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Board of the Swiss-Chinese Chamber of Commerce

Executive Committee:
President:
Dr. Jorg Wolle

Past President:
Dr. Manfred Zobl

Treasurer/Vice President:
Dr. Daniel V. Christen

Vice President:
Paul Wyss

Secretary:
Franziska Tschudi

Members:

Dr. Theobald Tsoe Ziu Brun
Susan Horvath

Dr. Kurt Moser

Esther Nigeli

Dr. Marc Ronca

Honorary Members:
Dr. Uli Sigg
Dr. Marc Ronca

Board:
Maurice Altermatt

Lore Buscher

Ester Crameri
Markus Eichenberger
Dr. Richard Friedl
Bruno W. Furrer
Michael W. O. Garrett
Alfred Gremli

Peter Huwyler

Dr. Beat In-Albon
Alexandre F. Jetzer

Dr. Beat Kriahenmann
Pierre L. Ozendo

Nicolas Pictet

Wolfgang Schmidt-Soelch

Dr. Erwin Schurtenberger
Erwin A. Senn

Dr. Kurt E. Stirnemann
Peter G. Sulzer
Marco Suter

Thomas P. van Berkel

Geneva Chapter

President:
Dr. Daniel V. Christen

Vice Presidents:
Marcel Ch. Clivaz
Maitre Philippe Knupfer

Secretary:
Gérald Béroud

Treasurer:
Bernard Biischi

CEO, DKSH Holding Ltd., Zurich
Riischlikon

Hilterfingen

Erlenbach

CEO, Wicor Holding AG, Rapperswil

Attorney-at-Law, Brun studio legale e notarile, Lugano

Managing Director of Chamber

Kiisnacht, former Director of economiesuisse (VORORT)
Attorney-at-Law, LL. M., Partner, KPMG Legal, Zurich
Attorney-at-Law, Partner, Schellenberg Wittmer, Zurich, Geneva, Zug

former Swiss Ambassador to China, Mauensee
Past President of Chamber, Zurich

Head of External Affairs Department,

Federation of the Swiss Watch Industry, Biel

Regional Director, Central & Eastern Europe,

Hong Kong Trade Development Council (HKTDC)
Frankfurt am Main, Germany

Confiserie Spriingli AG, Zurich

Manager ExpoLogistics overseas, Natural AG, Basle
Vice President, ABB Switzerland, Baden

CEO, BF Bruno Furrer Consultant, Zurich

Executive Vice President, Nestlé S. A., Vevey

Managing Director, Credit Suisse Group, Zurich

Head International Banking, Member of the Board,
Zircher Kantonalbank, Zurich

Vice President, Lonza Ltd., Basle

Member of the Board of Directors,

Novartis AG, Basle

Director, F. Hoffmann-La Roche Ltd., Basle

Member of the Executive Board, Swiss Re Group, Zurich
Partner, Pictet & Cie., Geneva

Head of Market Group 2 (incl. China desk),

Winterthur Group, Winterthur

former Swiss Ambassador to China, Minusio

CEO, T-Link Management Ltd.

Worldwide Transportation Engineering, Freienbach
Chairman of the Executive Committee of Georg Fischer AG, Schafthausen
Zurich

Chief Credit Officer, Member of the Group Managing Board,
UBS AG, Zurich

President, Nitrex Ltd., Zurich

Hilterfingen

President, Swiss Hotel Association, Crans-Montana
Lawyer, LL. M., HSCB Republic, Geneva

Director and founder, SinOptic, Lausanne

Chairman, Bernard Biischi & Cie., S. A., Geneva

—
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Board:

Amy Qihong Li Négoce International, Credit Suisse, Geneva

Irmgard L. Miiller Director, Beau-Rivage Palace, Lausanne

Nicolas Pictet Partner, Pictet & Cie., Geneva

Jean-Nicolas Thalmann Director, O. P.I. (Office de la Promotion Industrielle), Geneva

Jean-Luc Vincent President, Salon International des Inventions de Genéve

André Uebersax Director, Chambre fribourgeoise du Commerce, de I’Industrie et des Services,
Fribourg

Yafei Zhang Assistant de Direction, Shanghai Overseas, Geneva

Chairperson:

Dr. Theobald Tsoe Ziu Brun Attorney-at-Law and Notary, BRUN Studio legale e notarile, Lugano

Executive Committee Members:

Erich Bir Plant Manager, Agie Ltd., Losone

Xujing Chen Manager, Nestlé (China) Ltd., Beijing/Lugano

Walter Landolt Attorney-at-Law, Lugano

Legal Chapter Zurich

Chairperson:
Esther Nigeli Attorney-at-Law, LL. M., Partner, KPMG Fides, Zurich

Legal Chapter Geneva

Chairperson:
Maitre Philippe Knupfer Lawyer, LL. M., HSCB Republic, Geneva

Here for You

g . 5 Legal Chapter Zurich
in Switzerland: c/o KPMG Legal, Zurich
Swiss-Chinese Chamber of Commerce Phone +41-1-249 30 07
Héschgasse 83 Fax +41-1-249 23 23
CH-8008 Zurich E-mail enaegeli@kpmg.com
Phone +41-1-421 38 88 Chairperson Esther Négeli
Fax +41-1-421 38 89
E-mail info@sccc.ch Legal Chapter Geneva
Website www.scce.ch c/o HSCB Republic, Geneva
President Dr. Jorg Wolle Phone +41-22-705 56 32
Fax +41-21-734 22 13
Chambre de Commerce Suisse-Chine Chairperson Maitre Philippe Knupfer
Rue du Vieux-College 8
Case postale 3135
CH-1211 Geneve 3 Rive
Phone +41-22-310 27 10
Fax +41-22-310 37 10 in China:
E-mail sccc@swissonline.ch
Website www.sinoptic.ch/scccgeneva/ Swiss Chinese Chamber of Commerce Beijing
Office hours Monday—Friday, 9.00-11.30 h Phone +86 10 6432 2020
President Dr. Daniel V. Christen Fax +86 10 6432 3030
E-mail info@bei.swisscham.org
Camera di Commercio Svizzera-Cina Website www.bei.swisscham.org
¢/o Brun Studio Legale e Notarile President Cyrill Eltschinger
Via Ariosto 6
Case postale 2298 Swiss Chinese Chamber of Commerce Shanghai
CH-6901 Lugano Phone +86-21-6276 1171
Phone +41-91-913 39 11 Fax +86-21-6276 0856
Fax +41-91-913 39 14 E-mail info@sha.swisscham.org
E-mail info@brunlaw.ch Website www.sha.swisscham.org
Chairperson Dr. Theobald Tsoe Ziu Brun President Ren Zhanbing
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China After SARS

From June 24, when the World Health Organization (WHO) removed Beijing from the list of
SARS infected areas and lifted its travel advisory against the city, foreign investors’ confi-
dence in China’s economic future quickly revived. China National Tourism Administration
lifted restrictions on inbound, outbound and domestic tourism. Retail and tourism industries
quickly recovered and attracted the attention of overseas investors. The increased awareness
of Chinese people to risks caused by the sudden SARS crisis raised the prospect of an in-
creasing volume of insurance premiums.

Despite SARS China had foreign direct investments of US$ 30.6 billion in the first half of
this year, up 34.33% year-on-year. Contracted FDI increased 40.25% over 2002 to US$ 50.96
billion, and the number of newly approved foreign-invested companies rose 22.3% to 18.877
in this period. Exports rose a year-on-year 34% to US$ 190.3 billion.

While the growth of gross domestic production (GDP) was down sharply in the second quar-
ter from an extraordinary expansion of 9.9% in the first quarter, it still reached 8.2% for the
first half of the year. Fixed assets investment grew a year-on-year 31.1% during the first half
to US$ 232.5 billion. At the end of June, foreign exchange reserves stood at US$ 346.5 billion.

Rising exports and foreign investments have led to rapid money supply growth and to in-
creasing foreign pressure for a revaluation of the yuan. However, the Governor of the Bank
of China and the Minister of Commerce said the currency will remain stable at the current
stage, though the possibility of adjusting the rate will not be ruled out in the future. The yuan
has been pegged to the dollar for almost a decade, currently within a band of RMB 8.276-
RMB 8.280 to the dollar.

The Chinese government is aware of the risk of overheating in parts of the economy and pos-
sible speculative bubbles. The State Council will work out measures to cool investments in
the real estate, automobile and steel sectors, while increasing capital-flow towards public fa-
cility constructions. Much of that spending is badly needed in the interior of the country. The
real boom is still concentrated in the coastal provinces.

Last but not least, the firm handling of the SARS crisis by President Hu Jintao and Premier
Wen Jiabao enhanced the political status of the Chinese leadership.

/' Foyy

Paul Wyss
Vice President

EDITORIAL
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General Assemblies

Despite SARS restrictions, over sixty members and guests

attended the Chamber’s Annual General Meeting on May

27th in Zurich. Among the representatives from Govern-
ment were Counsellor QIN Hongliang from the Economic
and Commercial Section of the Chinese Embassy and

Consul General LU Wenjie from the Chinese Consulate

General. From the State Secretariat of Economic Affairs

(seco), the Chamber welcomed Ambassador Jorg Al. Red-

ing, Member of the Executive Board, and Catherine

Kellerer, Head of Relations with China & Eastern Asia.
In his report about Government activities in China dur-

ing 2002, Ambassador Reding highlighted the “Swiss In-

novation Week”, the largest official Swiss delegation to

China so far led by Dr. David Syz, State Secretary for

Economic Affairs together with Dr. Charles Kleiber,

State Secretary for Science and Research and Eric

Fumeaux, Head of the Federal Agency for Technology.
Guest of honour and key-note speaker Dr. Kurt E.

Stirnemann, newly appointed Chairman of the Executive

Committee of Georg Fischer AG and Chairman of the

Board of Directors of Agie Charmilles Holding AG, re-

ported about the corporate group’s endeavours in the PR.

of China, where it employs about 1’000 people at a total
of eight sites. Most of the Chinese companies are joint
ventures (majority Georg Fischer).

Chamber President, Dr. Jorg Wolle, led through the
General Assembly, which approved the Activity Report,
the Accounts and this year’s Budget. In the light of legal
developments since the founding of the Chamber in
1980, it seemed to be advisable to strengthen the Articles
regarding the limitation of the member’s liability. The
proposed modifications of the Articles of Association
were approved unanimously. The Geneva Chapter had its
own Annual General Meeting on May 8th (report avail-
able upon request).

Changes in the Board were approved as follows:

— Dr. Markus Dennler, CEO, Winterthur Life & Pensions
and Member of the Executive Board CS Financial Ser-
vices resigned.

Newly elected to the Board were:

— Lore Buscher, Regional Director, Central & Eastern
Europe, Hong Kong Trade Development Council (HK-
TDC), Frankfurt am Main, Germany and

— Wolfgang Schmidt-Soelch, Head of Market Group 2
(incl. China desk), Winterthur Group, Winterthur.

The Chamber wishes to give a warm welcome to the new

Board Members and the Members joining the Associa-

tion in 2002/2003 and would like to thank all those con-

tributing to the successful development.

Well, after the SARS fever was gone, Europe got
struck by the hottest summer ever, while China devel-
oped a climate in its economy with growth figures heat-
ing up to 17 % in July. Let’s hope that the hot news will
finally lead to a good harvest too.

i

Susan Horvath
Managing Director, Member of the Executive Board

—

Chamber in Zurich
on the Move

Between two events in June and July the Cham-
ber had to shut-down it’s infrastructure in order to
move its offices. Moving from only one street to
the other does not make things easier — especially
if it comes almost by surprise and during the
hottest summer ever. Well, we are back on-line and
happy to serve our members.

Swiss-Chinese Chamber of Commerce
Wirtschaftskammer Schweiz-China

(new) Hoschgasse 83
CH-8008 Zurich, Switzerland

Phone  +41-1-421 38 88
Fax +41-1-421 38 89
E-mail  info@sccc.ch
Web www.scce.ch

Next Event

Business Opportunities and Project Financing
with the Asian Development Bank (ADB)

Half-day seminar with individual meeting possibilities
with ADB representatives in the afternoon.

Thursday, September 25th 2003
SWX Swiss Exchange, ConventionPoint
Selnaustrasse 30, CH-8021 Zurich

SOFI-seminar in cooperation with the Swiss-Chinese
Chamber and those of South East Asia, India, Korea and
Taiwan.

On the occasion of the visit of an ADB delegation to
Switzerland this seminar will provide participants with
background information on ADB and its activities. Par-
ticipants will be shown how to research the business op-
portunities that ADB offers, and how to identify and bid
for specific mandates. The seminar will also focus on
topics of interest such as suppliers of goods and works
(procurement), consulting services, and private sector
operations.

www.scce.ch
Events, publications, special topics




New Board in Beijing

After conducting its first pro-forma Board meeting on
March 19th 2003, the Board has organized itself as fol-
lows:

President
Cyrill Eltschinger, I.T. UNITED

Vice-Presidents
Zhang Hu, LEM Electronics
Manfred Streuber, DKSH

Secretary General
James Chen, SIG Beverage Machinery

Treasurer
Alex Sudan, China Banknote SICPA Security Ink

Board Members

Johnson Li, ASCOM Asia Pacific

Guillaume Boudin, DANZAS X.F. Freight Agency Co.
Ltd.

The following Board members were also elected to the
National Board of the Chamber in China:

Cyrill Eltschinger, I.T. UNITED
Johnson Li, ASCOM Asia Pacific
Zhang Hu, LEM Electronics

New Address in Beijing

18th Floor, Start City Tower —-C

10 Jiuxiangiao Rd., Beijing 100016, China
Phone  +86-10-6432-2020

Fax +86-10-6432-3030
info@bei.swisscham.org
www.bei.swisscham.org

Fabian Furrer, Executive Director
Molly Li, Office Supervisor

Changes within the Board in
Shanghai

It is after eight and a half years in China that Peter A.
Marti’s professional has lead him and his family back to
Switzerland in July. Consequently, he has informed his
fellow Board Members of his resignation as of June 30.
2003. The Swiss-Chinese Chamber of Commerce would
like to thank him for his contribution to the Swiss busi-
ness community as well as his continuous support of the
local Chamber throughout the last six years and wishes
him all the best.

The following changes within the Board of Directors
in Shanghai are valid until the next General Assembly:

—6—

New Members

Since April 2003:

Zurich

FAB Parking System AG
FAN Shaofei

Birch BTC

Reiden Technik AG
David Sieber

SLI Consulting AG
ZHAO Bin

Imes Management AG
Bystronic

YUAN Shuang

René W. Joerg

Philipp Lischer

Geneva

ESMERTEC AG
INTESCOM Sarl - Geneva

EDGARD BORNET
GESTION ET CONSEILS

DOIC LAMBERT SARL
GO4CHINA

LUCRIN SA

MAHER S A.

M. Guo MING

—

Oberbiiren
Huttwil
Seuzach
Reiden
Ziirich
Regensdorf
Frauenfeld
Cham
Niederoénz
Schieren
St. Gallen

Basel

Diibendorf
Genéve

Aigle

Grandcour
Montreux
Geneve
Lausanne

Cologny

HAMBER NEWS
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Board Member Function old

Function new Comments

Peter A. Marti President & National

Resignation as per June Transfer back to Switzer-

Representative 30, 2003 land
Ren Zhanbing Vice President Acting President & Na-
tional Representative
Nicolas Musy Director & National Rep- | Acting Vice President &
resentative National Representative
Christian Guertler Director & National Rep- | Director & Acting Presi- SCCC Shanghai to take
resentative dent of the National Presidency for two years
SCccC

Chamber Helps UNICEF to Fight, Prevent
and Educate against SARS

In May 2003, the Swiss Chinese Chamber of Commerce
in China (SwissCham) launched a long term SARS
fundraising initiative to support UNICEF’s 1 Million
Soap Campaign — an environmental, health and hygiene
campaign conducted in cooperation with the Ministry of

About UNICEF

Established in 1946, UNICEF was first known as
the United Nations International Children’s
Emergency Fund. Since 1953, UNICEF is per-
manent part of the United Nations and known as
United Nations Children Fund striving to build a
world in which all children live in dignity and se-
curity.

UNICEF’s 7 Regional and 126 Country Offices
do cover more than 160 countries to help children
living in poverty. Goal is to ensure that children
do get the care and stimulation they need in the
early years of life, and encourages families to ed-
ucate girls and boys. Equally important is to re-
duce childhood death and illness and to protect
children in conflict situation and natural disaster.
UNICEF China was established in 1979 and
works in close co-operation with the People’s Re-
public of China. Girls Education, Immunisation
Plus, Combating HIV Aids and Integrated Early
Childhood and Development (IECD) and Child
Protection are our main focus.

For further information on our activities in China
please contact: Charles M. Rycroft, Communi-
cation Officer, (86-10) 55323131 ext.: 1301,
mailto:crycroft@unicef.org

Health’s National Patriotic Health Campaign Committee
(NPHCCO) through the coordination of the Ministry of
Commerce (MOFCOM). Money raised so far has been
handed over to UNICEF in Beijing at a ceremony at-
tended by the Swiss Ambassador to China, Mr. D. Dreyer
and SwissCham Beijing’s President, Mr. Cyrill
Eltschinger on July 11.

Acting as a focal point for all-incoming funds from
companies, private and individuals, the Swiss Chinese
Chamber of Commerce is confident in maintaining the
fundraising campaign to support the fight against SARS
here in China.

For Alex Sudan, Treasurer and Director of the Swiss
Chinese Chamber of Commerce in Beijing, it was evi-
dent to align with UNICEF: “For us it was important to
engage in a long-term programme. We liked the fact that
the campaign is focussing on prevention of SARS and
includes an educational aspect as well: a programme for
children and families from rural poor areas in China
stressing the need for hygiene. At the same time it was
important for us to ensure that the money we raise will
be utilised in China.”

The donations are part of the free distribution of 2 Mio.
soap bars through 12 provinces. A specially printed soap
wrapper carries messages promoting hygiene, hand
washing, encourages none smoking and none spitting.
Note that in addition to this donation, other Swiss-in-
vested companies established in China have contributed
to the fight against SARS for an amount in excess of
RMB 17 millions, donated to Government bodies, al-
ready.

For further information on the Chamber action and ac-
tivities in China, you may visit www.bei.swisscham.org
or in Switzerland www.sccc.ch
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Zurich Forum on Chinese Business Law

China has seen many promising developments in its trade
and investment regime over the last 18 months that fol-
lowed China's entry into the WTO. In an effort to bring
the legal regime in line with China s WTO commitments,
the Chinese government has issued several new regula-
tions providing more attractive features for investment
vehicles. The 4th Zurich International Forum on Chinese
Business Law aimed to update the business community
with the newest developments in the legal environment
and to provide a platform for exchanging insight views
on the chances and risks of China investment in a post-
WTO scenario.

The forum was held on June 24, 2003 at the Zunfthaus
zur Meisen. Despite the unusual summer heat, about 40
participants from the Swiss industry of banking, insur-
ance, machinery, logistic, medicine, legal services and
others were present at the half day's programme, jointly
organized by the Zurich Legal Chapter of the Swiss-Chi-
nese Chamber of Commerce, the LL.M. Programme In-
ternational Business Law of the University of Zurich and
KPMG Legal. After the WHO travel ban to Hong Kong
had been lifted, it was a great pleasure to welcome back
the Legal Chapter’s guest speakers from Hong Kong,
Professor Donald J. Lewis, Faculty of Law, Hong Kong
University, and Professor Peter Rhodes, Denton Wilde
Sapte, Hong Kong.

In the first part of his presentation, Professor Donald J.
Lewis introduced the major developments in the trade
and investment regime after China’s WTO accession.
Special attention was drawn on the conformity of the
Chinese practice to bring it in line with the TRIMs, SCM
and GATS agreements under the WTO framework. The
new opportunities for foreign investors in the services
sector, merger and acquisition transactions and recog-
nizance of state-owned enterprises etc. were outlined. In
the second part of his presentation, Professor Lewis was
focusing on the aspects of foreign trade and technology
transfer. The trade liberalization driven by the WTO re-
quirements, the improvement on trading right issues, li-
censing and anti-dumping regulations were elaborated in
detail. Finally, the new regulatory regime of technology
import and export was addressed.

Esther Négeli, from a practical perspective, delivered
an assessment of the recent legal developments regard-
ing mergers and acquisitions. After giving a general in-
troduction on the legal framework as well as vehicles and
structures for M&A transactions in China, she focused
on the newly promulgated regulations for foreign in-
vestors’ on mergers with and acquisitions of Chinese do-
mestic enterprises. Furthermore, the new opportunities
in relation to investment in state-owned enterprises were
presented. Wenbin Wei assessed the merger control pro-

f.l.t.r. Wei Wenbin, Esther Ndgeli, Professor Donald J. Lewis and Professor Peter Rhodes.

—
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visions introduced in the new merger and acquisition
rules. He stressed the impact of competition issues on
such transactions, which allow for a wide scope of au-
thority discretion in the approval process. It became clear
that in future competition issues may in fact have a bear-
ing on foreign investment to China and that foreign in-
vestors need to become more aware of these issues when
looking at new or the expansion of their existing invest-
ment in China.

Professor Peter Rhodes presented an analysis of the
impact of China’s economic rise on the Southeast Asia
economy. By comparing the threat and the opportunities
that China has imposed and provided to the neighburing
countries, Peter Rhodes suggested that development
strategies of ASEAN’s countries should be integrated
alongside China’s economic development. With its high
demand for technology and know-how, its growing do-
mestic market as well as its growing exports into the
Asian region, and its large tourists source, China offers
opportunities for the whole Asian region and is deemed
to be the new engine for Asian growth. As to the impact
of SARS on the Asian economy, Peter Rhodes expects
that it will only have a short-term effect, but no long-last-
ing consequences. Despite the impact of SARS, most of
the Asian economies are still expecting a significant
GDP growth in 2003.

For the 4th time, the meanwhile well-established fo-
rum provided again a platform for pooling information
and sharing views on the related legal issues regarding
China trade and investment. The Zurich Legal Chapter
looks forward to meeting and discussing these issues
with a growing number of interested business people at
the next Zurich International Forum on Chinese Business
Law or at the Legal Chapter’s regular meetings.

For further information, please contact:
Mrs. Esther Néigeli

Chairperson Legal Chapter of SCCC
c/o KPMG Legal

Phone  +41-1-249 30 07 /

Fax +41-1-249 23 23

E-mail  enaegeli@kpmg.com

Next Event Legal Chapter

Wednesday, 19 November
Time: 10:30 till 13:00 h (sandwich lunch)
Venues and topics to be announced later.

Workshop-Summary: “The China Challenge”

(Note from the editor: As our President Jorg Wolle noted
in his opening speech, the two speakers Hans Jakob Roth
and Jiirg Lauber formed a “Dream Team”. Yet, it was
Jiirg Laubers last public appearance in his function as
Economic Counsellor before leaving the Swiss Embassy
in Beijing to start at the Swiss Mission to the United Na-
tions in New York in August. The Chamber would like to
thank him for his great contribution and continuous sup-
port during the past three years and wishes him all the
best in his future endeavours.

For all those, who missed this last opportunity, we are
pleased to present an abstract of this full-day seminar.)

by Regi Preiswerk

June 19th, a hot and sunny day in the city of Zurich.
While the majority of inhabitants was dreaming of a day
at the lakeshore, around 50 people of all walks of busi-
ness and academic life attentively followed the excellent
and inspiring speeches of two high profile China experts
at the Zunfthaus zur Zimmerleuten. Invited by the SCCC
and in cooperation with the Swiss Chinese Society,
OSEC, Swissmem, Economiesuisse and the Swiss-
South East Asian Chamber of Commerce, Hans Jakob
Roth, Consul General of Switzerland in Shanghai and
Jiirg Lauber, Economic Counsellor at the Swiss Embassy
in Beijing, gave insight into the current political and eco-
nomic situation in China as well as into “the Chinese
mind”.

—

Mr. Roth first commented in his introduction on the im-
portance of Asia in the 21. century, not in the sense, he
stressed, that Europe would decline and be crushed by
the emerging powers of Asia, but in the sense that you
actively will have to take into account these new global
players, no matter what you do. Genuine interest in China
and intercultural competence, however, are prerequisites
for a sustainable economic and political partnership with
China.

Mr. Lauber then took over to summarize current politi-
cal and economic trends and their implications for com-
panies in the China business.

Politics: The 16th Party Congress last year as well as the
Peoples Congress in March 2003, made clear that the
generation shift of the political leadership in China has
been successful. Although the power struggle behind the
scene has been as impenetrable as ever, the change itself
has been smooth so far. The focus of the new leadership
clearly lies in the maintenance of political and social sta-
bility which is estimated to be only possible, if the im-
pressive economic growth can be kept on a rate above
7%. Therefore the new government is willing to continue
the process of economic reform in several important
points: they plan to further pull apart state owned enter-
prises from governmental institutions, encourage Chi-
nese investment abroad, build up an independent court
system and acknowledge the importance of the private




sector. Moreover, they already reorganized some relevant
commissions in the economic field, merging for exam-
ple the Ministries of Foreign and Domestic Economy and
trade into the new Ministry of Commerce.

Challenges: For sure, there are a lot of enormous chal-
lenges to be met, be it the gap of wealth and development
between cities and the countryside, or East China and
West China, the growing unemployment rate, corruption,
environmental pollution and unfavourable demographic
changes. Still, the political stability, the commitment to
economic growth, the self-confidence of Chinese people
and the optimism of the Chinese urban middle class seem
to make it possible to deal successfully with these prob-
lems.

Consequences: For foreign investors and trade partners
this situation implies that, while local unrest still is a pos-
sibility to be considered, they can expect general stabil-
ity. That the segmentation of the Chinese market, due to
unequal development, will continue and ask for accord-
ing market strategies. And that the costs of labour will
rise with growing living standards. Interestingly enough,
most western investment in China nowadays is not so
much driven by cost advantages any more but by the aim
to enter this market.

Foreign relations seem mostly aimed at creating sta-
bility and favourable economic conditions, especially in
the Asian region itself. Although the relation to Japan re-
mains very much sensitive, China generally tries to be a
reliable non-aggressive neighbour and supports eco-
nomic cooperation in the Asian region including Central
Asia. The Taiwan issue still produces a lot of fuss with-
out having any serious consequences, though. Regarding
global politics China, supports a multipolar power sys-
tem to oppose the hegemonial tendencies of the USA, but
has kept a very low profile in the Iraqi war. Problems
with the USA are currently rather on the economic side
since the implementation of the WTO agreements up to
now has mostly benefited China and not the USA.
Switzerland maintains regular high level diplomatic con-
tacts, will intensify contacts on a more operational level
and supports many exchange activities in the field of cul-
ture and education. The recent visit of Mrs. Calmy-Rey
despite of SARS has been especially well perceived in
Beijing.

Economy: First of all, Mr. Lauber stressed the point that
a positive economic development of China will also be
beneficial for Switzerland after all. Political stability,
continuing impressive growth rates, the effects of WTO
with increasing foreign direct investment and rising ex-
ports and the “China dream” newly nurtured by the
Olympics Beijing and the World Expo Shanghai are pro-
ducing a positive over-all environment. Official support
for the private sector (although state enterprises will still
be privileged) and the emergence of a consumer and
leisure society (or class) adds to this picture.

SARS: On the negative side, there is of course SARS,
which had a terrible impact on the tourism industry and
some urban retail businesses. But also rural income suf-
fered, since a lot of migrant workers lost their jobs or fled
to their hometowns. Industrial production was not af-
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fected directly, but exports and domestic sales and dis-
tribution were hampered to a certain extent. Since the
government will back the economy in case of losses by
investing more itself, it is possible that, as a consequence,
necessary reforms (for example in the banking sector)
will be put off for a while. Still, as a whole, China seems
to have gotten off rather cheaply. On the other hand, it
showed the risks for those companies in the West de-
pending (too) heavily on China.

Administrative restructuring has recently resulted in sev-
eral new institutions: the new Ministry of Commerce, the
State Owned Assets Supervision Administrative Com-
mission, the State Development and Reform Commis-
sion and the China Banking Regulatory Commission.
This move is meant to better separate the sphere of re-
sponsibility between different commissions, to be more
efficient in granting permissions, to better control the
state banks and to further withdraw the government from
the management of state owned enterprises.

WTO: While there have been a lot of expectations from
the West regarding the entry of China into the WTO, you
can observe so far that laws have not become more trans-
parent nor has the rule of law augmented. On the other
hand, competition has aggravated and new mechanisms
of warding off Western enterprises have evolved. On the
positive side, WTO has rather strengthend the process of
reform and the situation of private enterprises in China.

(continued on page 12)
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Perspectives for the China business: Privatisation of state
owned enterprises will go on and will also create new op-
portunities for M&A. In this field the biggest problem to
overcome is missing transparency and unreliable data on
these enterprises. The Chinese market will further de-
centralize due to different speeds of development which
asks for differentiated market strategies from the part of
Western market players. The opening up of the market
will continue, but at the same time Chinese competitors
will also grow stronger, sometimes due to government
backing (see the mobile phone market, for example). To
ensure elevated growth rates, China has to create more
added value, which is at the same time a risk as well as
an opportunity for the Swiss industry. While urbanisa-
tion and the forming of a consumer society will go on,
the market entry costs are getting higher, the margins are
coming down.

Consequences: At the end of his speech, Jiirg Lauber
stressed the need for several measures. First of all, Swiss
enterprises have to take into account China as an impor-
tant player in global economics, no matter whether they
want to be active in the Chinese market or not. Therefore,
everybody has to develop some kind of China strategy.
The Swiss business community, together with the ad-
ministration, has to do research concerning the impact of
the China challenge for Switzerland and its industrial
base. And the instruments of private and public promo-
tion of export and investment have to be better coordi-
nated and further enhanced.

Hans Jakob Roth continued the workshop with the dis-
cussion of the “soft facts” involved in China business,
the Chinese mind on one side and the own cultural pat-
terns of acting and thinking on the other. He stressed the
fact that a longer stay in China is a challenge to ones own
identity, making self-conception, self-criticism, but also
self-assertion an important part of the experience.

Crucial for the understanding of Asian collective socie-
ties in opposition to Western individualistic societies is
the notion of density in a physical sense which does not
allow for individuals to develop outside or in opposition
to the community.

Related to the notion of community, there is strict sepa-
ration between inside and outside resulting in different
ethical standards towards people of your own group and
outsiders. Doing business with a Chinese partner can
therefore be successful only, if you manage to establish
arelationship of personal trust, which means that you are
considered to be a member of the group. The same is true
for an enterprise having Chinese employees: you can ex-
pect loyalty from their side only, if you manage to create
some sort of “family atmosphere” which means that the
company’s leaders have to take better care of employees
than in Switzerland.

At the core of all social activities is the personal rela-
tionship between people. Therefore, loyalty towards a
certain matter or aim is inferior to loyalty towards a per-
son which, in the worst case, can create serious contra-
dictions. Building up a stable, trustful relationship, how-
ever, is estimated to need about two years effort.

—

There is also the question of corruption coming up in
this context. It is not advisable to bribe! In the first place,
you will be dependent on these people, not knowing
whether they will survive the next political struggle in-
side the party, for example. With anti-corruption cam-
paigns taking place here and there, you actually also en-
danger your Chinese partner. If you feel that you cannot
get around it, try to arrange a trip to Europe or something
of this sort.

Collective societies are based on homogeneity, harmony
and discipline. Once you know this, the hard part is not
necessarily the creation of harmony but to assert your-
self all the same. If you are too soft, people will not re-
spect you and take advantage of it without any remorse!

The Chinese mind is very much influenced by the real-
ities of a mass society living very densely. What they per-
ceive is rather close to themselves and is perceived with
all senses. The entire person is seen as part of the process,
which means that a Chinese partner not only is interested
in your company but also in yourself as a person. There-
fore, he will ask you questions we normally don’t in a
business context and expects the same from your side.

Reality is perceived as a process and not as a status which
means, for example, that contracts may be remodelled
every other day to suit new developments. In this context
it is important that the Western partner of a contract also
uses this possibility for his own ends.

The advantages of the Chinese mind lie in its flexibility
and pragmatism while the Western mind is rather suit-
able for long-term strategic thinking.

Mr. Roth closed his speech with the advice that profes-
sional business must have an ethical basis. The best deal
is not necessarily the one resulting in the highest possi-
ble profit, but the one creating a win-win situation since
it guarantees a sustainable, long-term commitment from
both sides.

For further information or to order the documentation,
please contact the Chamber at info@sccc.ch

for events visit

www.sccc.ch
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Swiss-Chinese Trade / First Halt 2003

(in Mio. CHF)
Comparison to the same period last year / Share: Share of goods in trade with country

Export Export Export Import Import Import

Goods Mio. CHF + CHF% Share ~ Mio. CHF + CHF% Share
Total selected 1.107,3 24,1 100,0 1.107.,5 0,2 100,0
Agricultural products 7,3 38,5 0,7 29,1 —29,2 2,6
Energy carriers 0,1 128,5 0,0 0,0 31,8 0,0
Textiles, apparel, shoes 16,6 25,3 1,5 268,0 -6,9 242
Paper, paper products, printed matter 5,9 39,3 0,5 5,0 35,9 0,5
Leather, rubber, plastics 17,1 2,4 1,5 72,7 0,6 6,6
Chemicals, pharmaceuticals 196,2 16,2 17,7 138,1 5,1 12,5
Construction materials, ceramics, glass 53 242,6 0,5 10,5 1,0 1,0
Metals and metal products 46,7 13,6 42 55,9 2,8 5,0
— Iron and steel 1,2 48,8 0,1 0,7 12,8 0,1
— Non-ferrous metals 49 -13,0 0,4 4.4 -10,9 0,4
— Articles of metal 40,6 17,0 3,7 50,7 4.1 4,6
Machinery, apparatus, electronics 636,9 18,9 57,5 273,0 21,1 247
— Industrial machinery 488,0 23,1 44,1 33,4 223 3,0
— Engines non-electrical 17,7 -27,5 1,6 3,8 - 0,3
— Construction machinery 2,1 21,8 0,2 0,0 -65,5 0,0
— Machinery engineering 468,2 26,8 42,3 29,6 9,0 2,7
— Pumps, compressors, fans, etc. 22,9 -12.5 2,1 6,0 39,8 0,5
— Process engineering, heating, cooling equip. 224 -0,5 2,0 5,1 42,0 0,5
— Lifting and handling equipment 21,2 103,2 1,9 1,5 6,6 0,1
— Machine-tools metalworking 78,5 27,3 7,1 1,3 —-18,6 0,1
— Machine-tools for mineral materials 7,6 128,1 0,7 0,0 -99,7 0,0
— Plastics-, Rubber machinery 14,3 —54,2 1,3 0,0 772,0 0,0
— Machine-tools for wood, cork, etc. 3,3 -36,5 0,3 1,1 -27,3 0,1
— Other machinery 51,3 14,1 4.6 2,1 83,0 0,2
— Hand held tools 2,1 -14,0 0,2 5,7 19,2 0,5
— Welding machines 8,8 22,7 0,8 0,4 —46,1 0,0
— Printing and paper machinery 54,1 28,6 4.9 1,1 102,0 0,1
— Textile machines 157,7 65,5 14,2 0,6 5,9 0,1
— Food processing equipment 15,2 135,1 1,4 2,3 —22,8 0,2
— Filtering and purifying machines 4,1 55,9 0,4 0,4 24,9 0,0
— Packaging and filling machines 4.8 30,8 0,4 2,0 -19,4 0,2
— Agricultural machines 5,2 - 0,5 0,2 119,7 0,0
— Household appliances 0,8 —46,1 0,1 86,0 0,7 7,8
— Entertainment electronics 0,5 -65,5 0,0 56,7 1,1 5,1
— Household machines 0,4 72,9 0,0 29,3 -0,1 2,6
— Office machines, Computers 1,6 -50,0 0,1 69,7 71,7 6,3
— Electrical machinery and electronics 140,9 5,0 12,7 83,7 16,4 7,6
— Power generation, electric motors 20,1 30,0 1,8 20,7 -2,6 1,9
— Telecommunications 24,4 195,1 2,2 20,3 58,9 1,8
— Electric and electronic articles 96,4 -12,8 8,7 427 12,7 3,9
— Defence equipment 0,3 38,9 0,0 0,0 —78,7 0,0
Vehicles 3,2 103,6 0,3 13,1 -0,2 1,2
— Road-vehicles 2.3 175,1 0,2 12,0 6,2 1,1
— transport of persons 0,2 -28,2 0,0 9,0 10,0 0,8
— transport of goods 0,0 - 0,0 0,0 — 0,0
— Special purpose vehicles 1,5 — 0,1 1,3 23,2 0,1
— Spare parts 0,6 12,3 0,1 1,7 -17,5 0,2
— Railway vehicles 0,8 17,1 0,1 0,3 -71,8 0,0
— Aircraft and spacecraft 0,2 116,6 0,0 0,2 -33,1 0,0
— Vessels 0,0 — 0,0 0,6 16,8 0,1
Precision instruments 80,3 37,6 7,3 41,5 8,0 3,7
— Optical instruments, photo 8,4 11,4 0,8 26,3 -6,3 2,4
— Surveying instruments 8,8 - 0,8 2,1 31,3 0,2
— Medical instruments and appliances 23,5 44,8 2,1 2.3 73,6 0,2
— Mechanical measuring, testing, control equipment 39,7 15,8 3,6 10,8 454 1,0
Watches 85,1 141,4 7,7 87,0 -8,5 7,9
Other goods 6,6 -36.,1 0,6 113,5 —4,0 10,3

Source: swissmem & Eidg. Zollverwaltung
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Recent Foreign Investments / Joint Ventures

USA

AOL TIME WARNER has won permission to
broadcast its Chinese-language entertainment channel
to hotels and selected residential compounds across
China. The Chinese language channel had been
restricted to viewers in Guangdong province. The
success follows a similar coup by rival Star TV, which
in January won approval to broadcast its Chinese-
language channel to hotels and selected compounds
nationwide.

DUPONT and the Chinese coatings producer Beijing
Red Lion Coatings Co. Ltd have signed agreements to
form two joint ventures, one in Beijing and the other in
Changchun in Northeast Jilin province. DuPont will hold
60% of each venture and the Chinese partner 40%. With
the prime focus on coatings for the automobile industry,
the two ventures started operating on May 1st.

AMERICAN EXPRESS and China International
Travel Service Head Office opened Shanghai’s first cor-
porate travel joint venture. Shanghai is the hub for around
300 of the Fortune multinational firms in China. Inward
and outward bound air travel experienced a 16% growth
in 2002. As part of its growth plan, American Express
will expand its corporate travel network into 40 other
Chinese cities within the next 12 months.

ORACLE signed an agreement with China Interna-
tional Exchange Foundation to train 4.000 Chinese soft-
ware engineers annually. Oracle will also offer its patent
software products, teaching material and test service,
valued at more than US$ 12 million. The program will
train local personnel for China’s 11 national software
bases in major cities.

CISCO SYTEMS, makers of networking equipment,
will make a donation worth US$ 2.6 million to the Chi-
nese Ministry of Health. The donation will help to build
a national epidemic data exchange network as a key tool
to prevent the spread of SARS. It will make it possible
for the Chinese Government to collect and update SARS
data more effectively.

PRAXAIR and French AIR LIQUIDE, through their
joint venture Shanghai Chemical Industry Park Indus-
trial Gases Company, signed contracts with German
BASF and Shanghai SECCO to provide gases for their
plants at Shanghai Chemical Industry Park.

The gas venture will build two plants capable of tak-
ing care of all known projects in the park.

GOLDMAN SACHS announced a strategic partner-
ship with Industrial and Commercial Bank of China
(ICBC).The joint venture will take on bad loans from
ICBC worth up to US$ 1.2 billion. ICBC has assets of
about US$ 600 billion and a non-performing loan ratio
of 24%.

AOL TIME WARNER has acquired a 49% interest in
Shanghai Yongle Cinema, the top movie theater in
Shanghai, for US$ 1.69 million.

AIG, world’s largest insurance company has licenses
pending for non-life insurance and is exploring invest-
ments in asset management, real estate, infrastructure
funds and aircraft leasing.

SIKORSKY AIRCRAFT CORP. recently unveiled
its first Chinese-made helicopter in Shanghai made by
Shanghai Sikorsky Aircraft Corp., a joint venture with
Shanghai Little Eagle Science and Technology Co. Gov-
ernment, business and social organizations will be the
company’s main buyers in the next few years.

WAL-MART, the world’s biggest retailer, is also the
world’s biggest buyer from China with US$ 12 billion a
year worth of textiles, toys, TVs. It has helped to make
the U.S. trade deficit with China of US$ 103 billion the
widest gap between any two countries in history.

HEWLETT-PACKARD Shanghai branch was listed
as the top of nearly 30.000 foreign-funded companies in
terms of per-capita profits in Shanghai. It stood at US$
256.000 per capita in 2002.

CANADA

CANADA NATIONAL RESEARCH COUNCIL
organized a three-day visit to Beijing for a group of 20
Canadian business people from medium-sized compa-
nies in the information and communications technology
industry with a keen interest in cooperation with China.

BOMBARDIER, the world’s No. 1 maker of trains
and third-largest producer of civil aircraft, will deliver
more than 200 metro cars and trains to China. The
company is in talks with different parties about high-
speed trains. Bombardier has two joint ventures, the
Changchun Bombardier Railway vehicles Co Ltd., and
Bombardier Sifang Power (Qingdao) Transportation
Ltd.

AUSTRALIA

AUSTRALIAN & NEW ZEALAND BANKING
GROUP (ANZ), Australia’s third-largest bank, is pur-
suing major expansion plans in China. The group already
has a co-operation deal with Shanghai Rural Credit Co-
operative Union.

SOUTH AFRICA

SABMILLER has acquired a 29,66% stake in Harbin
Brewery for US$ 86.6 million. Harbin brewery is one of

—
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the biggest brewers in Northeast China. Sabmiller has
entered 30 joint ventures with a stake 0f49% since 1994.

KOREA

SOUTH KOREA TELECOM clinched a contract
with China Unicom to build a joint venture focusing on
value-added wireless Internet business based on China
Unicom’s CDMA network. The total investment was set
at US$ 6 million. China Unicom will hold the dominant
51% stake.

JAPAN

HONDA (65%) started a new joint venture in
Guangzhou with Guangzhou Automobile Group (25%)
and Dongfeng Automobile Group (10%) In the first
phase, the project is expected to have an annual produc-
tion capacity of 50.000 cars, eventually rising to more
than 240.000 cars a year.

NISSAN will invest US$ 1 billion in a US$ 2 billion
joint venture with Dongfeng Automobile Group in
Wuhan. Nissan’s investment is one of the largest in a
state-owned Chinese company since China entered the
WTO in 2001. Passenger cars will carry the Nissan
badge. Commercial vehicles will bear the Dongfeng
brand.

SOMPO JAPAN INSURANCE CO, the second-
largest property insurance firm in Japan, opened a

—

branch in Dalian. It is the first overseas-funded property
insurance firm approved by the China Insurance Regu-
latory Commission in northern Japan.

GERMANY

BMW signed an agreement with Brilliance China Au-
tomotive Holdings to establish its first production base
in China. The venture will start producing BMW 3-se-
ries models in the second half of 2003, with the more ex-
pensive S-series to be added next year. BMW will hold
a 50% stake.

SIEMENS CHINA recently clinched a deal with Bei-
jing University that will see the local talent at the presti-
gious school as part of a strategy to boost the multina-
tional’s localization in China. The introduction of the
Beijing International MBA programme will largely ele-
vate the management capabilities of the company’s local
staff.

ALLIANTZ has been given the final approval to launch
its first property and accident insurance operation in
China. Allianz is the first foreign company to be permit-
ted to establish a non-life insurance service since China’s
WTO accession. It is also the first European insurer to
offer both property and accident and life insurance in
China.

DAIMLER-CHRYSLER is seeking approval to es-
tablish an EUR 250 million joint venture in Fuzhou that
will manufacture vehicles for export to Southeast Asia.




The intended investment signals growing interest among
international carmakers in China as an export production
base.

VOLKSWAGEN GROUP intends to integrate its two
car joint ventures in China into one entity to cut costs.
Volkswagen is the passenger car leader in China and
jointly owns the two biggest Chinese carmakers -Shang-
hai VW and FAWVW- with Shanghai Automotive In-
dustry Corp and First Automotive Works Corp. Volk-
swagen’s output in China will exceed 600.000 units this
year and 1 million by 2007.

DRAEGER MEDICAL donated medical instru-
ments worth US$ 245.000 to the Ministry of Health to
fight against the SARS epidemic in China. The donation
includes five Savina intensive-care ventilators, Driger’s
best-selling product in the Asia-Pacific region.

BERTELSMANN, the world’s third largest media
group, welcomed the recent opening-up of China’s dis-
tribution sector. The greater market access will allow
Bertelsmann, which is a retailing company selling
books and audio-video products, to extend into other
cities from its Shanghai base. Bertelsmann is one of
seven foreign media groups applying to distribute
books, newspapers and magazines in China. The others
are from the US, United Kingdom, Japan, Singapore
and Germany.

MUNICH RE, the world’s biggest reinsurer, has won
permission to underwrite local currency business as part
of a liberalisation of China’s small but fast-growing in-
surance market. Total premiums from insurance and rein-
surance were US$ 37 billion in 2002

HOLLAND

ING SHANGHALI obtained approval from the China
Banking Regulatory Commission to conduct business in
local currency. The licence allows ING to lend Renminbi
funds to foreign-invested companies in Shanghai, Shen-
zhen, Tianjin, Dalian, Guangzhou, Zuhai, Qingdao, Nan-
jing and Wuhan.

ENGLAND

LOVELLS, London-based law firm, will open an
office in Shanghai in September. Lovell received a
licence to open an office in Beijing in 1992. The Min-
istry of Justice recently lifted restrictions which
prevented foreign law firms opening more than one of-
fice in China.

FRANCE

BNP PARIBAS and Hubei-based Changjiang Securi-
ties obtained approval for a securities joint venture from
China Securities Regulatory Commission, the second of
its kind in China. Changjiang will hold 67% of the ven-
ture, with BNP holding 33%.

—6—

AIRBUS in April signed a contract with China Avia-
tion Supplies Import & Export Group for the supply of
30 aircraft worth USS 1.9 billion. The deal is for four
long-range A330s and 26 planes from the mid-range
A320 family. The contract was signed during a visit to
Beijing by French Prime Minister Raffarin.

ALCATEL, and China’s biggest mobile operator
China Mobile, came together to donate more than US$
200.000 worth of telecommunications equipment to the
Beijing Government to support the capital’s hospitals in-
volved with SARS patients.

ITALY

The China-Italy Chamber of Commerce donated 3.500
sets of protective suits to the Ministry of Health on be-
half of Italian businesses. The suits, worth US$ 11.836
will be delivered to four SARS designated Beijing hos-
pitals.

SWEDEN

VOLVO is to become the first western heavy truck
maker to establish a manufacturing plant in China as a
result ofa joint venture with China National Heavy Truck
Corporation. Production in Jinan, Shandong province,
will begin by the end of the year with a target of 2.000
heavy trucks a year, growing to 10.000 by 2010. Both
companies will hold a 50% stake in the venture, named
Jinan Huawo Truck Co.

IKEA has opened its largest Asian store yet in Shang-
hai. The new store is considered to be the most signifi-
cant move for the Swedish furnishings producer since it
arrived in China five years ago. Covering 33.000 square
metres, the two-storey store, which is four times bigger
than the old one, is expected to bring in four times larger
sales.

TETRA PAK, a global food packaging giant, will
pump an additional US$ 100 million into China in the
next 12 months. The announcement was made at the
completion of a new warehouse of Tetra Pak (Kunshan)
in Jiangsu Province. Tetra Pak entered the Chinese mar-
ket 23 years ago. It has one solely funded company in
Kunshan City, and three joint ventures in Beijing and
Foshan.

FINLAND

NOKIA plans to strengthen its position in China, the
world’s fastest-growing mobile phone market, by
merging its four joint ventures and starting its own
brand-name local production. The move should help
Nokia to close the gap on Motorola, which has the
largest market share. Motorola has about 30% of the
Chinese market and Nokia about 20%. Nokia will own
more than 60% of the new company, which has not
been named yet. Production will start in the second half
of 2003.

—
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NOKIA donated advanced medical equipment worth
USS$ 313.000 to the Beijing municipal government to
help the capital city fight SARS. The equipment includes
breathing machines and x-ray equipment. Nokia also do-
nated hundreds of mobile phones to health-care profes-
sionals in the hardest hit regions to help them keep in
touch.

SWITZERLAND

SINO-SWISSVENTURE CAPITAL FUND MAN-
AGEMENT CO LTD (SSVC) recently announced its
establishment in Beijing with a registered capital of US$
1.2 million. China Development Bank (CDB) holds a
67% stake and the State Secretariat for Economic
Affairs of Switzerland (SECO) holds 33%. Involved in
managing the Sino-Swiss Partnership Fund (SSPF)
founded in 1998 by SECO and CDB, SSVC creates a
new way to support Chinese enterprises with foreign
funds.

HERZOG & DE MEURON, famous Swiss archi-
tects, won a tender for the 100.000-seat national stadium
of the 2008 Olympic Games in Beijing. The stadium will
be the site of the opening and closing ceremonies and for
a number of contests.

CREDIT SUISSE FIRST BOSTON, among four in-
vestment banks, has been named to jointly underwrite the
global share sale of China Life Insurance. China’s largest
life insurer is reportedly aiming to raise between US$ 2
billion and US$ 3 billion through its listing, preferably
in Hong Kong.

UBS (see separate reports on page 22)

ROLEX is investing US$ 12.5 million in a trading
company and a repair and service center in Shanghai. It
will be the first such wholly owned foreign venture by a
single foreign watchmaker. The center, with all equip-
ment imported from Switzerland, will be Rolex’s biggest
repair and service center in Asia.

SCHINDLER launched its new high-speed elevator
in Bejing. The new Schindler lift can travel upwards for
up to 500 metres and at a speed of up to 10 metres per
second. Despite the high speed, passengers cannot feel
the forces involved. More than 50% of the world’s high-
rise elevator demand is in Asia.

NESTLE plans to speed up investment in its Chinese
ice cream operations. There is a huge growth potential as
Chinese people’s per capita ice cream consumption is at
a very low level, currently at less than one litre a year,
compared with nearly 23 litres in the U.S. Nestle began
its ice cream business in China in 1992 and has now four
factories in Tianjin, Shanghai, Guangzhou and Hong
Kong.

ROCHE announced that it aims to raise its Chinese
sales as a percentage of global sales from the current 1%
to 3-5% in five years. Although Chinese sales account
for 25% of its Asian sales (excluding Japan), last year’s
Chinese sales of US$ 319 million accounted for only 1%
of global sales. Roche has three enterprises with its own
capital and three joint ventures, with a total investment
of US$ 236 million.

UBS WARBURG became one of the first two finan-
cial service firms to get a qualified foreign institutional
investor (QFII) licence from China Securities Regulatory
Commission (CSRC). It is an entry ticket to China’s US$
500 billion A-share market as well as the bond market,
which used to be available only to domestic traders.

LONZA will invest US$ 30 million in a new plant in
Guangzhou for Niacinamid animal feed. The new plant
will go into operation in March 2005 with an initial
yearly capacity of 6000 tons.

SWATCH GROUP offered its support to China’s
fight against SARS donating US$ 60.250 to the coun-
try’s Red Cross Society. The money will all go to the Chi-
nese Centre for Disease Control and Prevention.

Summary by Paul Wyss

China’s “Hidden Economy” about 15-20%

The “hidden economy”, consisting of the “black and grey
markets”, measures up to about 15 to 20% of China’s to-
tal GDP, according to a well-known Chinese economist.

The economist, Huang Weiding, told reporters that it
is difficult to overlook the development of the hidden
economy in China. “The period of rapid economic
growth is also a period of rapid social and economic re-
structuring,” he said, “and imbalances in development
and management occur very easily. This provides the
roots of the hidden economy.”

The hidden economy grew most rapidly in the 1980s
and 1990s, Huang Weiding believes, and although

—

growth is slowing down, it still cannot be overlooked,
Zhongguo Xinwen Wang reports.

The hidden economy is defined as those economic ac-
tivities that take place outside the purview of government
oversight, and is not included in any of the official sta-
tistics provided by the authorities. The activities are ille-
gal and “behind closed doors”. Huang Weiding said,
“Calculating on the basis of the official national GDP
figure for 2002, which stood at RMB 10 trillion (USD
1.21 trillion), the value of the hidden economy stands be-
tween RMB 150 bln (USD 18.1 bln) and RMB 200 bln
(USD 24.2 bln).”




Untaxed income is one of the main components of the
grey economy, he continued, whether it be from unoffi-
cial sideline jobs, unregistered companies, or outright
corruption. Striking down on tax evasion by high earn-
ers is also a necessary campaign in the battle against the
hidden economy, but with many transactions being made
in cash, it is very difficult to control, he admitted.

The case against the actress, Liu Xiaoqing, received so
much attention because it was representative of a wider
phenomenon. An investigation showed that only 50.2%
of the incomes of top earners was from regular and ac-
countable salary payments. “It is said that 80% of China’s
wealth is concentrated in 20% of the population, but
looking at it from the taxation situation, most of the tax
burden falls on the lower earners,” Huang noted.

Huang Weiding said that before taking measures
against corruption, China’s banks found that total per-
sonal savings amounted to RMB 6 trillion (USD 725
bln), among which, RMB 1 trillion (USD 121 bln) con-
sisted of money shifted out of company accounts (usu-
ally state-owned companies) and into private ones,
mainly to avoid the taxman or make unauthorized and
unregulated investments. Huang says that according to
rough estimates, 50% of state-owned companies, 80% of
collectively-owned “township” enterprises, 60% of joint
ventures and 90% of private companies indulge in this
kind of activity.

Huang then turned to the black economy, consisting of
activities like bribe-taking, embezzlement, smuggling,
drug dealing, prostitution, gangster activities, counter-
feiting, and money-laundering. A study into the Chinese
black economy estimated that there were a total of S mln
people involved in the prostitution industry alone.
Money-laundering is estimated to have reached a volume
of over RMB 200 bln (USD 24.2 bln) a year. In 1998,
FDI from Hong Kong stood at USD 14.7 bln, and rose to
USD 64.3 bln in 2000. Analysts believe that a large pro-
portion of the increase was connected to money-laun-
dering activities within China. Furthermore, China’s cap-
ital outflow has reached an annual total of USD 16 bln,
40% of the volume of foreign investment in the country.

As Interfax reported last year, a study by Beijing Uni-
versity indicated that more than 4,000 people suspected
of embezzling state funds or soliciting bribes have ab-
sconded from China with about RMB 5 bln (USD 600
mln). Corrupt officials channelling money abroad is con-
sidered a serious problem, and a series of measures have
been implemented over the last year to set up monitor-
ing systems for all large-scale foreign currency transac-
tions.

The hidden economy is slowing down, Huang said,
mainly because China has already shifted from a planned
economy to a market economy, and because the govern-
ment has already made it one of'its biggest priorities. This
itself causes problems, he said, with many activities mov-
ing away to the cities, where the authorities are more vig-
ilant, and taking root in the countryside. 80% of the fake
medicine produced in rural areas is now consumed in
rural areas, Huang claimed. And when there is a crack-
down on mafia-like organizations, those organizations
quickly change their exterior and borrow the appearance
of legitimate businesses.

Source: Interfax China
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Tidying-up China’s Market

China’s newly established Ministry of Commerce
(MoC), the merger of MOFTEC and SETC, has now
been in operation for several weeks. Minister of Com-
merce Lu Fuyuan has stated that the MoC’s policies were
clear in their orientation to develop a uniform and open
market with a “sound order of competition”. This means
that the China market should, in theory, be an equal play-
ing field for both local and foreign companies.

Yet it remains to be seen what lies underneath these
words. According to Lu, the MoC is in the midst of draft-
ing some important measures for the next few months
such as fighting protectionism and counterfeiting, “rec-
tifying and regulating market order” as Lu calls it.

Good news for foreign business then? Maybe. The
MoC is a powerful organization at least in size. But in-
tegration of the two state ministries into one will take
time. Both of them were dealing with different clientele
and possess differing expertise. There are indications that
although there is only one Minister of Commerce, there
now exist two departments for each sector. China’s mul-
tiple market nature with strong local protectionism is an-
other worry. It remains unclear if the MoC has authority
over provincial governments to enforce a more open and
equal market approach.

For the time being, a wait-and-see approach to the true
intentions and capabilities of MoC is the only option. It
is still too early to decide whether the new bureaucracy
will make life easier by being the force behind a more
liberal implementation of WTO-regulations and thus in
favour of foreign business.

Fiducia Management Consultants
www.fiducia-china.com

Guidelines for Foreign
Investors Released

Foreign business people have been given extra guidance
on products open to overseas investors with the release
of a new government document on July 18th 2003.

They are welcome to invest in high-tech industries
such as information, electronics, space and aviation, op-
tics, machinery and biomedicine, according to the new
Catalogue for Guiding Foreign Investors to High-tech
Products. They have also been invited to inject capital
into medical instruments, new materials, new and high-
efficiency energy resources, environmental protection,
earth and ocean sciences and applied nuclear energy
technology, the ministries of commerce and science and
technology said.

The catalogue they jointly issued specifies 917 pro-
ducts from these fields open to foreign capital. The two
ministries and other relevant government departments
are now developing a policy to help foreign business peo-
ple to invest in some of the products. The catalogue is de-
signed to encourage the country’s high-tech sector to
adopt advanced technologies from abroad and stimulate

—

innovation among domestic firms, according to the De-
partment for High-tech Development and Commerciali-
zation at the Ministry of Science and Technology. “This
catalogue also aims to help domestic industrial sectors to
avoid importing relatively low-level foreign technolo-
gies,” said the department’s official Wang Qi’an.

The newly-issued catalogue provides foreign investors
with information on specific high-tech products, making
their investment more targeted, said Wang.

Source: China Daily

Official Website for Foreign
Investments in China

A website for foreign investment in China launched by
the Ministry of Commerce (MOC) went into official full
operation in July after trial operation for half a year. Vice-
Minister of Commerce Ma Xiuhong said the website,
namely Invest in China

www.fdi.gov.cn

will help carry out the policy of attracting foreign in-
vestment in a positive, reasonable and efficient way. Ma
noted the website will show the open, fair and transpar-
ent principles advocated by the World Trade Organiza-
tion (WTO), and improve China’s investment environ-
ment.

The Chinese and English bilingual website covers
columns on Chinese economy, laws and regulations, rel-
evant government departments, investment news, oppor-
tunities, consultation, statistics and research, and search
service. It also links with other websites, such as the busi-
ness agencies of Chinese embassies overseas, relevant
departments of China’s State Council, provincial depart-
ments in charge of attracting foreign investment, and
state-level economic and technological developing
zones.

Source: People's Daily

Indian Software Firm Looks
to China

I-Flex Solutions Ltd., an Indian software maker 43 per-
cent owned by Citigroup Inc., has said it planned to en-
ter the Chinese market to sell its Flexcube software to
banks and financial institutions.

“China is number two in terms of potential after the
U.S.,” R. Ravishankar, the chief executive for interna-
tional operations, said late May. “Some of the world’s
largest banks are located there, some of them have up to
25,000 branches.”

Setting up an office in China will enable I-Flex to ex-
pand into the $14 billion information technology market




in that country. The Indian software maker for banks and
financial institutions will be able to tap business from
banks that need to modernize their information systems.

The company, which plans to complete its entry strat-
egy in six months, plans to enter into a joint venture with
a local company. I-Flex began selling its Flexcube soft-
ware in the United States about nine months ago and has
three customers, including the International Monetary
Fund.

Indian software exports, including revenue generated
by call centers, grew 28 percent to 340 billion rupees
($7.12 billion) in the nine months to Dec. 31st from a
year earlier, according to the National Association of
Software and Service Companies.

by Saikat Chatterjee, Bloomberg News

India, China to Tie-up in
Banking Sector

To give a fillip to greater investment and trade by Indian
companies in China, banks in India would be looking at
entering into counterpart agreements with banks in China
to provide suitable support to companies in the two coun-
tries doing business with one another. The RBI and Cen-
tral Bank of China (CBC) have also been requested by
business leaders to collaborate closely.

At the moment four Indian banks have a representa-
tive office in China, and they, along with other banks, are
now expected to set up full-fledged branches. This will
lead to closer bank to bank cooperation, and will be an
important component of economic cooperation between
India and China.

For example, ABN AMRO Bank, which is present in
both countries, has announced the setting up of a dedi-
cated India desk in Shanghai only for Indian companies.
This is a good beginning, and more will follow,” said
Tarun Das, CII director. “We also need the RBI and CBC
to collaborate closely, so there is a synergy between
banking policies of the two countries, which would be of
immense value to companies.”

Meanwhile, CII has signed a MoU with the Shanghai-
Pudong Software Park (SPSP).

by Ajay Jain, The IndianExpress

Further Reform in China’s
Banking System

The reorganisation plan on the banking regulatory sys-
tem is now realized, said Liu Mingkang, chairman of
CBRC. The newly founded China Banking Regulatory
Commission (CBRC) was outlined and launched during
a press conference in late May of this year. Once ap-
proved, the work of organizing the CBRC's branch or-
gans is expected to be completed by the end of June. Liu

—6—

Mingkang announced that the CBRC set a target for the
non-performing loans (NPL) in the four state-owned
commercial banks to drop three to four per cent in 2003.
The outstanding NPLs would decrease to between 70 and
80 billion Yuan (8.42 to 9.64 billion US dollars).

By the end of 2002 the weighted average of the NPLs
in the four banks was 26.12 per cent, Liu said. By the end
of March this year, he added, the number dropped 1.99
per cent to 24.13 per cent, with the outstanding NPLs de-
creasing 27.1 billion Yuan (3.27 billion US dollars) since
the end of 2002.

There is still some work to do, but the internal plans
of the CBRC have basically been finalized and almost
all personnel hase been positioned. In the process of set-
ting up the commission, it was expected that the coordi-
nation and the communication between the central bank
and the CBRC would encounter difficulties in matters
like bank's insolvency records. But according to Liu
Mingkang the People’s Bank of China has been cooper-
ating very well.

To improve confidence of the public in the market, to
protect the interests of depositors and consumers by ef-
fective supervision, are few of the objectives of the
CBRC. Closing the gap between old and modern finan-
cial system would be attained through information cam-
paigns and education trainings.

The stability and the safety of the banking and finan-
cial system are also on the agenda. The commission
would try to reduce financial crimes and keep the steadi-
ness of the financial market. The banks have been in-
vesting — and losing — much money on the stock ex-
changes, despite explicit regulations prohibiting such
financial transactions.

The tasks of the body would include: an overall as-
sessment of the risk profile of all deposit-taking institu-
tions; a comprehensive on-site review of the supervisory
loan classification system and areas for potential im-
provement.

Beijing gives importance also to further reform the
state-owned banks and open up to the outside world.
Moreover, a trial project for restructuring rural credit co-
operatives is planned.

The Regulatory Commission would draw a line be-
tween monetary policy and bank supervision. When the
new commission plan was presented in March this year,
many had doubts on the success of the separation of pol-
icy and supervision. Some experts expressed their wor-
ries on costs and efficiency. Wang Songqi, a senior re-
searcher with the Chinese Academy of Social Sciences
(CASS) said that establishing branches for the minister-
ial-level CBRC in some 320 cities can cost tens of bil-
lions of Yuan for housing, personnel and equipment only.

Source: ChinaBiz

BANKING

BULLETIN 2/03  SWISS-CHINESE CHAMBER OF COMMERCE

\]
—_



BANKING

BULLETIN 2/03  SWISS-CHINESE CHAMBER OF COMMERCE

N8}
\S]

—6—

UBS - First Foreign Bank to
Make Trades

Swiss investment bank UBS has become the first foreign
institution to invest in China’s local currency stock mar-
ket under a new scheme when it placed orders for shares
in four mainland companies.

UBS said it had ordered shares in ZTE Corp, Baoshan
Iron & Steel, Shanghai Port Container, and Sinotrans Air
on behalf of a client in Hong Kong. The trades are the
first by a foreign buyer in China’s US$500 billion A share
market under the new Qualified Foreign Institutional In-
vestor (QFII) scheme.

China’s yuan-currency A share, treasury and corporate
bond markets had previously been limited to domestic
buyers. But sceptics note that A shares trade at an aver-
age multiple of 40 times historic earnings compared with
roughly 15 times in Hong Kong.

China’s A share market, traded in Shanghai and Shen-
zhen, is Asia’s second largest after Japan. Morgan Stan-
ley, Nomura Securities, Goldman Sachs and an arm of
Citigroup have also won approvals to participate in the
QFII scheme.

Source: Channel News Asia

UBS Applies to Open Branch
in Beijing

The Union Bank of Switzerland (UBS), the biggest bank
in Switzerland, plans to open a branch in Beijing, which
will be also its first branch in China. Leon Brittan, Ex-
ecutive Chairman of UBS Investment Bank and former
Vice President of European Union Commission, made
the announcement in Beijing during a meeting with
Wang Qishan, acting Mayor of Beijing, according to lo-
cal official sources end of July.

Brittan said, application was still in process and de-
scribed the move as support for Beijing efforts to build
itself into a financial center. He explained that a finan-
cial center should have the advantages of good telecom-
munications, scientific, technological and accounting
services, and more importantly, law makers and en-
forcers who were in easy reach to deal with problems
quickly.

The bank’s business covers private equity investment,
investment bank and property management. The bank
has opened two representative offices in Beijing and
Shanghai.

UBS registered an income totalling 34.1 billion Swiss
francs (25.44 billion US dollars) in 2002. Its net profit
was 3.5 billion Swiss francs (2.61 million billion US dol-
lars) for the same year.

Source: Xinhuanet

—

Banks to Charge for Services

A provisional regulation governing charging standards of
services by commercial banks has been issued by the
China Banking Regulatory Commission (CBRC), end-
ing more than a year of controversy around whether Chi-
nese banks should ask for cash for their services. Foreign
banks such as Citibank started to charge for certain per-
sonal forex accounts last year, triggering heated discus-
sion on whether local banks should follow suit to make
up a competitive disadvantage.

The CBRC issued a circular late June allowing com-
mercial banks, including foreign banks operating in
China, to begin charging for their services on October
Ist. But it noted that services like reminbi deposits and
withdrawals under 50,000 yuan (US$6,000) should re-
main free of charge. “Chinese banks now have a lot of
operations that are off the balance sheet and there are also
costs,” said Huang Jinlao, a researcher with the Institute
of International Finance at the Bank of China. “So there’s
nothing to criticize. And it’s commonplace in other parts
of the world.”

The CBRC said, the main reason for the new rule was
to regulate the charging behaviour of commercial banks
after the disorder that followed the promulgation of a reg-
ulation in 2001 that encouraged banks to provide off-the-
balance-sheet “intermediate” services. A lack of regula-
tory reference has existed for a long time because
Chinese banks developed new services to beef up com-
petitiveness and boost profitability.

Analysts say, some bank services are charged at high
rates but others, such as salary account transfers that an
increasing number of corporations offer to their em-
ployees, are provided for free by banks to attract de-
posits. As more charges for services are given the green
light, commercial banks will begin to focus on brand-
building rather than merely undercutting each other, an-
alysts state. “There will be more fees charged,” said
Huang. “But there is unlikely to be much vicious com-
petition.”

The CBRC banned the emergence of any coalition that
could artificially fix the prices. It has also stressed the
fees that commercial banks can charge should be higher
than their costs in providing the services. In an effort to
protect individual bank clients, the commission said
“government-guided prices,” mostly price ranges, would
be introduced in many popular settlement services like
remittances and checking. “Market-determined prices”
will dominate in areas like foreign exchange services, it
said.

Some clients have complained about the possibility
they will soon be paying for withdrawals larger than
50,000 yuan (US$6,000), which are becoming increas-
ingly frequent as the Chinese people are becoming sig-
nificantly better off. “Only if they agree to deliver the
cash to my home. Otherwise, why should I pay them
without getting a safer service?” said Liu Ling, a 32-
year-old Beijing resident.

Source: China Daily
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Three Gorges Dam on
Schedule

The world’s largest hydroelectric project officially
started storing water on June 1st, as the gates began to
close. After ten years of construction, the project will be-
gin playing an important role in flood control, power gen-
eration, navigation, water diversion and environmental
protection.

Blocking the Yangtze river, the dam will form a huge
600-kilometre-long reservoir. The water level reached
135 metres by June 15, 65 metres higher than the river
downstream, laying the foundation for hydro-electric
power generation.

Navigation on the Three Gorges section was inter-
rupted for 52 days and resumed on June 16th, as two pas-
senger ships passed through the towering ship lock, start-
ing a one year trial navigation period. The water level will
ultimately reach 175 metres by the year 2009, when the
entire project is completed. The reservoir will then hold
39.3 billion cubic metres of water.

The months ahead will see the project start to gener-
ate hydro-electric power on a small scale in the first
phase. A total of 26 power-generating units will be in-
stalled eventually, which together will produce 84.6 bil-
lion kwh of electricity annually. The first two units are
expected to go into operation by the end of 2003.

The project will remain within its budget of US$ 24.57
billion, which is being funded by the central government,
corporate bond issues, commercial loans and credits.

The Reservoir area covers 21 counties and cities in
Hubei Province and Chongqing Municipality with a to-
tal area of 58.000 square kilometres. About 1.3 million
rural and urban residents in 12 counties have made way
for the gigantic project.

Press summary by Paul Wyss

Brief News

— Standard & Poors, the international rating agency,
changed its outlook for China’s long-term foreign debt
credit rating from stable to positive, citing structural
reform that was “laying the foundations of a more mar-
ket-oriented economy”. The move reflects growing
confidence among analysts about China’s economic
growth.

— China is to cut its reliance on fossil fuels by increas-
ing the energy output of its nuclear power plants.
Atomic energy officials set a goal of 3% of the total
national power output coming from nuclear plants by
2005. In two years the output is expected to reach 8.7
million kilowatts when four new generating units will
be put into operation, joining the current seven sets.

— This year, China is likely to consume about a quarter
of the world’s steel production of some 900 million

—

tons. According to a leading US consultancy, three
Chinese steelmakers have jumped into the world’s top
17 as ranked by profitability and employees skill.
Baosteel, the top-ranking Chinese group, is in second
position in terms of overall performance.

Tsingtao Brewery, China’s biggest beer maker, an-
nounced a 166% increase in 2002 earnings. The com-
pany has bought more than 40 brewers over the past 4
years, and now runs 47 plants in 17 provinces. Tsing-
tao boosted its share of the world’s second biggest beer
market to 12.5%.

Waugiao Airport, the first in the Three Gorges area, will
be put into use in late May. The airport can accommo-
date B737-300, A320-200 and MD-82 aircraft. Con-
struction of the airport cost US$ 45 million. The Dax-
ian-Wanzhou railway leading to the Three Gorges area
was opened last year.

China’s aquatic exports surpassed Thailand’s in 2002
and became the world’s largest. China exported 2.09
million tons of aquatic products worth US$ 4.69 bil-
lion last year, making up 7% of the world’s total. These
products mainly go to Japan, the United States, South
Korea and the European Union from Shandong,
Guangdong, Liaoning, Zhejiang and Fujian.

Dalian, the port city in Liaoning province, will build
China’s largest horse racing court. The course will oc-
cupy 250.000 square metres of land with an investment
of US$ 9.6 million.

Official details of investment in China in 2002 show
Hong Kong as the biggest investor with US$ 19.17 bil-
lion, followed by the Virgin Islands with US$ 6.15 bil-
lion. The remainder of the Top Ten are: the US, Tai-
wan, Japan, South Korea, Singapore, Cayman Islands,
Germany, United Kingdom.

China’s Top Ten Companies ranked for overall leader-
ship are: Haier, Legend, China Mobile Communica-
tions, Industrial and Commercial Bank, Shanghai Au-
tomotive Industry Corp., PetroChina, Sinopec, China
First Automobile Group, China Telecom, Bank of
China.

Chinais to allow foreign travel firms to establish solely
owned agencies in a move to meet WTO commitments.
Foreign firms will also be allowed to take controlling
stakes in joint ventures, foreigners will be able to op-
erate in five major cities —Beijing, Shanghai,
Guangzhou, Shenzhen and Xian-and at government
designated resort areas. China has already approved at
least a dozen Sino-foreign joint venture travel agen-
cies.

China’s new Banking Regulatory Commission an-
nounced it is forming a Council of International Ad-
visers that it will consult on “the strategy to develop
China’s banking industry and banking supervisory
system with reference to international best practices”.
The CBRC’s top priority is improving the management
of China’s four major state banks.
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— China’s advertising market -worth $10 billion in 2002-
is set for double digit growth annually in coming years
and should overtake Japan to become the world’s sec-
ond largest by 2010. The country of 340 million TV
households is set for an advertising boom, helped by
the 2008 Beijing Olympic Games.

— Shanghai opened the world’s longest steel-arched
bridge linking downtown Shanghai with Pudong Puxi
district. The six-lane bridge is 3900 meters long. Its
550-meter span is the longest of the world’s steel arch
bridges. A total of 35.000 tons of steel were used in the
project costing US$ 240 million.

— There are now more than 10 million privately owned
cars on China’s roads. In the first 4 months of this year,
some 1.36 million cars were sold in the country, with
a least 800.000 bought by private owners. China has
surpassed France as the world’s fourth largest au-
tomaker, trailing the US, Japan and Germany.

— The 2008 Olympic Summer Games will start two
weeks later than planned, namely from August 8-24 in-
stead of July 25-August 10. The adjustment will mean
better climatic conditions for athletes.

Summary by Paul Wyss

First Visitors’ Center Opened
in Shanghai

173¢2)

Sporting a logo featuring a lower-case “i” in a blue cir-
cle, the Pudong Information Center for International Vis-
itors, the first of its kind on China’s mainland, opened
last April.

Pamphlets promoting Shanghai as a tourist and trade
city, as well as computers for browsing related Websites,
are available at the center, which is located at the ground
floor of the city’s Super Brand Mall — known as the
largest shopping complex in Asia.

“Such a center is quite popular in foreign countries,
but in Shanghai it’s still on trial,” said Jiao Yang, deputy
director of Shanghai Information Office. “We hope to
provide an open, timely and transparent information plat-
form for all visitors.”

According to the Shanghai Tourism Administrative
Commission, about 2.7 million overseas visitors, in-
cluding those from Hong Kong, Macau and Taiwan,
came to the city last year. Another center will be opened
in Puxi (West Shanghai) soon.

The opening of the center coincided with the 13th an-
niversary of the opening of Pudong. Back then, Pudong
was essentially rice fields. Since the introduction of the

—
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opening policy, it has been playing a spearheading role
in development and reform. The area now has a financial
and trade zone, a free-trade zone, a high-tech park and
an export processing zone in addition to newly developed
modern living quarters, culture and entertainment facil-
ities.

“With 13 years of development, Pudong still has its ad-
vantages to attract investors, because of its environment,
innovations and talents,” said Shanghai Vice Mayor Jiang
Sixian, who is also the District Governor.

Source: Shanghai Daily news

Shanghai Wages no Treat for Investment

Working in Shanghai pays better off than before, but
higher labour costs do not discourage investment if costs
stay at pace with revenues, according to China Daily.
New figures show healthy returns despite those rising
labour costs.

Results given by a survey conducted by the Shanghai
Labour and Social Security Bureau show that the aver-
age labour costs in Shanghai increased by 15 per cent last
year. The average annual cost of a local employee was
44,512 Yuan (US$5,363) in 2002.

Local economists say that higher salaries and benefit
payments should not affect foreign investment. Shang-
hai has other advantages, such as convenient transporta-
tion and high-quality human resources, which are very
important for industries like information technology and
finance, said Xue Qiuzhi, a professor at Fudan Univer-
sity's School of management, reports the newspaper.

Yet, foreign companies complain often on the growing
transport costs, due to, among other reasons, intensify-
ing road traffic and the increasing number of queues.
Nevertheless, to avoid that a continuous increase in op-
erating cost, from labour cost to rents, would discourage
more overseas investment, it is important that labour cost
increases stay at pace with growing revenues, said Xue
to China Daily.

For the survey in Shanghai, 2,700 companies in the
city employing a total of 954,300 workers in 13 indus-
tries have been polled, expatriates were excluded.

One of the main reasons for higher labour costs last
year was an increase in welfare payments such as hous-
ing subsidies and health insurance fees. On average lo-
cal companies paid 10,849 Yuan in fixed and optional
welfare fees, up 22.4 per cent from a year earlier.

Besides salaries also the average return on labour cost
increased, even if at a much slower pace. For every 100
Yuan spent on labour costs last year, companies earned
133 Yuan in profit on average, an increase of 9 per cent
year on year.

Comparing foreign companies with overseas-funded
companies and state owned companies some differences
emerge. According to the survey, foreign companies pay
most with annually 56,931 Yuan on average for each em-
ployee. Overseas-funded companies, meaning those with
investment from Hong Kong, Macao and Taiwan, spent
44,650 Yuan on average per employee, while state-owned
companies spent 42,326 Yuan.

When it comes to benefits the situation changes. While
foreign invested companies spent the most, they also had
the largest benefit, earning 210 Yuan for every 100 Yuan
spent in labour costs. On the contrary, state-owned firms
only earned 128 Yuan for every 100 Yuan in labour costs.

Shanghai has become an expensive city as far as
premises, labour costs, transportation and services. Al-
ready eight years ago many labour-intensive companies
began to move out of the city. At the same time the out-
flow of these companies had a positive effect. In fact, it
created more space for the service industry to develop,
said Xue Qiuzhi.

Manufacturing has been moving to neighbouring cities
like Hangzhou, Ningbo, Kunshan, Suzhou and Nanjing,
making the Shanghai region into an enormous conglom-
erate. As these cities’ infrastructure improves, Shanghai
is likely to expand also physically into neighbouring
provinces.

Source: ChinaBiz

Income Survey of Chinese Managers

Beijing managers earned the highest salaries last year,
followed by those in Shanghai, Shenzhen and
Guangzhou, but Shanghai managers got the most in
perks, according to a survey by the magazine “Manager”.

The survey was limited to managers with more than
5,000 yuan (US$602) of monthly income in Beijing,
Shanghai, Guangzhou and Shenzhen. Private company
owners were excluded.

According to the survey, Beijing managers had the
highest income last year, with sales managers in the city’s

—

electronic industry earning an average monthly income
0f 37,667 yuan (US$4,538). In Shanghai, Shenzhen and
Guangzhou average incomes in the same industry were
13,333 yuan, 7,667 yuan and 7,000 yuan respectively.

The proportion of Shanghai managers reporting more
than 50 percent income growth last year was 7.8 percent,
followed by 5.3 percent, 4.3 percent and 3.2 percent in
Beijing, Shenzhen and Guangzhou respectively.

Beijing had the largest number of managers who
earned less money last year than a year before, with the




smallest number in Shanghai, according to the survey.

According to the survey, 70 percent of managers
earned less than 100,000 yuan in after-tax cash income
last year, with Shanghai having the largest number of
managers with less than 80,000 yuan in after-tax cash in-
come last year.

A little more than 55 percent of Beijing managers had
more than 80,000 yuan of after-tax cash income last year,
with the proportion reaching 48.5 percent in Shanghai.
Guangzhou had the largest number of managers with
more than 150,000 yuan of after-tax cash income last
year.

More managers in Guangzhou and Shanghai were sat-
isfied with their income than in Beijing and Shenzhen,
according to the survey.

—6—

Shanghai managers got the most in perks last year,
such as bonuses, housing subsidies and insurance, with
Shenzhen managers ranking last.

The growing number of companies moving their head-
quarters to Beijing is cited as a reason why Beijing man-
agers earned the most last year, said a survey analyst.

According to the survey, more female managers got
salary raises than male managers last year, while their in-
come growth was smaller than that of males.

Chinese managers are expected to earn higher incomes
over the coming two or three years, but the rate of growth
is expected to slow, the analyst said.

by Wendy Zhang, Shanghai Daily news

Getting the Good News from Hong Kong

Speech by the Secretary for Financial Services and the
Treasury

My Frederick MA Si-hang

Presentation with the Swiss-Chinese Chamber of Com-
merce in Zurich, on 17 July 2003

Distinguished guests, ladies and gentlemen,

I am most honoured to be here this evening. I’ve been es-
pecially looking forward to this visit since I learned that
Zurich had been voted ‘the best city in the world to live’
for two years in a row. We in Hong Kong have ambitions
of attaining such a prestigious title someday in the fu-
ture; maybe I can pick up few tips while I’'m here.

I’m sure that as friends with strong ties to Hong Kong,
all of you were closely watching our recent battle with
SARS. The virus caught everyone by surprise and posed
unprecedented challenges to Hong Kong and its people.
Our three-month fight against SARS has had wide ram-
ifications for almost every aspect of Hong Kong’s social
and economic life.

Hong Kong after SARS

It’s true that the months of March through June were a
tough time for Hong Kong. But in the end, we prevailed
over SARS. Allow me to take this opportunity to thank
you and all those who showed concern and support for
Hong Kong during that difficult time. On the bright side,
the way we tackled the SARS outbreak has helped to un-
derline Hong Kong’s traditional advantages -- in partic-
ular, our transparency in the dissemination and free flow
of information. Among other things, we issued daily
press briefings and press releases to keep both the local
and international communities informed of the latest de-
velopments. The SARS outbreak also provided a real-life
demonstration of the efficiency and dedication of our
medical and health care professionals.

Admittedly, SARS did deal a severe blow to the Hong
Kong economy. We reckon that its economic impact may

bring our GDP down by around 1.8 percentage points in
2003. In the short term, it has pushed our unemployment
rate to a historical high of more than 8 per cent. The Gov-
ernment is acutely aware of the severe economic pain that
has been inflicted on Hong Kong people and has taken
swift measures to provide immediate short-term relief
and to revitalise the economy in the longer term.

Fundamental Strengths and Advantages Remain

Hong Kong has survived many challenges and always
emerged stronger and more competitive. We believe that
the difficulties we face today are no different. As Asia’s
world city, our success and resilience are built on our fun-
damental strengths and unique advantages — the rule of
law, a level playing field for all businesses, world-class
financial infrastructure, efficient and transparent finan-
cial regulation and a simple and low tax regime. They
have all contributed to our standing as an international
financial centre and are the fundamental pillars for our
success. They will continue to underpin our future
growth and development in the years ahead.

On top of these, I would particularly like to highlight
Hong Kong’s strong international financial position and
tremendous growth potential.

In recent months, much attention has been paid to
Hong Kong’s fiscal deficit. But few people seem to have
noticed that Hong Kong has built up one of the strongest
international investment positions in the world. At the
end of 2002, Hong Kong’s net external financial assets
amounted to US$335 billion, equivalent to 210 per cent
of GDP. Our Government is debt-free, and the private
sector is a large net creditor to the rest of the world. Hong
Kong’s balance of payments has been very strong in the
past few years, with a current account surplus that
reached 10.7 per cent of GDP last year.

Our external sector remains the key driver of growth.
Exports to East Asia as a whole registered a double-digit
increase in May for the 12th month in a row, and there
was a distinct surge in exports to Mainland China, Japan,

—
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the Republic of Korea, Malaysia and Singapore. Exports
to the European Union also recorded faster growth in
May. It’s the same on the services side. Exports grew at
12.2 per cent in real terms in the first quarter of 2003. So
Hong Kong’s economic fundamentals are looking pretty
good, and it’s worth reflecting on why this is so.

Hong Kong’s close economic relationship with the
Mainland of China is, of course, one of our most distinct
and unique advantages. We believe that the strong and
continuing growth of the Chinese economy creates more
opportunities for Hong Kong and adds significantly to
our GDP growth.

The opportunities are most obvious in the financial
sector. Hong Kong is a major financial and business ser-
vices centre for the Mainland, particularly for raising
capital. As of the end of May 2003, a total of 149 Main-
land enterprises (including 77 in H shares) have listed
their shares on the Stock Exchange of Hong Kong, rais-
ing capital of US$95 billion. Progressive relaxation of
capital and foreign exchange controls by the Chinese
government should stimulate further capital flows be-
tween the Mainland and Hong Kong. The QFII (Quali-
fied Foreign Institutional Investors) scheme, which al-
lows foreign investors to invest in the Mainland stock
markets, began to operate last month. Hong Kong will
serve as a facilitator in this process.

The recent signing of a Closer Economic Partnership
Arrangement (CEPA) between the Mainland and Hong
Kong will accelerate this trend. CEPA will expand busi-
ness opportunities between the two places by enlarging
the scope of trade in goods and services, as well as fa-
cilitating investment. In particular, CEPA will immedi-
ately benefit the existing manufacturers of some 270
products in terms of zero import tariffs. It will also pro-
vide for liberalisation in market access in 17 services sec-
tors, including banking, securities, distribution, transport
and tourism. Broadly speaking, the liberalisation allows
Hong Kong companies and services suppliers to have
earlier access to the Mainland market, ahead of China’s
WTO timetable. CEPA will undoubtedly enhance the at-
tractiveness of Hong Kong to foreign investors wishing
to gain greater access to the Mainland market.

Financial Sector Reforms and Developments

In light of the above developments, we believe that it is
of utmost importance to consolidate our success and role
as an international financial centre so as to support our
strong economic ties with Mainland China. At this junc-
ture, let me update you on our efforts and achievements
in this regard.

The Securities and Futures Ordinance

In April this year we implemented our new Securities and
Futures Ordinance (SFO). This law modernises and con-
solidates 10 pieces of legislation made over the past 28
years and brings into being a fair, efficient and transpar-
ent regulatory regime. This helps to inspire investor con-
fidence and facilitate market innovation and development.
In a nutshell, it puts us on par with the best prevailing in-
ternational standards, and provides a solid foundation for

—

further development of Hong Kong’s securities and futures
markets. The new ordinance has won applause from the
International Monetary Fund in its recent Financial Sec-
tor Assessment Programme for Hong Kong.

Among other things, the law now empowers the Secu-
rities and Futures Commission (SFC) to investigate and
take enforcement action against the dissemination of
false or misleading corporate information. A dual filing
system has also been introduced to ensure quality cor-
porate disclosure by listed companies. These initiatives
have enhanced the protection of investors and helped
safeguard the quality of our securities market.

Corporate Governance Action Plan

Several notable corporate failures in the United States in
recent years reminded the financial world of the impor-
tance, as well as the challenge, of achieving good cor-
porate governance. Following these developments, we
acted promptly with a range of initiatives to upgrade the
corporate governance of listed companies and the qual-
ity of our equity market. We did all this, not because our
systems were seriously lacking — indeed, Hong Kong
consistently wins praise from both the IMF and the
OECD as a regional leader in corporate governance --
but because we know that there is no room for compla-
cency. Specifically, we have now put in place a compre-
hensive Corporate Governance Action Plan for 2003 and
will implement this plan together with the SFC and the
stock exchange.

Hong Kong has always been an open economy, and we
know full well that business, which is free to come, is
also free to go. So we recognise that good corporate gov-
ernance is vital for attracting high-quality companies to
get listed in Hong Kong and prudent investors to partic-
ipate in our market. The same is true for the Mainland’s
market, which is opening up under its WTO commit-
ments. Indeed, enterprises in the Mainland regard listing
in the Hong Kong stock market a label for good quality.
More and more Mainland enterprises which meet the
high standards adopted in Hong Kong are planning to list
their shares in our market.

Regulation of Accountants

A road map to improve the corporate governance regu-
latory regime, no matter how comprehensive, will not
work without the participation of practitioners with the
required qualifications and integrity. In the world of fi-
nancial services, professional accountants play a pivotal
role in ensuring that a high standard of corporate gover-
nance is maintained. With this in mind, I initiated dis-
cussions with the accounting profession on enhance-
ments to the regulatory regime for the profession.

To its credit, the Hong Kong Society of Accountants
responded positively by putting forward four proposals.
The first three relate to the opening up of the Society’s
Council, Investigation Committee and Disciplinary
Committee. The Society is now working on the neces-
sary amendments to the Professional Accountants Ordi-

(continued on page 30)
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nance, with a view to early implementation. The fourth
proposal relates to setting up an Independent Investiga-
tion Board. We will consult the public and in particular
the market before mapping out the way forward.

Development of the Bond Market

Now let me turn to the bond market, which is a relatively
less developed area in our financial sector. In part, this
is due to the traditional reliance of companies in Hong
Kong on the equity market and bank loans for financing.
There is much development potential in this area and we
are doing a lot of work to provide a facilitating environ-
ment through putting in place an appropriate market in-
frastructure, removing unnecessary impediments and of-
fering tax incentives where appropriate.

Good progress has been made on these various fronts.
The Financial Market Development Task Force, which
I chair, has adopted a three-phased approach to stream-
lining the regulations and procedures in issuing and list-
ing debt securities. This would help remove the oner-
ous regulatory disclosure requirement in relation to
public offering of securities. On the taxation side, sub-
ject to the approval of the Legislative Council we will
grant a 100 per cent concession on profits tax for qual-
ified debt instruments with a maturity period of seven
years or more, and exempt 50 per cent of the profits tax

for such instruments with a maturity period of three
years or more. I have also encouraged the issuance of
long dated bonds by public corporations such as the Air-
port Authority, the Kowloon Canton Railway Corpora-
tion and the Mass Transit Railway Corporation Limited.
These issues have provided more choices to investors
and helped make our bond market more mature, par-
ticularly at the retail level.

Conclusion

In today’s global village, no one can keep bad news se-
cret. Getting the good news out is much harder, and that’s
why I’m here. Back home, we all know that everyone in
the community has a role to play in re-launching Hong
Kong. My role as Secretary for Financial Services and
the Treasury is clear. I will continue to strive to maintain
Hong Kong’s status as the region’s premier international
financial centre, mindful that many other cities in the re-
gion are also making great efforts to develop their fi-
nancial services sector. To stay ahead of our competitors,
we will spare no effort in seeking continuous enhance-
ment to our financial system and our market infrastruc-
ture. We look forward to welcoming those of you who do
not already have a slice of the action.

Thank you.

Free Trade Pact hetween Mainland and Hong Kong

The mainland and Hong Kong concluded a broad free-
trade agreement, providing greater access to the Chinese
market for Hong Kong businesses. The new agreement
goes beyond the market opening that Beijing pledged
when it joined the WTO in November 2001. The main-
land is going to throw open its markets to Hong Kong’s
highly competitive shipping, logistics and moviemaking
industries; eliminate most tariffs on imports from Hong
Kong’s manufacturing sector, and allow Hong Kong
banks, management consultants and lawyers greater
privileges than to their rivals from elsewhere in the world.

The new agreement, called the “Mainland and Hong
Kong Closer Economic Partnership Arrangement”
CEPA, is widely considered as a reward for Hong Kong’s
contribution to the opening of the mainland economy
since 1978.China will remove tariffs on 273 Hong Kong
products from January 1st, accounting for 67% of man-
ufactured goods exported to the mainland. To boost the
tourism industry, hit hard by SARS, China will issue
visas for visits to Hong Kong to people from three cities
in Guangdong as individuals instead of just as part of tour
groups.

Hong Kong made few concessions to China because it
already does not collect any tariffs and allows companies
of any nationality to set up subsidiaries to offer services.
An issue in the negotiations is how the pact would define
what qualifies as a Hong Kong company. Most of the
concessions for service industries require companies to

—

have done business in Hong Kong for at least three to five
years, depending on the industry. Negotiators must still
work out whether goods assembled in Hong Kong from
imported parts would qualify for duty-free treatment.

A surprising mainland concession was to allow un-
limited shipments of movies produced by Hong Kong
companies, including by the local subsidiaries of Holly-
wood studios.

Source: China Daily

New Address in Hong Kong

Consulate General of Switzerland
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Swiss-Hong Kong Trade / First Half 2003

(in Mio. CHF)

Comparison to the same period last year / Share: Share of goods in trade with country

Export Export Export Import Import Import

Goods Mio. CHF + CHF% Share  Mio. CHF + CHF% Share
Total selected 1.290,3 -11,9 100,0 268,1 -17,6 100,0
Agricultural products 29,5 109,9 2,3 0,9 -16,7 0,3
Energy carriers 0,1 14,9 0,0 0,0 - 0,0
Textiles, apparel, shoes 46,2 0,0 3,6 25,7 -9,3 9,6
Paper, paper products, printed matter 7,6 27,6 0,6 0,6 31,7 0,2
Leather, rubber, plastics 19,6 21,5 1,5 1,9 -30,7 0,7
Chemicals, pharmaceuticals 181,8 -13,2 14,1 4.4 24,7 1,7
Construction materials, ceramics, glass 5,0 214 0,4 0,7 -7,3 0,3
Metals and metal products 22,2 -5,8 1,7 4.4 -11,3 1,6
— Iron and steel 0,1 -61,9 0,0 0,0 121,5 0,0
— Non-ferrous metals 1,1 -23,2 0,1 0,1 3934 0,0
— Articles of metal 20,9 -3,7 1,6 4.3 -12,9 1,6
Machinery, apparatus, electronics 154,4 -14,0 12,0 49,2 51,5 18,4
— Industrial machinery 75,1 -7,6 5,8 2,9 190,8 1,1
— Engines non-electrical 1,8 10,7 0,1 1,7 - 0,6
— Construction machinery 0,2 100,2 0,0 0,0 -97,2 0,0
— Machinery engineering 73,1 -8,1 5,7 1,1 45,0 0,4
— Pumps, compressors, fans, etc. 5,7 19,3 0,4 0,0 -93,0 0,0
— Process engineering, heating, cooling equip. 1,5 -35,7 0,1 0,1 1,5 0,0
— Lifting and handling equipment 8,3 40,3 0,6 0,1 -0,7 0,0
— Machine-tools metalworking 14,5 —34,4 1,1 0,1 -31,4 0,0
— Machine-tools for mineral materials 0,5 —46,1 0,0 0,0 - 0,0
— Plastics-, Rubber machinery 1,9 121,9 0,1 0,0 - 0,0
— Machine-tools for wood, cork, etc. 2,2 -19,7 0,2 0,0 150,0 0,0
— Other machinery 12,6 111,6 1,0 0,5 402,4 0,2
— Hand held tools 0,9 -154 0,1 0,0 -71,2 0,0
— Welding machines 1,0 -15,0 0,1 0,3 - 0,1
— Printing and paper machinery 3,7 -18,3 0,3 0,0 114,0 0,0
— Textile machines 18,5 283 1,4 0,0 28,3 0,0

— Food processing equipment 0,2 59,1 0,0 0,0 -25,0 0,0
— Filtering and purifying machines 0,1 -70,2 0,0 0,0 964,3 0,0
— Packaging and filling machines 1,4 72,6 0,1 0,0 —48,5 0,0
— Agricultural machines 0,0 -14.,5 0,0 0,0 - 0,0
— Household appliances 6,0 205,5 0,5 4,5 13,5 1,7
— Entertainment electronics 5,4 314,8 0,4 4,1 9,6 1,5
— Household machines 0,6 -11,7 0,0 0,4 89,5 0,1
— Office machines, Computers 7,6 -51,1 0,6 21,1 136,3 7.9
— Electrical machinery and electronics 65,6 —18.,7 5,1 20,7 11,2 7,7
— Power generation, electric motors 49 -28,3 0,4 2,3 67,1 0,9
— Telecommunications 6,2 —64,9 0,5 4.3 3,6 1,6
— Electric and electronic articles 54,5 -2,9 42 14,0 7,6 5,2
— Defence equipment 0,0 -100,0 0,0 0,1 2773 0,0
Vehicles 2,1 - 0,2 0,2 9,9 0,1
— Road-vehicles 2,0 - 0,2 0,1 54,8 0,1
— transport of persons 0,0 -713 0,0 0,1 55,7 0,0
— transport of goods 0,0 - 0,0 0,0 - 0,0
— Special purpose vehicles 2,0 - 0,2 0,0 -100,0 0,0
— Spare parts 0,0 -20,8 0,0 0,0 63,6 0,0
— Railway vehicles 0,0 - 0,0 0,0 — 0,0
— Aircraft and spacecraft 0,0 - 0,0 0,0 -61,5 0,0
— Vessels 0,0 - 0,0 0,0 - 0,0
Precision in struments 33,6 —6,8 2,6 4,1 23,5 1,5
— Optical instruments, photo 5,7 -56,4 0,4 3,3 -22,9 1,2
— Surveying instruments 3,3 91,5 0,3 0,0 -22.9 0,0
— Medical instruments and appliances 12,1 35,7 0,9 0,2 -8,7 0,1
— Mechanical measuring, testing, control equipment 12,4 1,6 1,0 0,6 -29,7 0,2
Watches 692,0 -3,2 53,6 103,7 -20,0 38,7
Other goods 96,2 -51,6 7,5 72,5 -36,1 27,0

—

Source: swissmem & Eidg. Zollverwaltung
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New Legal Developments in China

China has been under the spotlight of the investment
community for many years now. However, until recently,
the only legal vehicles available to foreign investors to
enter the China market were limited to equity joint ven-
tures (EJV), cooperative joint ventures (CJV) and wholly
foreign-owned enterprises (WFOE), all of which subject
to the Guiding Catalogue for Foreign Investment Indus-
tries. On March 7th, 2003, Chinese competent authori-
ties jointly promulgated the long-expected “Provisional
Regulations for Acquisition by Foreign Investors of Do-
mestic Enterprises” (hereinafter “Provisional Regula-
tions”).

With the promulgation of the Provisional Regulations,
China may well experience quite a number of acquisition
transactions by foreign investors willing to purchase par-
ticipation in potentially promising unlisted Chinese com-
panies. Foreign investors may also be tempted to make
use of this new legal vehicle due to the fact that the pur-
chase of A or B shares on the Shanghai or Shenzhen stock
exchange remains relatively unattractive (too high price
to equity ratio). Besides, the A share market is restricted
to relatively big foreign players (in terms of value of as-
sets under management and investment quota). The lat-
ter have, in addition, to comply with rather cumbersome
and harsh procedures (QFII status, investment, repatria-
tion) according to the legislation passed during the last
quarter of 2002, which makes it possible for foreign in-
vestors to buy A shares.

Pursuant to the Provisional Regulations, foreign com-
panies can now acquire equity interests in domestic Chi-
nese enterprises or subscribe to an increase in registered
capital of domestic Chinese enterprises. Further, Foreign
Companies can decide to first set up one or more for-
eign-invested enterprises (“FIE”) in China and use such
FIE to purchase and operate assets of domestic Chinese
enterprises or, finally, decide to purchase assets of do-
mestic Chinese enterprises and contribute such assets to
set up a FIE in China. It is to be noted, however, that all
acquisitions must still comply with the Guiding Cata-
logue for Foreign Investment Industries.

Up to today, China has yet to adopt a comprehensive
antitrust law and relies merely on its Unfair Competition
Law, which does not and cannot ambition to cover all an-
titrust related issues. It is said, however, that an antitrust
law draft may be released for comments by the end of
2003.

In that respect, the Provisional Regulations may well
constitute one of the first necessary attempt to somehow
lay down basic examination principles and procedures
before a more comprehensive legislation comes into
force. The Provisional Regulations provide that foreign
investors are required to report to the Ministry of Com-
merce (MC) or the State Administration for Industry and
Commerce (SAIC) whenever the planned acquisition
meets certain criteria. In such cases, the authorities will
convene with all other public or private interested parties
to hold a hearing and decide whether to approve or not
the planned acquisition.

The criteria which trigger such mandatory reporting
and examination procedure apply to both onshore and

—

offshore foreign investors. Mandatory reporting applies,
for instance, whenever one party involved in the acqui-
sition has a turnover of more than RMB 150 million in
the China market in the same year of the planned ac-
quisition; or if the acquisition causes one of the parties
involved to take more or at least a 25% share in the China
market. However, foreign investors may apply for an an-
titrust examination exemption whenever the planned ac-
quisition 1) may improve fair market competition con-
ditions or is an attempt to 2) reorganizes enterprises
subject to grave losses and aims at ensuring employment
or if 3) it brings advanced technology, management tal-
ents and improves international competitiveness of en-
terprises or 4) improves the environment. It remains to
be seen how — narrowly — will MC and SAIC construe
those exemptions and more generally if double stan-
dards of interpretation will apply whenever or not a
planned acquisition could be detrimental to the market
position of a solid local Chinese private owned or state
owned company.

Quite a few foreign investors already own substantial
market shares in the China market. The Provisional Reg-
ulations sound like the first warning call in what could
become an entire new game upon implementation of a
comprehensive antitrust system. From now on, foreign
investors shall imperatively consider in their China ex-
pansion strategy the antitrust criteria and procedure con-
tained in the Provisional Measures, as summarized here-
inabove.

For further information on China related legal issues,
please visit Wenger Vieli Belser’s website: www.wen-
fei.com or contact:

BEILJING Representative Office
For all matters relating to

activities in Greater China

Partner in Charge: Dr. Paul Thaler
Tel. +86 10 6468 7331/2/5

Fax +86 10 6460 3132
paul.thaler@wenfei.com

SHANGHAI Office

In Cooperation with Duan & Duan

88 Zun Yi Nan Road, 17 F

Shanghai, 200336

Tel. + 86 21 6219 1103

Fax +86 21 6275 2273

Contact Attorney: Jonathan Selvadoray
/3 Jjonathan.selvadoray@wenfei.com

TAIPEI Office

In Cooperation with MCI

Ren Ai Rd, Sec. 4, No. 25, Bldg. A, 12F
Taipei, 106

Tel. +886 2 2771 6669

Fax +886 2 2771 6996

Contact Attorney: Nathan Kaiser
nathan.kaiser@wenfei.com
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China Legal Reports and Briefs

China Amended Well-Known Trademark Rules

On April 17,2003, China State Administration of Indus-
try and Commerce or so called SAIC released Regula-
tions for Certification and Protection of Well-known
Trademarks (“Regulations”), which will become effec-
tive as of June 1st, 2003. The Regulations repealed the
similar rules called Provisional Regulations for Certifi-
cation and Administration of Well-Known Trademarks,
which were promulgated by SAIC in 1996.

The report shows how the new Regulations provide more
perfect protection to well-known trademarks by compar-
ison with the old regulations.

Accessing China Market by Acquisition

For long time, under the Chinese law, vehicles by which
multinationals may enter China market have been lim-
ited to equity joint ventures or so-said EJV, cooperative
joint ventures or so-said CJV, or wholly foreign-owned
enterprises or so-said WFOE. Lack of diversified options
frequently prevents multinationals from effectively im-
plementing their China plans. This situation was recently

Wenger Vieli Belser in Shanghai

The Zurich based Swiss law firm Wenger Vieli
Belser has been present in Beijing and Taipei for
many years now and is newly present in Shang-
hai since this spring. In Shanghai, Wenger Vieli
Belser runs a smooth cooperation with the re-
puted local law firm Duan & Duan. Shanghai is
the latest step of a strategy which started in the
late 90’s, when Wenger Vieli Belser opened its
representative office in Beijing, which was fol-
lowed some years later with a presence in Taipei.
Wenger Vieli Belser is committed to Greater
China. Its latest opening allows the firm to
also cover the expanding Shanghai legal market
in the fields of corporate and commercial law,
and dispute resolution.

Dr. Paul Thaler, who is in charge of the De-
partment Greater China at Wenger Vieli Belser
has been the spark to this development and ac-
counts to the few which have experienced since
the beginning of the 90’s the drastic legal changes
China has gone through.

Dr. Thaler recalls: “In the early 90’s I had to
convince many Chinese that signing a contract in
an important transaction may not necessarily be
considered as a lack of trust, nowadays I even
have to sign sophisticated contracts before I can
purchase simple furniture in Beijing”.

changed. On March 7, 2003, Ministry of Foreign Trade
and Economic Cooperation* (“MOFTEC”), the State
Administration of Taxation, the State Administration for
Industry and Commerce, the State Administration of For-
eign Exchange Control jointly promulgated the long-ex-
pected “Provisional Regulations for Acquisition by For-
eign Investors of Domestic Enterprises” (“Provisional
Regulations”).

* At the China National People s Congress convened this
March, the Ministry of Foreign Trade and Economic Co-
operation, which used to be in charge of foreign invest-
ment in China and foreign trade and the State Economic
and Trade Commission, which used to be in charge of do-
mestic investment and domestic trade were merged un-
der the name of Ministry of Commerce.

A detailed discussion of key provisions of the Provi-
sional Regulations is available upon request.

MOC Provisions on WOFE Travelling Agency

On June 10, 2003, State Administration of Tourism and
Ministry of Commerce (MOC) jointly issued Provisional
Rules on Establishment of Foreign Controlled and
Wholly Foreign Owned (WOFE) Travelling Agencies,
which will take effect after 30 days from the date of pro-
mulgation. According to the Rules. foreign investors may
apply to establish foreign controlled or wholly foreign
owned travelling agencies in National Tourism Zone ap-
proved by State Council and in Beijing, Shanghai,
Guangzhou, Shenzhen and Xi’an. To qualify the re-
quirements, the threshold for registered capital is RMB
4 Million. Foreign investors shall have annual business
income no less than USD 40 Million for foreign con-
trolled travelling agencies or no less than USD 5 billion
for wholly foreign owned travelling agencies.

A report is available upon request.

CBRC New Rule on Market Access

On May 29, 2003, China Banking Regulatory Commis-
sion (CBRC) promulgated Decision on Adjusting Meth-
ods and Procedure of Administration of Market Access
to Banking Business, which will take effect as of July 1
this year. This Decision applies to domestic and foreign
commercial banks, excluding urban and country credit
cooperatives and post saving business from its scope of
application. According to this Decision, approval re-
quirements will come to an end for such businesses con-
ducted by Chinese commercial banks as domestic fac-
toring, sale of insurance as agent, settlement of securities
funds as agent, custodian of investment by securities
companies as principal, custodian of trusted assets, cus-
todian of corporate annuities. Furthermore, the busi-
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nesses of purchase of commercial instruments, overdraft
of corporate accounts conducted by foreign and domes-
tic commercial banks are no longer subject to record re-
quirements. At the same time, way of verification of se-
nior management of commercial banks is to be modified.
(www.cbrc.gov.cn)

SAT to Launch Inspection on Income and Business
Tax of FIE

On June 13, 2003, State Administration of Taxation
(SAT) announced that it would launch a national wide in-
spection on payment of income tax and business tax by
foreign invested enterprises (FIE) receiving interests,
dividends, rents, royalties and profits of property trans-
fer originated from China, no matter they have domestic
business establishments or not. The targets encompass
domestic institutions including both foreign invested and
domestic enterprises, which have paid the aforesaid
items to foreign institutions and individuals or have
booked these items as their cost even if payments have
not been made. The preliminary stage of inspection is ex-
pected to conclude by the end of September this year.
(www.chinatax.gov.cn)

SOEs May Appoint Foreign Managers

Recently, the State-owned Assets Supervision and Ad-
ministration Commission has indicated that domestic
State Owned Enterprises (SOE) will be allowed to ap-
point foreigners and private businessmen as managers.
The Commission will set sound standards and create
favourable conditions to employ qualified talents, re-

e-mail: harald.siegrist@attglobal.net

gardless of their nationality and current status. However,
the work experience of incumbent will be given priority
over academic qualifications. (www.isinolaw.com)

State Council Regulation on Property Manage-
ment

On May 28, 2003, State Council by its Decree No.379
promulgated Regulation on Property Management,
which will take effect as of September 1st, 2003. This
regulation is enacted in the context that houses have been
progressively privatized. To protect the interests of
emerging owners, the Regulation is drafted to govern the
relationships between owners, developers and manage-
ment companies. According to this regulation, owners in
a set area may establish Assembly of Owners and Com-
mission of Owners. The Assembly decides material mat-
ters relating to property management in the interests of
all the owners, while the Commission is responsible for
daily management on their behalf. To regulate conducts
of the developer, the Regulation provides that the devel-
oper may not make unauthorized disposal of shared parts
and facilities of the property. For management compa-
nies, they may not change the usage of property parts
serving for property management, which are owned by
the owners, and may not charge extras when collecting
fees for utilities as agent. (www.people.com.cn)

Edited by WENGER VIELI BELSER and distributed to
its clients and CHINA LEGAL REPORT SUBSCRIBERS.
WVB does not accept responsibility for accuracy of
quotes or truthfulness of content. CHINA LEGAL
BRIEFING is not intended to provide legal advice.
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Intellectual Property Trend in China

A Reality Check and a Valuation Guide for
Intangible Assets

In an age of knowledge-based economy, no one can deny
the importance of intellectual property (“IP”). However,
these assets rarely show up on the balance sheet. The dif-
ference of market to book value reflects the ability of
companies to successfully convert intellectual property
into profits.

IP Development in China

For many years, Chinese companies have overlooked the
importance of IP. This changed when China joined the
Paris Convention for the Protection of Industrial Prop-
erty in 1985. Since then, IP development has generally
been at the same pace with the economic development:
The number of patent applications and patents granted
in China has been growing at 15% p.a. from 1994 to
2001.

But taking a closer look at the authorized patents from
198502001 in China unveils a difference: Domestic ap-
plicants in China focus more on utility models and de-
signs patents, while foreign applicants concentrate on in-
ventions patents, especially in their key technical fields.
Besides, domestic patent applications and foreign patent
applications accounted for about 85% and 15% respec-
tively.

New approach to Intellectual Property
management

The investment climate for technologically advanced in-
dustries in China has improved greatly in the past few
years owing to the promulgation of a series of intellec-
tual property legislation. On top of, that China has ac-
ceded to a number of international treaties and conven-
tions related to the protection of intellectual property
rights. IP is no longer just a bunch of legal documents
and research results to be locked away in company vaults.

A new approach to IP-management involves more ag-
gressive and active “indirect exploitation” of intellectual
property value. Apart from internal use, [P may also be
commercialized through a joint venture, outright sales,
franchising, or licensing. The last years have seen sev-
eral successful business cases in China using the valua-
tion of IP as non-cash equity contribution to a Sino-For-
eign joint venture. Although the value attributed to
intangible assets injected to an equity joint venture is ex-
pected not exceeding 20% of the registered capital as a
general rule, some local governments, e.g. Shanghai,
have increased this to 35% for hi-tech ventures.

Measuring the True Value of Intellectual Property

The best way to measure the value of IP is generally to
calculate the present value of the estimated future eco-

—

nomic benefits that can be derived from its ownership.
Such a proceeding corresponds to the income approach,
which is also acknowledged in China.

Major steps in [P-valuation by the income approach are

as follows:

— Identify the specific application of the intellectual
property (How will it be commercialized?)

— Estimate the size of the chosen market and the poten-
tial market share for the product or service that em-
ploys the intellectual property (What sales can be ex-
pected?)

— Quantify the economic benefits that can be expected
from exploiting the intellectual property (How much
incremental profit can be enhanced?)

— Assess the risk of achieving those economic benefits
and adequate return to compensate the risk (What are
the returns of alternative investment with similar
risks?)

— Determine the period of time over which the benefits
will occur (What is the economic life of the IP?)

Intellectual property must always be valued within the
context of the operation it is part of. A brand is valued
based on the saving in royalty payment from associated
products due to the ownership of the brand against li-
censing it from others. Likewise, the value of a proprie-
tary technology stems from incremental profit enhance-
ment brought to a business or operation.

Conclusion

As intellectual property is increasingly important, busi-
ness managers must understand the value of IP, must
know the value’s origin and should be aware of associ-
ated risks. Additionally managers should be aware of
making the best use out of their IP. Valuation theories are
easy to learn but it may take life long to practice.

Fiducia Management Consultants
www.fiducia-china.com
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Inalterable Beauty Yesterday, Today and Tomorrow

Recipe for success

Within a short period, the Swiss watch manufacturer
Rado has succeeded in building up a worldwide unmis-
takable brand. Today, people all over the globe associate
the name Rado with watches of incomparable design and
beautiful yet inalterable materials. “Rado’s success lay
and still lies in the philosophy behind the brand: pio-
neering spirit, continuity and putting people first. This
means showing courage and blazing new trails. It means
being different from all the others — and then being faith-

Inalterable Diamond

ful to this difference and consistently pursuing the de-
clared aims.” These words, spoken by Rado founder Dr.
Paul Liithi, are still valid for the company today. “We do
not want to simply manufacture watches that cater to cur-
rent tastes. Our watches should have the potential to be-
come classics because of their individualistic form and
their scratchproof materials,” says Rado President
Roland Streule, “or to put it another way, our watches are
beautiful and remain beautiful. Watches made from
scratchproof materials with an unmistakable design.”

A brief look back

The company celebrated its 85th anniversary in 2002. At
the same time, Rado looked back on 45 years of watch
production and the no less than 40-year success story of
the legendary ‘DiaStar’, the world’s first scratchproof
watch. In 1957, after four decades as a supplier of watch
movements, the then Schlup & Co. launched its first
watch collection under the brand name ‘Rado’. Just five
years later, the foundation stone for an exceptional suc-
cess story was laid with the oval, scratchproof ‘DiaStar’.

It all began when the Rado head designer at the time,
Marc Lederrey, came up with, a completely new idea. It
annoyed him that gold and steel watches might be beau-
tiful to start with, but often showed scratch marks after

only a few days and had to be continually re-polished. At
this time, types of hard metal made from tungsten- and
titanium-carbides were only known as extremely resis-
tant materials used in the manufacture of tools and spe-
cialized high-tech instruments. “It would really be some-
thing to make a watch from such a material”, Lederrey
suggested. And Dr Paul Liithi, then head of Rado, gave
the go-ahead for development. The result: the world’s
first scratchproof watch!

(continued on next page)

RADO WATCH €O LTD

People automatically connect the name Rado
with watches of individualistic design made from
scratchproof materials. The Lengnau company is
one of the most important Swiss watch manu-
facturers and has succeeded over a short period
in building up a distinctive brand with successful
worldwide distribution. Then it was only in 1962
— five years after the first use of the brand name
Rado — when Rado made a breakthrough with the
launching of the world’s first scratchproof watch.

Rado’s headquarters are situated in Lengnau near
Biel. About 300 people are employed in Switzer-
land and abroad. Its watches are offered in more
than 8000 points of sale worldwide and 250 Rado
Service Centers ensure a worldwide and profes-
sional Customer Service.

The more independent design is of the ephemeral
passing of Time, the nearer it is to consummation
of form. For Rado, outer contours are intimately
related to inner values. Rado takes inspiration for
its design concepts from the nature of the mate-
rials used. And this inspiration gives birth to cre-
ations of rare perfection. Creations that stand the
test of Time.

Rado watches are different. Different in form and
different in the materials they are made from.
Since the beginning, Rado has not only concen-
trated on developing beautiful watches — the fac-
tor of material has always been at the forefront
too. The aim has been, and still is, to create
watches that are beautiful and that stay beautiful.

More information about Rado and its products
can be found on: www.rado.com

—
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General Data

Foundation of the Company

Ownership

Number of Employees
Number of Point of Sales
Number of Service Centers

Distribution worldwide

Distribution Greater China

Milestones

1917 Foundation in Lengnau of the watch movement company Schlup
& Co., from which Rado later emerges

1957 Presentation of the first watch collection under the brand name
RADO

100 % of shares with Swatch Group Ltd., Neuchatel, Switzerland
approx. 300 (Switzerland and abroad)

approx. 8,000 (worldwide)

approx. 250 (worldwide)

in over 100 countries
25 divisions (Swatch Group subsidiaries)

Swatch Group (China), Rado Division

(offices in Beijing, Shanghai, Guangzhou, Shenyang)
Swatch Group (Hong Kong) Rado Division

Swatch Group (Taiwan) Rado Division, Taipei

2002 Rado starts series production of the hardest watch in the world: the Rado ‘V10K” is made of high-
tech diamond and is therefore as hard and unalterable as a genuine diamond.

1993 Launch of the revolutionary ‘Sintra’ — a new Rado milestone, fully made of platinum-like shimmering

high-tech ceramics.

1990 Launch of the Rado ‘Ceramica’, the fully scratchproof ceramics watch. Case and bracelet made of
scratchproof high-tech ceramics and scratchproof sapphire crystal.

1986 Launch of the revolutionary Rado ‘Integral” with a watch surface fully covered by scratchproof
sapphire crystal and a bracelet made of ultra-hard high-tech ceramics.

1984 Launch of the Rado ‘Anatom’ generation.

1962 Launch of the Rado ‘DiaStar’ — the world’s first scratchproof watch.

BULLETIN 2/03  SWISS-CHINESE CHAMBER OF COMMERCE

(O8]
o]

Your Advertisement is Here

Do you wish to reach your customers,
your Chinese potential partners,
or give your company more profile ?

Reasonable advertising rates for the year 2003 available at the Chamber:
phone: 01-421 38 88, fax: 01-421 38 89, e-mail: info@sccc.ch, website: www.scce.ch




Material and design — what makes Rado
so different from all the others

Rado has thus purposefully chosen materials of the fu-
ture such as hardmetal, sapphire crystal, high-tech ce-
ramics, high-tech lanthanum or high-tech diamond. It is
always in the endeavor to develop design/material com-
binations that unite in perfect harmony the double func-
tions of the watch as a modern piece of jewelry and a
functional timepiece.

For Rado, design means the “outer expression of an in-
ner perfection.” Rado is a watch brand with an individu-
alistic design. No frills, clear-lined, modern, innovative,
stylistically pure — these are descriptives of the qualities
that characterize Rado design. The art of limitation to the
essentials dominates the development of each modell.
The watches have to be comfortable to wear as well, so
superior wearer-comfort, anatomical shaping and the use
of top-quality, skin-friendly materials are also given pri-
ority in the creative process.

More success factors

“The product is the message.” This is the basic motto of
Rado communication. Because it is only the watches
themselves that can truly express the uniqueness and dif-
ferentness of the brand. Important contributory factors
to the brand’s success are instruments such as Internet,
traditional advertising, sponsoring and merchandizing.
The brand and its products are supported all over the
world by a unified appearance.

V10 K The hardest watch on earth

Nanocrystalline Diamonds

Customer Service

Another significant factor is the Rado Customer Service:
before the first watch is sold in a country, maintenance
and repair centers with trained technicians are ready for
action. Up-to-date data processing systems, well-func-
tioning infrastructures and excellently trained staff in all
areas make their contributions to the success of the
brand.

Latest Rado Innovation

Rado high-tech diamond and the world’s hardest watch:
In spite of the successful employment of hardmetal and
high-tech ceramics, Rado never gave up its dream of cre-
ating the hardest watch on earth. A watch as hard and in-
alterable as a diamond.

After years of research in collaboration with special-
ists in nanotechnology, Rado engineers succeeded in
transforming carbon into nanocrystalline diamonds.
Constant optimization of the processing parameters en-
abled deposition of a homogenous, transparent 100% di-
amond layer onto the shaped hardmetal components. The
result: absolute hardness and the inalterability of dia-
mond. A practically indestructible diamond coating had
been created.

The world’s hardest watch is reality — a quantum leap
that has brought unparalleled hardness and inalterability.

For further information, please contact Mrs. Sandra
Perez at:

Rado Watch Co., Ltd.

Bielstrasse 45, CH-2543 Lengnau/Switzerland
Phone: +41 32 655 6384, Fax: +41 32 655 6270
E-mail: sandra.perez@rado.com

For information about Rado products, please visit
www.rado.com
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Visitor Guide in Chinese

New Edition 2003 of VIEW SWITZERLAND

Published annually, the first time in 1998, the new and
updated edition has been out for distribution since May
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2003. The publication is free and targeted at Chinese
travelling to, or interested in Switzerland. It has achieved
high popularity amongst the tourism trade in China and
is considered the most upmarket guide of its kind.

The publication comes in glossy paper, colour
throughout and in a handy A-5 format. It contains highly
informative material about Switzerland, its history, cul-
ture, geography and people and highlights the major
places of interest. New added features are on general
travel information and major events.

The guide is a valuable handout for Chinese visiting
Swiss companies. Members of the Swiss-Chinese Cham-
ber of Commerce are entitled to a limited number of free
copies. Newly this offer is also extended to members of
the chapters in Beijing and Shanghai. Stocks of the pub-
lication are kept in both cities. For cost reasons, however,
postage has to be charged for deliveries within China.

The publication has also proven to be very popular
amongst advertisers wishing to reach Chinese enjoying
increased freedom to travel and spending power.

Please adress your enquiries directly to the publishing
company:

RUCKSTUHL MEDIA PROMOTION
PO. Box 11

CH-6044 Udligenswil

Switzerland

Phone  +41 (0)41 371 06 63

Fax +41(0)41 371 03 55

Mail pius@ruckstuhl-media.ch

70 Percent of Wine Sold in Mainland China's Cities Fake

More than 70 percent of “imported” wine sold in restau-
rants and hotels in four of China's largest cities is fake,
a report said late May. A survey by the China National
Administration for Industry and Commerce in Beijing,
Shenyang, Zhengzhou and Chengdu exposed the re-
sults.

Their inspection of 50 hotels and restaurants in the four
cities showed just 28.6 percent of bottles sold as quality,
imported wine were the real thing. Beijing fared better
than the rest, but it still could only manage 60 percent au-
thenticity.

According to the administration, the quality of fake
wine was getting better and becoming more difficult to
tell from Chinese plonk.

While counterfeiting is a multimillion dollar business
in China, on occasion the investigators found the fake
product was simply down to restaurants or hotels trans-
ferring cheap wine into fancy imported bottles. In an ef-
fort to stamp out the trade, the administration has
launched a crackdown on agents and dealers, saying they
will be punished but not elaborating.

Source: China Post

Lufthansa Boosts Services to China

Germany’s Lufthansa is set to boost its services to Asia,
with flights to China back to levels seen before the SARS
outbreak. The airline said flights to Shanghai, Peking and
Hong Kong will return to pre-SARS levels from end-July
as travellers return to the skies.

Lufthansa would fly daily between Frankfurt and
Peking, a capacity of increase of 40 percent from current

—

levels, the statement said. It also plans to raise the seat-
ing capacity per flight by using the much larger Boeing
747 airplane.

The changes will bring Lufthansa’s operating sched-
ule for flights to China back to pre-SARS levels by mid-
September.

Source: Channel News Asia
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