Have the trademark registered in Chinese and English

U.S. Department of Commerce International Trade Administration



Protecting your IP in China

REMEMBER:

|P rights are usually territorial.

eUse the 3 R’s

1. Registration
2. Recordation
3. Remedies

e Chinais a “first to file” country

U.S. Department of Commerce International Trade Administration
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Presentation Notes
Patent: 
 - novel
 - non-obvious
 - useful

Trade Secret: used for know how
 - independent economic value (actual or potential)
 - not generally known to the public
 - reasonable steps taken to protect it (non-disclosure agreement, physical security, controlled access)


Due Diligence - Finding Your Agent/Distributor

e Preliminary market research
e Understanding value chain and pricing
e Selecting the appropriate vehicle
e Interviewing partners
— What are their financials?
— Do they have the talent?
— Do they represent competing or complementary products?
— What geographical reach?
— What pricing patterns do you see?
— How do you divide costs?
— lIs it exclusive? If so, for how long?
— Can you agree on st, mt, and It sales benchmarks?

U.S. Department of Commerce International Trade Administration



How Will They Evaluate You?

Do you come with a proper introduction?
What sets your product apart?

— Quiality, technology, innovation, design, product support,
price, etc.)

Do you present an image of consistency and dependability?
Do you have the capacity to scale up with them?

Do you respect them, their culture and their problems?
Are you willing to invest in the relationship?

How does your product do in like markets?

How flexible is your product and pricing?

Are you short, medium or long term focused?

U.S. Department of Commerce International Trade Administration



Why Hong Kong?

U.S. exporters have a strong base
Superb infrastructure

Serves as gateway to region

Many Asian tourists, great media market
Free port: excellent value-added logistics

With what country does the United States have its largest trade
surplus? Hong Kong!

U.S. Department of Commerce International Trade Administration



Conclusion and Contact Information

e Thank you!
e China is an exciting place to do business!
e Craig Allen
Deputy Assistant Secretary of Commerce for China

202-482-4527
Craig.Allen@trade.gov

U.S. Department of Commerce International Trade Administration
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