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Sharing Economy - China's Future?

It is both fascinating and at the same time a little worrying that the original social idea of sharing something with others has turned
into such a huge money-making machine in today's society. International companies like Airbnb, Uber and others make money
off the concept of enabling peer-to-peer transactions of transportation, homes, bikes, tools, and other privately owned goods and
services without owning properties or goods themselves. The ‘Sharing Economy, an economic model in which individuals are able to

i i o ! e P P P Y e
rent properties owned by someone else, has already entered into many aspects of people's daily life.
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The old principle of sharing assets that are of high value but underutilized reached a new dimension as many countries began to
access the internet via mobile devices instead of via desktops. This is also the reason why especially in China such business models of
sharing assets have made great progress and provide a huge playing field for local and international enterprises. Chinese consumers
use smartphones at almost every opportunity, especially for shopping, public transport, ordering meals and making payments. Big
tech players like Baidu, Alibaba or Tencent as well as small start-ups such as Tujia or ATzuche created platforms for individuals to
share their assets and act as consumer-to-consumer facilitators or even as full-service intermediaries when it comes to delivering
the borrowed property back to the owner in its original condition. And this market continues to grow: Nowadays the Chinese mobile

taxi-calling application DidiDache has more than 100mn users in more than 300 cities. And the car sharing sector is projected to MANNHE'M & TONGJ' EMBA .nffers:

grow yearly by around 80% in China until 2018, according to a recent forecast by Roland Berger. i .;E

The advantages of collaborative consumption are obvious: Resources are limited, especially in such a large and growing economy * Chinese and European executives the best Asian—-European -
as China. Developing and making use of sharing economy models is seen as an economic necessity in order to tackle problems business culture and management; {
of affordable housing, reducing traffic or even giving start-ups access to capital through peer-to-peer lending companies such
as Yirendai. This trend allows enhancing quality and reduces prices of services. But it also creates new problems like precarious
employment, new competitors or damage of existing business models, which leads to supervision or regulation through Chinese
authorities. However, how these aspects will affect the sharing economy in general remains to be seen.

-
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» Leadership skills with an intercultural, especially Sino-German perspective; :
In this issue of German Chamber Ticker, we will take a closer look at how collaborative consumption influences China. Proven experts ‘*
in their fields will analyze how a peer-to-peer lending and crowdfunding revolutionize the Chinese finance industry, why car sharing = 7 modules with 31 courses in English within 2 years: £
especially in China is so successful and what the essential requirements for sharing economy are. We hope that you enjoy reading! 3in China,3 in Germany and 1 in America: "
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Live Long and Prosper: Issues of
Aging Population in East Asia
Pacific

Asia Pacific region is aging faster than any
region in the world. It is currently home to
around a third of the world's population
and is facing an increase in life expectancy
and drop in birth rates triggering “the most
dramatic demographic transition ever seen,"
according to a World Bank representative.
China is one of the countries most affected
by this, with an expected 10% drop of its
working population by 2040. The report
recommends later retirement as well as
higher female employment as possible
solutions.

CSR Becoming More Important to
Shanghai Companies

A study by the Research Center for
Corporate Responsibility at the Chinese
Academy of Social Sciences found that one
third of the Shanghai-listed companies
they polled chose to publish their CSR
activities in special reports or alongside
their annual results. A decade ago fewer
than ten companies released CSR reports.
Today CSR has become an important
part of a company's commitment to
stakeholders and also the community in
which they operate. While companies
are realizing that CSR means more than
just donations and philanthropic events,
they are not making systematic records
of their activities and are unsure of how
best to demonstrate their commitment.
It is thought that as more multinationals
enter China and Chinese companies expand
globally, companies will need to better
convey their CSR efforts.

Fake Anti-Pollution Masks on the
Rise

The sale of fake anti-pollution masks
is increasing in China, despite officials
trying to confiscate them. With poor
manufacturing and low quality materials,
counterfeit masks can do little to protect
the health of their bearer and may even
do harm or cause allergic reactions. The
demand for pollution protection has

8 February - March 2016
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significantly increased in China as air
pollution has worsened in recent years,
especially in the north of the country.
According to Taobao in 2013 RMB 870mn
was spent on anti-smog products. In June
China's Standardization Administration
released a draft of standards for anti-
pollution protection masks including details
on materials, designs and the efficiency of
the filtering.

Taobao Provides Employment
Opportunities for Disabled
People

According to the platform, more than
316,000 disabled people own Taobao shops,
accounting for RMB 10.5bn in sales in 2014.
An Ali research institute report found that
800% of shop owners with disabilities didn't
have the chance to gain a college degree
and a quarter of them had only completed
elementary school. China has more than
80mn people with disabilities and Taobao
offers disabled persons the opportunity
to work successfully for themselves. The
report noted that as the internet has helped
disabled people to more easily engage with
society and Alibaba will closely cooperate
with the China Disabled Person's Federation
to enhance success and independence for
people with disabilities. They will invest
RMB 300mn in the coming five years in
order to provide jobs and training for people
with disabilities.

Simplification of Driver Training

The previous regulations forced driver
license candidates to go through a driving
school resulting in the school often feeling
the incentive to collude with test centers
and agree to under-the-table deals. The
reform of the driver license system will

end the monopoly of driving schools and
allow candidates to practice with their
own vehicle under the supervision of an
instructor. Moreover, schools can be held
accountable for serious accidents caused
by their former clients within three years of
receiving their license if negligence of the
school can be proved.

Effects of Pollution: Migration
and Sales

There are no reliable numbers of exactly
how many people leave first tier cities
due to environmental concerns. However,
according to a new survey by Xiaokang
magazine 93.2% of respondents felt
threatened by air pollution and 64% of
China's rich have or plan to emigrate,
pollution being their second most important
reason for emigration. Inversely, also rural
areas are hit by environmental degradation,
which incites the population there to
emigrate. The online travel platform
Ctrip registered a 20% increase of "Skip
the Smog" deals in the Beijing area, but
curiously Taobao also noted that sales for
products such as condoms and sportswear
increased during smog alerts.

Mini-van Sales Expected to Rise
Due to End of One Child Policy
: - o)

- -

Following the end of the One Child Policy,
car manufacturers expect an increase
in mini-van sales. Although at present
they just constitute around 10% of total
sales in passenger vehicles in China, sales
already grew by 7.8% during the ten first
months of 2015, whereas the general
automobile market only grew by 1.5%.
Until recently, mini-vans mostly catered
to small businesses or for luxury purposes.
However, as grandparents are increasingly
in charge of childcare, manufacturers hope
that extended families with more children
will find their optimal transport solution in
mini-vans.

Generation Y is Moving Force in
Online Shopping

CNBData found that those aged between
26 and 35, also called the post 1980's
generation or generation Y are increasingly
important to online commerce, but also

to Chinese economy as a whole. Together
with the 1990's generation, they make up
for around 81% of spending on Taobao.
The report is the first piece of research
carried out since Alibaba invested in China
Business Data. The move was seen by many
as the Alibaba group's attempt to create
a Chinese rival for Bloomberg, providing
financial news and data analysis. The head
of CNBData said that the research into
Taobao's extensive customer database could
provide invaluable information to design-
makers on online behavior and product
preferences for each age group. They also
found differences in the preferred shopping
times with post-70s shopping around
midday, most post-80s in the early morning
or late afternoon and post-90s between
8-10pm.

Chinese Fitness Level Increasing

A survey carried out by the China Institute
of Sport Science found that the national
fitness standard has increased in the
past five years. By adding the "National
Fitness Program” to the 12" Five-Year
Plan, the government raised sports exercise
to a national level. Since public sports
participation now counts in the performance
assessment of local governments, the
number of mass fitness events has been
growing. However, respondents who
regularly exercise stated the lack of venues
as the second biggest challenge to maintain
their routine. Liu Guoyong, director of the
General Administration of Sport in China,
said they were soon to provide more public
fitness services and exercise facilities to
improve China's general fitness level further.
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70%
SAVINGS

Shared office space can save up
to 70% on overhead costs

MOVE AROUND
CHEAPER
Car sharers save 2/3

on car ownership costs
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Chinese top sharing apps are
Didi Kuaidi (81% market share),
Yidao Yongche (16%) and Uber
(12%)

Sources: Priceonomics, Marketwired, South China Morning Post,

www.allbusiness.com, and www.carshare.org,

/
Z

AirBnb  Couchsurfing

70%

SAVINGS
PRAALARRAME
A A e e S

SPEND LESS ON YOUR
HOLIDAYS

With alternative housing

AirBnb Couchsurfing

® Renting a private room on
AirBnb saves up to 50% of
usual hotel housing costs

e Couchsurfing saves 100% of
costs
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The Perfect

Playground

A look at the Different

Approaches to the Digital
Sharing Economy in Chino

and the West

Sharing economy

The 'sharing economy' is an economic
model in which individuals are able to
borrow or rent assets owned by someone
else. The general principle of sharing
under-used assets, especially those with
high costs, has been around for centuries.
Since the advent of successful and scalable
internet companies, the potential is bigger
than ever.

Technology companies, such as Airbnb and
Uber, allow asset owners and asset users
to connect more easily, while facilitating
the transaction by being a trusted third
party for both. This facilitating mechanism
is critically important, as the system
fundamentally requires trust to function.
Marketplaces for everything sharable
(given appropriate value and frequency
of use) have been created in this sharing
mania. This includes, but is by far not
limited to homes, cars, bikes, time, money,
WiFi, clothes, sports gear and more.

Such businesses, having first started in
the US, have also made great progress
in China. According to Nielsen, 94% of
Chinese are willing to share, compared
with 43% of the US population. While
early entrants have faced public concerns,

by SEBASTIAN MUELLER

in 2015 Didi Kuaidi (China's Uber) raised
more than USD 3bn and Tujia (China's
Airbnb) USD 300mn. The sharing economy
is one of the hottest topics in China
and many are betting on it, including
established heavyweights Alibaba, Baidu,
Softbank and Tencent. For every successful
upstart, there are at least a thousand
clones that tried and failed.

Sharing in China?

It seems strange that the sharing economy
would be able to take such hold in a
country of perceived opulence and an
endless thirst for consumerism. While
shared assets were not so much a choice
but an obligation in its not-so-distant
communist history, the generations
growing up with it have made it a point
to own. This desire for ownership includes
all symbols of capitalism, such as land
and vehicles. So why start sharing these
precious possessions?

“The flip side of China's image of
ostentatious opulence is a taste for
thrift, which is deep and enduring - and
exactly what the ‘sharing economy’ needs
to thrive,” writes the Financial Times,
making a very important point. While we
all observe the desire for status, wealth

February - March 2016 11
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and possessions, the other side is just
as obvious - exemplified by the elderly
queuing for hours to get a few cents
discount, and even the wealthy bargaining
for the best price at every turn.

China is indeed a perfect playground for
sharing economy businesses, with demand
deep-rooted in people's minds. One of the
main obstacles, though, is trust. Mistrust
in China is running deep, fueled by its
history - but also recent and not-so-recent
scandals. There is always a feeling of being
doubtful of strangers, whereas personally
connecting and establishing a good
relationship is seen as a must for doing
business. How, under such conditions, can
property owners be persuaded to share
their assets with strangers?

Filling the Trust Gap

To solve this problem, sharing economy
players go beyond the role they play in
western markets. While being mainly
consumer-to-consumer transaction
facilitators in other markets, Chinese
sharing economy companies step in as
full-service intermediaries to solve the
trust gap.

Tujia, for example, both finds the short-
term renters and delivers the apartments
back to the owners in the expected
condition. Therefore, Tujia creates more
distance between the owner and the
renter, which puts both parties more at
ease and allows them to trust the service
intermediary instead of the other person in
the transaction.

ATzuche, a popular app for owners of
high-end cars to provide their vehicles to
renters, offers similar services. With its
concierge option, it provides a hassle-free

Weiss-Rohlig China Co., Ltd.
Unit 1712-1719, Corporate Avenue 1, No. 222 Hubin Road, Shanghai 200021, China
T +86.21.6340.6000 | F +86.21.6340.6858 | info.china@weiss-rohlig.net | www.weiss-rohlig.com

experience that includes handing over the
keys, taking care of insurance paperwork
and ensuring the car's condition. The
owner does not need to know or trust the
renter, only the intermediary.

A Benefit for All Stakeholders

While by all forecasts the sharing economy
will see enormous growth in China over
the next years (up to 80% per year
according to some estimations), not only
companies and users profit. Many of the
developments are actively encouraged,
funded and supported by local government.

In recent years, due to its massive
economic development and growing middle
class, Chinese cities have suffered from
pollution, overcrowding, traffic conditions
and housing price inflation. Basically,
too many people in too little space own
too many things. Government bodies
have tried to counter-act such problems
with incentives like cash for recycling
or free parking spaces for car sharers.
However, the sharing economy is bringing
a completely new scale to these resource
utilization efforts, which consumers
happily accept and support.

Despite being supportive, government
agencies also remain watchful of the rising
phenomenon as they try to assess long-
term impact. Companies such as Uber and
Didi Kuaidi have long remained in a legal
grey area, while regularly meeting with local
transport authorities to determine their fate
and discuss appropriate requlation of such
new concepts. As recent as October 2015,
a license for this new category of transport
companies was created, with Didi Kuaidi
being the first to receive it.

The Chinese authorities seem to act faster

and more positively towards sharing economy
businesses. While in Germany Uber's
operations have been banned by multiple
local courts, it still operates openly and
successfully in China. Many of its busiest
cities are in the People's Republic, with their
global number one being USD 1bn earmarked
for expansion in China to more than 100
cities.

An Economic Necessity

The sharing economy not only allows renters
to lower their costs by paying for access
instead of owning, but in major Chinese cities
it has become the only way for the young
generation to be able to live in the city in the
first place.

With property prices sky-high and rising,
many young Chinese cannot afford to live in
major cities anymore, but rather in suburbs
that are up to two hours away by public
transportation. Sharing economy startup
You+ turns unused buildings (such as former
schools) into large co-living areas for people
to share communally. This brings down the
cost for a small living space from potentially
well over USD 1,500 monthly to below USD
500, which enables more young people to live
in central areas. The added benefit is a real
feeling of community and shared purpose,
where many of the residents work on startup
ideas to improve their country and create the
future.

The same is true of transportation. China is
home to over 100mn licensed drivers who do

not own or have access to a car, because car
prices have been inflated and number plates
are extremely hard to get (with waiting
times of several months), in order to keep
the traffic in control. Being able to share
vehicles through the likes of ATzuche, or
rides through Didi Kuaidi, improves individual

Weiss

mobility without increasing the load on
the traffic system significantly. It provides
access to assets that have otherwise become
inaccessible to many.

Access to Capital

Another important case is access to capital,
especially for small businesses. Whereas
western countries have well-established
bank systems with accessible loans, such
important financial instruments are much
harder to attain in China. Banks are very
restrictive when it comes to giving credit
to small businesses and startups, which, in
turn, go through their financial struggles
looking for other sources of capital.
Peer-to-peer lending companies, such as
Yirendai, provide access to private loans
when institutions are unwilling to help.
At attractive conditions for both investors
and lenders, free capital is shared through
the ecosystem to everyone's benefit. The
amount of loans facilitated through such
platforms in China in 2015 has topped
USD 150bn, which is quadruple the 2014
numbers.

Many sharing economy companies in China
restore access to assets that are taken for
granted in the western world but have
become rare commodities in big Chinese
cities. As such, they have the potential to
become a major corner stone of the economic
and societal development for the years to
come - given proper oversight, requlation
and continued investment into the sector.

Same, Same-But Different

On the surface, most Chinese sharing
economy businesses look similar to their
western counterparts, with many being
copies of most aspects. Local differences
become apparent when looking deeper into
the details of how the service works, what
importance it has and what the long-term
potential is.

While many international companies in
the sector are merely facilitators of a
transaction and leave most communication
and offline dealings to the users, Chinese
services go way beyond and act as a
much stronger trust broker between the
two parties. They provide many of the
necessary offline encounters and widen

www.china.ahk.de NN

the space between owners and renters,
putting all parties at ease.

The resources they provide access to are
increasingly rare in many cases. Hence,
sharing is more of an economic necessity
than a pure option. This importance is also
emphasized by the supervision and support
they receive from government agencies, who
see them as potentially scalable solutions to
some of China's biggest problems.

Finally, the potential of these companies is
vast, with a home market of more than 1.3bn
consumers and a reported willingness of 94%
of the population to share. A preference for
thrift is driving big demand for both sides
in these services, making them highly active
marketplaces.

Mr. Sebastian Mueller is the chief
operating officer at MING Labs, a design
and development company for software
applications, mobile user experiences and
data visualizations. For more information,
please visit the website www.minglabs.com
or contact Mr. Mueller directly at

sebastian.mueller@minglabs.com
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Building Your Future

SIP is the construction project
management partner of choice for
international and local clients building
and expanding within China
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SIP provides construction project
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management services across the entire life
cycle of an investment.

Established in 1993, SIP has been focused on construction projects
in China for more than 20 years. During that time we have worked
with a wide range of clients, from small specialist companies to
the world’s most recognised multinational organisations. Our
experience and expertise covers many industries and market
sectors, with more than 600 projects completed to date. For any
project, SIP is your trusted partner of choice.

Site selection and due diligence

Project definition, budget and programme
Design and tender management
Construction management

Post completion services

Green building certification

Sustainable solutions and retrofitting
HSE and quality audits

Retail roll-out management

Tenancy coordination
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Smart Access
How the Sharing Economy is Evolving

Our economy in general is built on the principle of scarcity - only
products and services that are scarce have an economic value and
a price to be paid for them. In the past, nearly all business models
operated on the principle of scarcity, identifying the optimal price
for goods and finally selling the ownership of products that we
intend to use.

Naturally, the "ownership"” is also a burden for the buyer - it
comes with a substantial financial commitment (e.g. for an car
or an apartment) and/or an emotional attachment (e.g. a house
inherited from the parents). Therefore, sharing models for cars
or holiday homes were established decades ago. In Germany,
most major cities had so-called “Car Sharing Clubs" already
in the nineties and companies like "Hapimag" were selling
"shares" of holiday homes, which were used by individuals or
families on a sharing basis. Also, the "Genossenschaftsmodel”
(cooperative model) in Germany was originally based on the idea
that a number of farmers joining one group, buying and sharing
equipment that would otherwise not have been affordable for the
individual or would have been idle too much of the time.

As detailed above, the model of sharing the financial commitment
and detaching oneself from any emotional baggage does not seem
to be a new one. It has evolved over the past century slowly from
an agricultural and industrial model to an end-consumer model.
What has changed since the time we knew only time-share homes
and car pools?

Some people argue that the "sharing economy” is not about
"sharing"” at all, as in its original sense, "sharing” also means
emotional attachment, like a family that shares shelter & food.
Therefore, "access economy"” is suggested to describe the model
much better, because this is what it really is about: Access

by CLAS NEUMANN

to assets/products for a certain period or usage without any
emotional attachment to the actual owner or other users of the
products. However, as "sharing economy” has become a defined
and well-established term by now, we will keep using it as a
synonym for "access economy.”

Will the principle of sharing reach every aspect of the economy
or even of our daily lives? Certainly not, because there are a few
elements that are imperative for the model to work:

W Underutilization: A car that is only used twice per day for half
an hour is certainly underutilized - so is an apartment that is
only used during the summer months. However, it would be
impractical to have somebody using your notebook or mobile
phone for some time, as you need it every hour.

W Value optimization through "sharing:" Only if the sum of the
renting/leasing and transaction costs are worth more than the
asset alone, does the model makes sense.

W Customer experience: Sharing economy works best where the
customer's pain is high. Whoever has been frequently using a
cab in the US knows how it feels to get mad about de-tours,
having to yell at the driver to accept the credit card and finally
arguing about the tip. The ride sharing service Uber resolved
these pain points - and was an immediate success.

B The social-ecological aspect only concerns a few assets
like cars or planes: Many people would like to avoid buying
and owning high-emission vehicles or goods that have high
emissions during production process.

B Low transaction costs enabled by technology advances:
Big data and cloud technologies have helped to reduce the
transactional costs of sharing/renting assets up to 99%. A
company like Uber helps to connect millions of car owners and
users with only a few hundred employees.
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Advances in Technology

Technology plays a major role in the sudden rise of the sharing
economy. Whether DiDi Taxi in China or Uber globally, whether the
private lodging booking platforms Airbnb or ZiZaike - all these newly
established companies were only possible based on the technology
advances that simply did not exist ten years ago.

First of all - cloud computing made it possible for sharing
companies to grow very fast from a start-up size to a major
player, as cloud capacity dynamically grows with the demand.
There is no problem of large upfront-investments transforming
into server farms or the like. This reduced both upfront capital
needs and infrastructure bottlenecks in scaling operations.

From a customer point of view, cloud-based solutions offer easier
and often more reliable access, less down time and a much better
user experience. In addition, a global provider, who is better able
to manage this professionally, handles the security issues.

Second - the mobility factor. In most countries today, users
access the internet via mobile devices much more than through
desktops. Smartphones and smart watches simplified the access
to information tremendously and allowed the customer to
quickly check the availability of specific services. Another big
advantage is the transparency of cost and quality. Especially for
the direct access to transportation of all kinds or any other travel
arrangement on short notice, mobility is a fundamental need. All
of a sudden, people could use these services wherever they were
and whatever the time - without looking for phone numbers,
websites or the like. All you need now is a smartphone and the
right app.

The computing power of a smartphone today is multiple times
bigger than that of a PC a decade ago. This allows not only for
powerful apps that process information analysis or booking
requests, but also to take part in a peer-to-peer network of users,
sharing basically everything from a car to a washing machine.

Third - big data. Tens of millions of users with hundreds of
millions of requests create an enormous volume of data, which
would have been impossible to process in an acceptable time one
or two decades ago. Only the latest big data technology like in-
memory computing made it possible to create a comfortable user
experience (e.g. in terms of response time) for the customers
and encouraged them to use the new services. This allows for
completely new scenarios of demand prediction or customizing
offers for specific users. In less than a second a customized offer
can be put together for a frequent customer, taking into account
their previous preferences, their own reviews of earlier offers,
their price sensitivity, their location, the weather conditions and
many other things. What would have taken a call center assistant
10 to 15 minutes to find out on the phone is just there at their
fingertips.

Finally - the Internet of Things (loT). Although it is not yet widely
utilized in the sharing economy, this will be the next big opportunity.
Smart devices allow for easy tracking of shared assets, predictive
maintenance scenarios and smart service offers. Electronic keys for
apartments or self-driving (but shared) cars or shared robots that
move alone from house to house could be the next steps.
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Lessons Learned

The sharing economy is not just another buzzword but it is here to
stay. The peer-to-peer rental market alone is estimated to be worth
USD 26bn in just 2015. While everyone knows companies like Uber
or Airbnb, other companies like peerby.com have extended the model
to everyday household machines (like your electric drill or a blender)
that could be shared among neighbors.

Nevertheless, the common misperception that everything can
be shared and it just requires an idea and little capital to start
a great business couldn't be further away from the truth. Many
entrepreneurs are still figuring out what types of businesses do
and don't run on this model, while others may have found the
right model but lack the experience to develop it fast enough.
And obviously it requires an excellent entrepreneur to steer the
new venture through the rough waters in the beginning, getting
the timing and major decisions right, while always aiming for
the number one position in its field. Finally, these models require
regulators that allow them to happen, as many of those markets
have high entry barriers through (over-)requlation today.

Take China for example; where letting out your personal
apartment to strangers is illegal and even to have "friends”
staying at your home requires immediate police registration. Uber
was also running into all sorts of regulatory issues in China and
elsewhere in the world with their UberX service, where everyone
could offer seats in their private car, whereas UberBlack - which
is more of a classic limousine-service is widely accepted by
authorities.

Without any doubt, the shared economy is an immediate result of
the new possibilities that technology is offering us today. Without
mobile computing, high-speed networks, cloud computing and
the ability to process big data at unprecedented speeds, the
shared economy would not have emerged. It would have remained
where it was just about 10 to 15 years ago: Some carpooling
opportunities and holiday homes on a time-share basis.

With the next wave of technology, we will certainly see more
such models emerging, often in fields where we could not imagine
it today - but where we will consider it as absolutely normal
tomorrow. Many of those business models will be very disruptive
in nature and companies need to be alert to be actively riding
the next wave in order to not be carried away. China will emerge
here not only as a fast follower, but in some areas most likely as
a driver to future services, given its high penetration of mobile
services, the tech-savviness of the people and the innovation on
mobile financial services we already see today.

Clas Neumann is senior vice president at SAP, responsible for
SAP's Global R&D Network (SAP Labs) and the Growth Markets
investments. He has lived with his family in Shanghai for four
years. SAP has more than 5,000 employees in China and has
been offering its business software solutions across the country
for more than 20 years. More than 3,000 engineers work on RE&D
for SAP global products and for China best practices. SAP Labs
China has R&D Centers in Beijing, Shanghai, Xi‘an and Chengdu.
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Internet of Things
What's Next in Connectivitye

Smartphones are everywhere in China. 86% of Chinese consumers own
a smartphone, the highest percentage globally. What's more, over half
of Chinese adults check their smartphone between 11 and 50 times
per day. Smartphones have shifted from useful tools to comprehensive
information centers crucial to daily life. But could they soon be replaced?

Smartphones have taken over the role that the PC claimed a decade ago,
that of a general-use data tool. However, five years from now, emerging
Internet of Things (loT) devices may in turn erode the smartphone's
importance. Innovations in hardware and connectivity that increase speed
and efficiency will always tempt consumers to get their hands on the
latest, greatest tools of the never-ending digital revolution. So, despite
the prevalence of smartphones, are loT devices the next big thing?

Fe

Internet of
p Things

(

Smartphone Obsession

Among consumer electronic devices, smartphones are incredibly
successful. Globally they outsell all tablets, PCs, televisions and video
game consoles combined.

In China, that popularity borders on obsession: 30% of Chinese
consumers own two smartphones, with the average number owned
being 1.63. According to surveys, the majority of Chinese consumers buy
the latest devices "as soon as they enter the market" or if “they really
like them." This illustrates consumers' high interest in new devices and
a lack of concern about price. Supporting these findings is the fact that
the majority of smartphones in China were bought within the past three
years, suggesting that smartphones are moving towards a fast moving
consumer goods-like state. This growth is due to consumers' interest in
owning the latest digital devices as well as a shortened purchase cycle.
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In China, smartphones have become a standard household item. For
smartphone manufacturers this means that long-term success hinges
on making continuous micro-innovations in features that cater to
niche audiences while at the same time building up ample production
capability to meet the demands of the public.

Attitude toward new devices

g | buy the latest devices as soon
as they enter the market
| tend to buy the latest devices if |

really like them
| buy devices after they've been out
for a while
H | only replace devices when
they go wrong or are broken

Device ownership rate

Smartphone 86%)|

Laptop computer 15%
Small tablet - 7-9 inch
Large tablet 9+ inch
Fitness band
Portable games player
Standard mobile phone
eReader
Smart watch
None of these
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Despite its popularity, smartphones are disrupting everyday lives. Most
Chinese consumers use their smartphone at every opportunity, especially
when commuting via public transport. Smartphones also pervade highly
interactive activities such as spending time with family and friends or
eating in a restaurant. While this may not be good news for family and
friends, it allows app developers to create innovative applications to cater
to different customer needs under different circumstances.

4G Racing towards the Mainstream

High-speed cellular networks are essential to the smartphone's
appeal. Higher speed enables diverse use of a smartphone and makes
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applications more enjoyable. The greater the reach, reliability and
speed, the more useful the smartphone becomes. It is therefore no
surprise that the majority of Chinese consumers now subscribe to 4G,
which has enjoyed a rapid rise since it was introduced in China less
than two years ago. Over 80% of 4G subscribers noticed bumps in
speed, but describe their 4G network experience as generally positive.
In terms of demographic distribution, "early adopters" and "early
considerers" have higher 4G subscription rates than "trend followers"
and "necessity buyers," because these groups are less concerned with
price than they are with speed.

4G is beginning to shift to the mainstream - moving from the "tech-
savvy elite" to the “traditional” mass market. In the foreseeable future,
competition is expected to heat up over the already saturated market
of "early adopters" and "early considerers," while the "trend followers"
and "necessity buyers" segments offer the greatest potential. Network
operators are advised to carefully segment the market and provide
differentiated value-added services to entice these groups to switch.
At the same time, uninterrupted and fast mobile connectivity will
continue to be a cornerstone for network operators.

Currently Subscribe to a 4G Network

4G Subscriptions by Technological Behavior
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Photo Ops

Chinese consumers love taking photos and sharing them online. The
majority of consumers take photos on a weekly basis and almost 90%
share photos frequently. Providing a seamless user experience starting
from photo taking to processing to sharing is crucial to commercial
success. Business values created after the click are far more important
since the camera itself is becoming increasingly commoditized.
Monetization opportunities of the future lie in photo services such as
photo processing apps and cloud storage.

Due to inevitable demand, phone camera manufacturers need to
constantly upgrade their hardware by increasing megapixel count
and improving shutter speed and low light photo quality in order
to enhance consumer experience. It is crucial for app developers
to create photo-enhancing features to allow users to adjust and
share photos easily and for operators to bolster network quality
and speed as consumers upload and share more and more photos.
App developers and operators therefore need to provide proper
infrastructure to support the increasing load as well as the right
plans/packages for consumers. For cloud storage providers, providing
ample storage space as well as sync and security features to keep the
consumers protected are important.

The Rise of Mobile Payment

In China, the acceptance rate of using mobile payment is high,
particularly for smaller sum payments. The usage of mobile
payment skews towards the younger generation (age group 18-34).
Converting these consumers into reqgular customers is critical for
the long-term success of mobile payment companies. The five most
common mobile payment venues are restaurants, taxis, shopping,
hotels and fast food. The payment amounts at these venues tend
to be relatively small, which is consistent with the consumer
preference.

App-based solutions such as mobile payments have a significant
lead over hardware-based solutions due to their ease of use. App-
based mobile payment removes the burden of installing both
hardware and software. Coupled with the fact that the phone
doesn't require a special chip (e.g. NFC), it allows consumers to get
into the habit of using mobile payment. Time is running out for
hardware-based companies, since their solutions require a lengthy
adoption cycle (users must change phones, install hardware, install
software, etc.). The window of opportunity for hardware-based
fixes will progressively close as more users switch to app-based
solutions.
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Security continues to be the biggest barrier to the adoption of mobile
payment. For those who have not used a phone for in-store payments,
overwhelmingly the most common reason given is security concerns.
This concern has lingered ever since the introduction of mobile
payment and it is unlikely to disappear any time soon. However,
there are many reasons to be optimistic thanks to innovation in new
security chip technology and continued consumer research.

Regardless, high acceptance of mobile payment indicates that there's
a sizable demand for this payment method. It will be up to industry
leaders to come up with differentiated and secure application platforms
that can help consumers to complete transactions easily and safely.
Innovators will also need to expand rapidly to ensure wide coverage and
provide enough incentives for consumers to get on board. Presumably,
one of the primary reasons that mobile payment had not taken off
previously was the lack of well-constructed application scenarios to
encourage consumers to use them consistently.

Mobile payment is likely to reach a turning point with the proliferation
of smartphones and the diversification of application scenarios, as well
as increased recognition among consumers of its overall convenience and
security. Researching secure app scenarios that can readily fit into the
consumers' daily lives will increase the payment method's staying power.
Eventually, forming a complete mobile payment cycle that includes a
portal (e.g. app), scenario (e.g. offline store), as well as payment (online or
offline) will be the key to growth of mobile payments.

What's Next: Consumer loT Devices?

In recent years, loT devices have gained momentum. Significant progress
has been made in fundamental enablers including connectivity, user
interfaces and addressing conventions. Despite this progress, consumer
loT is still in its infancy stage in China in terms of market penetration
and frequency of use. Consumer loT devices have a relatively low
penetration rate of less than 20%. For example, ownership of wearable
devices such as smart watches and fitness bands are only at 14% and
17%, respectively. Meanwhile, only 10% of consumers who purchase
wearables use them on a daily basis. The low frequency of usage
suggests that people do not fully utilize their wearables. Despite an
increase in loT wearable devices of late, barriers towards mass adoption
still include short battery life, impracticality and high price. Once the
"wow factor" disappears, the conversion rate declines significantly.

When it comes to privacy, the majority (90%) of consumers are open
to sharing their loT information, provided they can choose what to

Willingness to use mobile payment
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" Yes,regardless of the amount

Mobile Application Scenario Preferences
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share. Enormous amounts of data are generated daily via loT devices,
which manufacturers can use to track consumer behavior in order to
design better products. These products will lead to higher revenue,
improved efficiency and lower cost to manufacturers. Thus, building
trust between customers and innovators is critical in order to both
implement new technology and protect user privacy.

In the next 12 months, smart watches and fitness bands will rank
higher than small tablets, e-readers and portable game players on
consumers' lists of most-likely-to-buy items. This indicates that
smart wearable devices may catch on in the future as consumers
seek technology that can improve their work efficiency and health.
As we have observed, loT has yet to become the next big thing
in connectivity. The current state of consumer loT suggests that
there is still a long way (about five years) to go before it becomes
mainstream. Smartphones - as the most successful digital devices
ever - will continue to dominate the market in the near future.
However, as technology progresses, features that are currently
incorporated in smartphones will be carried over on to loT devices. As
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loT devices advance in features and versatility, we will begin to see their
acceptance rate go up and innovative business models emerge. Hence,
loT devices will eventually replace smartphones, though not in the near
future. To speed up that transition, loT device manufacturers should
place emphasis on continuous product research and development
to stay ahead of the curve. Furthermore, it will be crucial to identify
niche segments in order to create barriers against competitors in the
marketplace. Finally, as the loT device acceptance rate is linked to
changes in consumer behavior, having a product that requires minimal
change in consumer behavior will stand out in the competition.
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Mr. Roger Chung is the manager of Deloitte's TMT Center of
Excellence in China. He has over 7 years of venture capital
investment and capital markets experience in the TMT sector.
Roger is well-versed in advising companies on strategy, market,
product, and financing. His areas of expertise include new
media, telecom, cloud computing, big data, Internet, software
and gaming. He can be reached at: rochung@deloitte.com.cn

Readers can also reach out to Mr. Mike Braun, Partner at Deloitte
and lead contact for AHK members: mibraun@deloitte.com.cn
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Peer-to-Peer Lending
on the Rise in China

Developing Regulations and Infrastructure

Internet finance has recently begun to have presence in China's
financial market and has already had a substantial impact on China's
financial landscape. Yu'ebao, for example, is a money market fund
with an internet payment function. It claims deposits with market
interest rates and in 2015 it became one of the largest money
market funds in the world, just two years after its launch. It has also
noticeably accelerated the deregulation process for interest rates
(especially deposit interest rate deregulation) in China, which was
basically completed in 2015.

Against the backdrop of Yu'ebao's widespread popularity, the realm
of internet finance in China is expanding into peer-to-peer (P2P)
lending and crowd funding. P2P lending in particular has recently
been growing rapidly. China's P2P has already made an international
appearance with P2P lender Yirendai listed in NASDAQ in December
2015.

P2P lending has been a source of new ideas and innovation. It also
improves the financial environment for SMEs; historically a weak area
in China's finance system. At the same time, as a newly emerging and
unregulated financing method it also has risky aspects.

P2P lenders provide a platform for individuals to lend to and borrow
from each other online. P2P lending has been growing in China
since around 2010. The best-known P2P lenders include Paipaidai,
Lujinsuo (Lufax) and Yirendai. Although an exact count of P2P
lenders (platform providers) is unavailable, according to the P2P
portal site Wangdaizhijia, the number of P2P lenders at the end of
November 2015 was 3,769, compared with 1,942 at the end of 2014.
Outstanding P2P loans amounted to RMB 400.5bn (end November
2015) and the average interest rate was 12.25% in November 2015.

Recently, however, many P2P lenders have been gathering funding via
the internet and lending those funds to individuals or small businesses
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instead of merely serving as a platform to facilitate lending and
borrowing between individuals. Some are even ambitiously scaling
up their operations through telephone sales. P2P lenders are now
competing for borrowers with incumbent microfinance companies.
Conversely, some P2P lenders have started to form alliances with
microfinance companies aiming to combine their microfinance
partners' lending expertise with a P2P funding model.

P2P Lending's Risks and Opportunities

The fact that P2P lending is basically unregulated in China has long
been a concern. As restrictions on bank lending to finance local
governments' projects were tightened in recent years, funding for
such projects started to flow through P2P channels to circumvent the
restrictions. Such circumventive lending, a form of shadow banking, is
a problem. There were some cases where a P2P lender lent money to
fictitious borrowers while the true borrowers were shareholders of the
lending platform.

It is also widely known that P2P lending played a role in providing
funds to investors who were engaged in informal margin stock buying
when stock markets overheated in the first half of 2015. P2P was at
least partially responsible for the sharp rise and fall of stock prices in
2015.

Additionally, some P2P lenders are essentially loan sharks that utilize
the internet to access funding. In 2015, there has been a sharp
increase in P2P lenders abruptly closing up their shop and vanishing
after becoming unable to collect from borrowers amid China's
economic slowdown. Some P2P platforms turned out to be just a
large scale Ponzi scheme. The number of such fraudulent investment
operations was 1,157 (accumulated) at the end of November 2015.
In 2015, about 157,000 investors were affected by this problem with
RMB 8.27bn invested money (data from Wangdaizhijia).

Some have questioned P2P lending's legality, given that pooling
and lending funds gathered through P2P channels is tantamount
to gathering deposits from the public without a banking license.
Moreover, providing principal guarantees to investors, as some P2P
lenders do, normally requires regulatory authorities' approval.

On the plus side, first, P2P lending has the potential to alleviate SMEs'
chronic funding difficulties. By utilizing the internet, P2P lenders
can advantageously obtain funding on a large scale and at low cost.
If they paired the online funding model with credit screening and
lending know-how, as some of them already do by partnering with
microfinance companies, they would be able to provide a new funding
channel to SMEs hitherto unable to borrow from banks.

Second, since there have not been any regulations up until now, P2P
finance has been the most innovative area in China's finance markets.
For example, P2P lenders are engaged in discounting promissory notes
issued by small companies and de facto securitization of assets such
as account receivables and leases. Some P2P can even automatically
match investors and borrowers based on what risk preferences
investors provide.

Future Issues: Regulation and Infrastructure
Development

The financial regulators have been patient for the past two years
or so, just observing the development of P2P lending to understand
the characteristics of this new form of finance, although there have
been many unfavorable incidents as mentioned above. Finally, in July
2015, ten ministries and commissions jointly published “the Guiding
Opinions on Promoting the Healthy Development of Internet Finance”
(Opinions). The Opinions say that the regulators will encourage
financial innovation, promote healthy development of internet
finance, clarify requlatory responsibilities and normalize market
orders. This clearly shows that the regulators have a positive stance
towards internet finance.

The regulators promote traditional financial institutions, such as
banks, securities companies, insurance companies, investment funds,
consumer finance companies and so on, to utilize internet finance
and develop internet finance companies. They also support internet
companies to establish payment companies, P2P/crowd funding
platforms and sales platforms for financial products. The Opinions
also mention cooperations between traditional financial institutions
and internet companies and the establishment of information
infrastructures, such as big data and credit information. From a
regulatory viewpoint, the requlators will take relatively lenient
measures to retain room for financial innovation.

As for P2P, the China Banking Regulatory Commission (CBRC)
becomes its regulator. P2P is defined as direct peer-to-peer financing
through an internet platform. The internet platform's function
is limited to intermediary, providing information to lenders and
borrowers, matching them, and evaluating the borrowers' credit. In
addition, it should not provide credit enhancement and guarantee
services, nor illegally gather funds. Crowd funding is classified as
equity finance. The crowd funding companies' function is to provide
information to investors. The China Securities Requlatory Commission
(CSRC) has become their regulatory body.

The Opinions also require that customers' funds related to internet
finance should be deposited and managed by a bank. The money of
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internet finance companies (such as P2P lenders) and their customers
should be separated. Information and risk disclosures by internet
finance companies are also required; regulators have to conduct
research on the qualifications of investors.

Recent developments in internet finance have led to a fragmentation
of financial services hitherto vaguely referred to as banking
services. Regulations consequently need to be based on a functional
classification of financial services instead of on whether they are
provided online or through traditional channels. Regulators are
committed to fairness as a regulatory principle, implying that they
intend to apply identical rules to online and offline financial services
that are functionally equivalent. As mentioned above, the Opinions
have assigned regulatory responsibility based on financial function,
for example, the People's Bank of China for internet payment, the
CBRC for P2P, the CSRC for crowd funding, and so on.

At this moment, each regulator is formulating concrete regulations
based on the Opinions. As for P2P, the CBRC is expected to publish
draft requlations for public opinion soon and the formal regulations
are expected to be announced in 2016.

In terms of infrastructure, the P2P lending industry needs to develop
credit information systems because it mainly serves borrowers that
banks are reluctant to lend to. China's existing credit information
services include the PBOC's Credit Reference Center (CRC). CRC
subsidiary Shanghai Credit Information Services has built a
nationwide P2P credit information system, the Net Financial Credit
System (NFCS) in 2013. The CRC and NFCS are currently independent
of each other but if they were to link up, credit information would
become more readily available throughout China.

The Opinions say that qualified internet finance companies will have
access to a financial credit information database and will be able
to conduct credit investigation business. Its intention is to improve
SME's finance by utilizing big data and other internet technologies.

In sum, at present P2P lending in China is a mixed bag of risks and
opportunities. The Chinese P2P lending industry is in its infancy,
unregulated and without adequate infrastructure. It will be
interesting to observe how successfully the industry channels funding
to SMEs while keeping risks under control over the coming years.

Takeshi Jingu is the general manager of Financial Systems
Research Division of Nomura Research Institute (Beijing), Ltd.
He began to work in Beijing in 2004 to conduct research on
the trends of the Chinese economy, along with the financial
institutions and markets of the region. He can be reached at:
t-jingu@nri.co.jp
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Instant Automobility
M. Rainer Becker on Car Sharing in China

For this special Sharing economy issue, German Chamber Ticker
reached out to someone with over 18 years experience in the
automotive industry: Mr. Rainer Becker, CEO of car2go China Co.
Ltd to discuss car sharing in China. Car sharing offers people instant
automobility and is ideal for those who only occasionally use a
vehicle. They rent cars for short periods of time, by the hour or the
day. car2go is a mobility service offered by Daimler AG in now 31
cities, serving more than 1.1mn members. It is the first free-floating
car sharing system in the world without fixed rental locations and
has set up a new segment: smart fortwo cars that can be rented
anywhere and at any time. Vehicles can be located, booked, and used
spontaneously via smartphone app or the internet portal.

Car sharing is growing very rapidly and much stronger than car sales
on the global scale. In China however, consumers still tend to prefer
ownership over any other consumption model. What is your opinion
on the potential of the Chinese car sharing market?

Indeed, ownership is still quite important for Chinese customers. Our
observation is that this is rapidly changing, especially in the generation
of younger consumers. With a policy of car purchase limitations
introduced in several first tier cities and more and more traffic
congestion in big cities, the government is sorting out ways to solve
traffic and air pollution issues. Some local governments have shown
interest in the car sharing business. During our recent public event in
Chongging, the public also showed intensive interest in car2go.

Why do you see China as a good testing ground for entering the Asian
market and how has the project in Chongqging been so far?

China is the largest market and the fastest growing economy in Asia.
The government is open to support innovation. We are currently
conducting technical testing of our service in Chongging. Once the
quality is right, car2go will run in the streets of Chongqging. For us,
China is not only a testing market; it is one of the most important
markets when it comes to new mobility solutions. car2go can be a
step towards a new way of commuting and traveling in China.

Which factors influence the Chinese car sharing market the most?

Chinese customers are generally open to new technical developments
and features. They use their smartphones for all aspects of life, much
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more than people in the Western world - which is a precondition for
using car2go. People in Chonggqing are very curious about this new
form of mobility and adapt quickly to new trends and fashions. The
political environment is also important. China is interested in solving
traffic and pollution problems in urban areas. Car sharing can be a
part of the solution.

How will the automotive industry in China react to this new
consumption model in China?

With the increasing number of app-based car rental businesses,
the leasing and sharing economy has changed people’s lives. The
rise of car sharing is also a result of the success of the internet. The
automotive industry has to adapt to these consumption trends and
customer interactions.

car2go is a 100% subsidiary of Daimler AG. Daimler has recognized
that producing and selling cars is not the only way for the automotive
future. Not everyone can or wants to afford a car. However, many
people still experience situations where a car is the best solution
to get from A to B. This is where there are new opportunities for
automotive manufacturers.

To what extent do you think car share programs could help ease some
of China's environmental issues and improve the sustainability of
Chinese cities?

The results of our customer survey and accompanying research
show that car2go actually generates less traffic and fewer cars
on the road. It influences the already existing traffic in so far as it
provides vehicles that only partly replace those that people would
use if they owned them. As a result, mobility concepts like car2go
relieve the urban traffic situation. Additionally, the smart fortwo is
an economical and ecological car, especially with regards to space
consumption and emissions. In cities in which we exclusively provide
electric vehicles, we do not cause any direct emissions.

When a vehicle is jointly used, the total amount of cars within a
city is reduced. This has been shown in several independent research
studies. One of the most underestimated effects is the decreased need
for parking spaces, which leaves room for more creative use of that
space.

Will Chinese city sizes present a unique challenge? Do car share
programs take different approaches for first/second/third tier cities?

Successful cases in North America and Europe show us that car2go
can work there. Of course, the home area and the amount of vehicles
have to be adapted to the specific city. Overall, we have found that
car sharing works well in cities of at least 500,000 inhabitants. We
are aware that Chinese customers, Chinese roads and driving habits
will be a new challenge for us. The question is not whether we go to
China; it is rather what solutions we will find to deal with the new
conditions.

So far the "station-based" model has experienced the most success in
China. What infrastructure is needed to develop and expand car share
programs and what support do (local) authorities need to provide?

The biggest support is open-mindedness for new business models. No
matter if for the government or any commercial partner - we believe
it will be a win-win cooperation. We also believe that with the free-
floating car sharing system, such as car2go, we can bring a more
flexible and comfortable method of car sharing to citizens. To make it
relevant to people's lives, we need to make it as convenient as using
their private car. So it is important that our vehicles can be parked in
a public parking space. Here -as well as anywhere else - we need an
agreement with the local authorities in order to realize this.
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car2go pulled out of the UK after encountering difficulties with the
strong car ownership culture and lack of support from the authorities
for free-floating parking. These issues could also be a problem in
China; what do companies and authorities need to do to combat
them?

The situation in the UK and in China is very different. Chinese
customer behavior and attitude towards mobility is very different
from that of UK citizens. We are optimistic that China will go its own
way in adopting free-floating car sharing.

Apps like UBER and KuaidiDache have already experienced great
success in Chinese cities. How would you assess competition with
these providers and what can car sharing companies provide that they
cannot?

All of these offer something that is relevant for specific situations
in people's life. Sometimes you want to be driven, e.g. when you are
going home from a drink with your friends; sometimes you want to
be on your own and decide how fast to go and which route to take. In
these situations car sharing is the better solution.

What potential do you see for foreign car sharing providers entering
the Chinese market and collaborate with Chinese service providers
such as Baidu, Alibaba and WeChat (Tencent)?

Free-floating car sharing is not simple. We bring a lot of experience
into this market and are sure that we will offer a high quality product
and an attractive brand. We will also find appropriate ways to localize
our product.

car2go is a subsidiary of Daimler. One is aimed at reducing the use of
cars through new mobility concepts, the other sell cars. How do you
evaluate these seeming conflicting interests, especially in the long
run? Which branch do you think will prevail?

Car ownership and car sharing will exist in parallel for some time.
Car sharing represents a future mobility trend. Therefore Daimler is
committed to serving those customers as well. We are convinced
that the combination of both core competencies will result in greater
services and products on the mobility market.

Mr. Becker, thank you very much for your time!
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Companies are the Life Blood of
our Vocational Training System

Interview with the German Federal Minister of Education and Research, Prof. Dr. Johanna Wanka

During German Federal Minister of Education
and Research, Prof. Dr. Johanna Wanka's recent
visit to China, German Chamber Ticker had the
opportunity to discuss with her educational
topics such as the Pro Recognition Program,
vocational training and other related issues.

Thank you very much for taking the time to
answer our questions. What are the strengths
of the Sino-German cooperation on education?
How can German educational institutions in
China make the most of their relationship with
China?

Germany and China are cooperating very
intensively in the fields of higher education and
vocational education and training. The Chinese
Education Ministry and my Ministry have been
holding reqular strategy talks on education
policy since 2004. We have also been able to
implement the German-Chinese Alliance for
Vocational Education and Training. We now
have a flourishing dialogue process and a good
basis for cooperation.

Administrative bodies, science and industry in
both countries are encouraging this long and
successful cooperation at all levels. Another
strong point is the diversity of the cooperation.
The Higher Education Compass of the German
Rectors' Conference listed 1,130 cooperation
projects between German and Chinese higher
education institutions in December 2015. This is
an impressive number! We also have the work
of joint institutions such as the Sino-German
College at Tongji University in Shanghai.

Furthermore, we have drafted a new China
Strategy. We are applying this strategy to
encourage the mobility of students and
researchers and are expanding our cooperation
in the fields of higher education and initial and
continuing vocational training. We are also
increasing th