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Board of the Swiss-Chinese Chamber of Commerce

Executive Committee Members:
President:
Kurt Haerri

Vice President:
Dr. Richard Friedl

Treasurer:
Peter R. Schmid

Secretary:
Wolfgang Schmidt-Soelch

Executive Director:
Susan Horvath

Members:

Dr. Theobald Tsoe Ziu Brun
Dr. Daniel V. Christen
Alexandre F. Jetzer

Dr. Kurt Moser

Dr. Esther Nigeli

Honorary Members:

Dr. Erwin Schurtenberger
Dr. Uli Sigg
Dr. Marc Ronca

Board Members:

Maurice Altermatt

Lore Buscher

Jean-Michel Chatagny

Ester Crameri

Bruno W. Furrer

Dr. Beat Krihenmann
Dr. Gregor Kiindig
Nicolas Pictet

Jiirg Reichen

Stefan Scheiber
Thomas Schelling
Dr. Ralf C. Schldpfer
Erwin A. Senn

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

Franziska Tschudi
Lukas Utiger
Thomas P. van Berkel
Dr. Jorg Wolle

Member of the Executive Committee, Schindler Elevators Ltd., Ebikon

Vice President, ABB Switzerland, Baden

Head Executive Relations, Credit Suisse Group, Zurich

Partner, Heidrick & Struggles, Zurich

Swiss-Chinese Chamber of Commerce,
Swiss-Hong Kong Business Association, Zurich

Attorney-at-Law, Brun studio legale e notarile, Lugano
CEO, Assetis AG, Zurich

Member of the Board of Directors, Novartis AG, Basle
Kiisnacht, former Director of economiesuisse (VORORT)
Attorney-at-Law, LL. M., Nageli Attorneys-at-Law, Zurich

former Swiss Ambassador to China, Minusio

former Swiss Ambassador to China, Mauensee

Attorney-at-Law, Counsel, Schellenberg Wittmer, Zurich, Geneva
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

Head of Asia, Member of Life & Health Executive Board Asia (LA),
Swiss Reinsurance Company, Zurich

Confiserie Spriingli AG, Zurich

CEO, BF Bruno Furrer Consultant, Steinhausen

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

Member of the Executive Board, economiesuisse, Zurich

Partner, Pictet & Cie., Geneva

Head International Banking, Member of the Board,

Zircher Kantonalbank, Zurich

Managing Director, International Sales and Services, Biihler AG, Uzwil
Vice President, Nestlé S.A., Vevey

Partner, Head Strategy Advisory, PricewaterhouseCoopers, Zurich
CEO, ALSECO (Holding) Ltd./T-Link Management Ltd.

Worldwide Transportation Engineering, Freienbach

Member of the Board of Directors of Georg Fischer AG, Schaffhausen
Zurich

Group Chief Financial Officer, Member of the Group Executive Board,
UBS AG, Zurich

CEO, Wicor Holding AG, Rapperswil

Vice President, Lonza Ltd., Basle

President, Nitrex Ltd., Zurich

CEO, DKSH Holding Ltd., Zurich




Geneva Chapter

President ad interim:
Maitre Philippe Knupfer

Vice President:
Maitre Philippe Knupfer

Secretary:
Gérald Béroud
Treasurer:
Bernard Biischi

Board:

Christophe Borer

Dr. Daniel V. Christen
Irmgard L. Miiller
Nicolas Pictet

André Ubersax
Jean-Luc Vincent
Yafei Zhang

Ticino Chapter

Chairperson:
Dr. Theobald Tsoe Ziu Brun

Executive Committee Members:

Renato L. Bloch

Andrea Fioravanti

‘Walter Landolt

Nicola Simoneschi

Silvio Tarchini

Francesca Waolfler-Brandani

Lawyer, LL. M., Pictet & Cie., Geneva
Lawyer, LL. M., Pictet & Cie., Geneva

Director and founder, SinOptic, Lausanne
Chairman, Bernard Biischi & Cie., S. A., Geneva

Partenaire, Léman Capital SA, Genéve

CEO, Assetis AG, Zurich

Director, Beau-Rivage Palace, Lausanne

Partner, Pictet & Cie., Geneva

President, Swiss China Networking S.A., Granges-Paccot
President, Salon International des Inventions de Genéve
Assistant de Direction, Shanghai Overseas, Geneva

Attorney-at-Law and Notary, BRUN Studio legale e notarile, Lugano

Attorney-at-Law, Bloch Law Offices, Lugano

Attorney-at-Law, Studio legale Sganzini Barnasconi Peter Gaggini, Lugano
Attorney-at-Law, Lugano

Director, TREINVEST S.A., Lugano-Paradiso

Founder, FoxTown Factory Stores, Mendriso, Villeneuve, Riimlang
Founder, Centro Culturale Cinese “Il Ponte”, Lugano

Legal Chapter Zurich

Chairperson:
Dr. Esther Nigeli

Attorney-at-Law, LL. M., Nageli Attorneys-at-Law, Zurich

Legal Chapter Geneva

Chairperson:
Maitre Philippe Knupfer

Here for You in Switzerland:

Swiss-Chinese Chamber of Commerce

Lawyer, LL. M., Pictet & Cie., Geneva

Camera di Commercio Svizzera-Cina
Section Ticino

c/o Brun Studio Legale e Notarile

Via Ariosto 6

Case postale 5251

CH-6901 Lugano

Hoschgasse 89 Phone +41-91-913 39 11
CH-8008 Zurich Fax +41-91-913 39 14
Phone +41-44-421 38 88 E-mail info@brunlaw.ch
Fax +41-44-421 38 89 Chairperson Dr. Theobald Tsoe Ziu Brun
E-mail info@scce.ch
Website www.scce.ch Legal Chapter Zurich
President Kurt Haerri c/o Négeli Attorneys-at-Law
Phone +41-43-343 99 93
Chambre de Commerce Suisse-Chine Fax +41-43-343 92 01
Section Romande E-mail law@naegeli-rechtsanwaelte.ch

4, bd du Théatre Chairperson Dr. Esther Nageli

1204 Geneve

Phone +41-22-310 27 10 Legal Chapter Geneva

Fax +41-22-310 37 10 c/o Pictet & Cie., Geneva

E-mail info.geneva@sccc.ch Phone +41-58-323 19 03
Website www.sinoptic.ch/scccgeneva/ Fax +41-58-323 29 50
Office hours Monday—Friday, 9.00-12.00 h E-mail pknupfer@pictet.com
President ad interim Maitre Philippe Knupfer Chairperson Maitre Philippe Knupfer

For full overview of useful contacts in China and Switzerland turn to pages 102 & 103 in this issue.
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International Commerce Centre, Hong Kong —one of the world's tallest
buildings will have longer elevator shafts than any existing building in the world.
When the developers of Hong Kong's new landmark were looking for the right
people and technology, they put their trust in Schindler. We at Schindler are
proud to have been selected for this prestigious contract to supply 132 elevators
and escalators — including jump elevators that are longer than any previously
installed. It is an honour for Schindler and a win for the people and business of
Hong Kong.

www.schindler.com SChindIer




Moving Notice

As of August Ist 2007 the
Swiss-Chinese Chamber of
Commerce (SCCC) and the
Swiss-Hong Kong Business
Association (SHKBA) will be
at new premises.

Hoschgasse 89
(before 83)

all other coordinates remain
the same:

CH-8008 Zurich

Phone +41-(44)-421 38 88
Fax  +41-(44)-421 38 89
info@sccc.ch
info@swisshongkong.ch

www.scce.ch

Kurt Haerri welcomed
by Minister of Com-
merce Bo Xilai during
official Swiss visit in
Beijing, July, 2007
(KEYSTONE/
Alessandro Della
Bella).

Speed Is Not All That Matters

The year 2008 — a lucky number in China — is approaching and will bring China
closer to the rest of the world as the awareness about the recent economic growth
will be enhanced by the high media coverage due to the Olympic Games Beijing
in August this year. The wish to make the economic development in China more
obvious to the world is not only a desire among Chinese people but also by many
executives engaged with business in China. While the pictures and the numbers
of the developed Regions along the East Coast are rather impressive, it shall not
be forgotten that China is still at the very beginning of its opening policy. There
is still a very long and challenging path ahead.

Caused by partly overheating business sectors, the Chinese government is im-
plementing new laws and regulations on a rather high speed, thus it is absolutely
vital to strictly follow up on all those changes. It is in particular for foreign in-
vested enterprises most important to get into compliance in order to avoid being
sued. A good example is China’s new labour law, which goes into effect on Jan-
uary 1st 2008. Understanding the impact of the new labour law to your business
is of critical importance.

Throughout the last year, I became aware of various cases where Swiss enter-
prises got into serious legal problems while doing business in China. Taking these
cases into consideration, I want to emphasize the tremendous importance of full
compliance to local laws and regulations in any aspect of your business in China.
Itis indeed time to get rid of a long lasting misapprehension which stipulates that
everything can be negotiated in China. It is just not true. But how to avoid such
legal misconducts in China?

Besides getting qualified advice from legal experts, I see another chance by sim-
ply reducing speed. I often see companies rushing too fast into China instead of
taking a well planned and executed step by step approach. Giving yourself and
your organization in China enough time to learn is of critical importance on the
path to success. Despite all the excitement many new business opportunities in
modern China will generate, it might be vital to slow down the entrance speed a
little bit in order to gain a comprehensive understanding of your industry in China
and all the related laws and regulations. China will not run away, but your in-
vestment might be at stake — if you rush it.

Kurt Haerri
President Swiss-Chinese Chamber of Commerce
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2008: Year of
the Rat

February 7, 2008 - January 25, 2009

According to the Chinese Zodiac, the Year of 2008 is a
Year of the Rat (Earth), which begins on February 7,
2008 and ends on January 25, 2009. First in the cycle of
12 animal signs, the Rat Year begins the sequence and
recurs every twelfih year. Earlier Rat years: 1924, 1936,
1948, 1960, 1972, 1984, 1996. The year of the Rat is a
time of renewal in many ways.

The Rat year is a year of plenty, bringing opportunity and
good prospects. It is a time of hard work, activity, and re-
newal. This is a good year to begin a new job, get mar-
ried, launch a product or make a fresh start. Ventures be-
gun now may not yield fast returns, but opportunities will
come for people who are well prepared and resourceful.
The best way for you to succeed is to be patient, let things
develop slowly, and make the most of every opening you
can find.

Business will be on the upswing, fortunes can be made
and it will be an easy time to accumulate wealth. It will
be marked by speculation and fluctuations in the prices
of commodities and the stock market; the world econ-
omy in general will boom. However, this is also a time
to make long-term investment plans to lead us through
the bleak years that may follow. All ventures begun at this
time will be successful if one prepares well. But do not
take chances or unnecessary risks: The year of the Rat is
still ruled by the cold of winter and darkness of night.
Those who speculate indiscriminately and overextend
themselves will come to a sad reckoning.

On the whole, this will be a happier year than most;
free from explosive events and wars and with far less cat-
astrophes than, say, the years of the Tiger or the Dragon.

Nonetheless, it will be spicy. It promises a lot of bick-
ering, bargaining and petty arguments that will do little
harm. A congenial time that will find most of us social-
izing and enjoying ourselves.

2008 Business /Public Holidays

in China and Hong Kong

CHINA

01 Jan  New Year’s Day

06 Feb  Spring Festival (Chinese New Year’s
Eve)

07 Feb  Spring Festival (Chinese New Year)

08 Feb  Spring Festival

09 Feb  Spring Festival (Golden Week extension)

10 Feb  Spring Festival (Golden Week extension)

11 Feb  Spring Festival (Golden Week extension)

12 Feb  Spring Festival (Golden Week extension)

04 Apr  Ching Ming Festival or Tomb Sweep-
ing Day (new holiday starting in 2008)

01 May Labour Day

02 May Labour Day (extension)

08 Jun  Dragon Boat Festival or Tuen Ng
Festival (new holiday starting in 2008)

09 Jun Dragon Boat Festival (extension)

*08 Aug Beijing 2008 Olympics Opening
Ceremony (not a public holiday)

24 Aug  Beijing 2008 Olympics Closing
Ceremony (not a public holiday)

14 Sep Mid-Autumn Festival (new holiday
starting in 2008)

15 Sep Mid-Autumn Festival (extension)

29 Sep National Day Holiday (Golden Week
extension)

30 Sep National Day Holiday (Golden Week
extension)

01 Oct National Day

02 Oct National Day Holiday

03 Oct National Day Holiday

* Although the listed start of the Beijing 2008
Olympics is August 8th, the first day of events is
August 6th. For more information or details
please see http://en.beijing2008.cn.

HONG KONG

01 Jan  The first day of January

07 Feb Lunar New Year’s Day (LNY)

08 Feb  The second day of the LNY

09 Feb  The third day of the LNY

21 Mar Good Friday

22 Mar The day following Good Friday

24 Mar Easter Monday

04 Apr Ching Ming Festival

01 May Labour Day

12 May The Buddha’s Birthday

09 Jun The day following Tuen Ng Festival

01 Jul Hong Kong SAR Establishment Day

15 Sep The day following Chinese Mid-Au-
tumn Festival

01 Oct National Day

07 Oct  Chung Yeung Festival

25 Dec  Christmas Day (CD)

26 Dec The first weekday after CD




The Rat / Mouse Personality

In China, the Rat is respected and considered a coura-
geous, enterprising person. An opportunist with an eye
for a bargain, Rats tend to collect and hoard, but are un-
willing to pay too much for anything. They are devoted
to their families, particularly their children. Quick-wit-
ted and passionate, they are capable of deep emotions de-
spite their cool exteriors. Their nervous energy and am-
bition may lead them to attempt more tasks than they are
able to complete successfully. Rats are blessed with one
of the best intellects going.

The sign of the Rat is the first one in the cycle giving
Rat people exude great leadership qualities and are good
at taking the lead. They don’t mind a lot of responsibil-
ity and they demonstrate a strong presence that other peo-
ple respect. For those with the Rat nature, status and mon-
etary satisfaction are the greatest motivation.

The Chinese say others should always listen to the ad-
vice of the Rat. Because of their intellect and observatory
powers, Rat people possess prudence and perception. They
can anticipate problems, and are always able to see the big
picture. Status, money, title and recognition are important
to the Rat. They have keen sense of observation that allow
them to foresee upcoming business opportunities as well
as potential occupational problems. The Rat makes a bet-
ter boss than an employee. Rats work better in flexible
situations where they can be freely creative.

Cunning and thrifty, Rats have a knack with money and
are apt to save for rainy days. When capable, the Rat is a
great money saver, and in strapped times he knows how
to make something out of nothing or how to make things
advantageous for himself.

Generally friendly and sociable, the Rat is one of the
extroverts of the 12 Animal signs. They have a special
gift for easing the minds of others. It is not surprising that
Rats have a lot of friends. To the people they love, Rats
can be amazingly charitable, popular and supportive. Al-
though Rats like to be in the driver’s seat, they do need
partners who can keep up with their active lifestyles. Rat
people are romantic, and are always happier to have
someone to share with.

Various Sources (incl. The Handbook of Chinese Horo-
scopes by Theodora Lau)

Time Schedule Shanghai

Direct Flight with SWISS

Starting 9 May 2008 Swiss International Air
Lines will fly you direct to Shanghai from Zurich
seven times a week in the comfort of our Airbus
A340. For fares and more information simply go
to SWISS.COM, call 0848 700 700 or visit your
local travel agent.

Zurich — Shanghai

LX 188  13:05 06:35+ (daily)

Shanghai — Zurich

LX 189 09:30 15:40 (daily)

+ = the following day

New Members

Since July 2007:

Zurich

Laboratoires Dom AVMM Steinhausen
Biotechnologies Sarl

BUSINESSASIA Dornach

Swiss China Consulting GmbH Kiisnacht/ZH

Victor Young Neuhausen
China Southern Airlines Glattbrugg
SOFACO AG Zurich
Hollenstein & Partner Rapperswil
Insurance Brokers AG

SG FAFALEN & Co. Hong Kong
Continental Travel Ltd. Zurich
FundStreet AG Zurich
Andreas Fankhauser Zurich
Christoph Looser St. Margrethen
sim — Selective International Shanghai

Management Co., Ltd.
PR-axis Claudia Jaggi Talary Basle

Petrofer AG Reinach

AFM Technologies Corporation Burnsville,
Minnesota/USA

Swisseau Corporation Pfaffikon SZ

Sulzer AG Winterthur

Gribi Treuhand AG Olten

Fan WU Stifa

Joy CHOU Feusisberg

Geneva

Usines Metallurgiques Vallorbe

de Vallorbe S.A.
NGL Cleaning Technology S.A. Geneva

Massoel Meridian Ltd. Geneva

M. Salazaku Masamba Geneva
Beureux & Partner AG Biel-Bienne
SCR SA — Swiss China Geneva
Relations S.A.

Affichage Vert Geneva
Voumard Machines Co. S.A. Hauterive

HAMBER NEWS
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Official Visit of Switzerland to China

Swiss and Chinese Move Towards Free Trade Deal

Economics Minister Doris Leuthard has signed a joint
declaration with Chinese Commerce Minister Bo Xilai
aimed at establishing a free trade accord. Both countries
have also agreed to set up bilateral working groups to
promote investment and bolster the protection of intel-
lectual property rights, according to a statement by the
economics ministry.

Swiss Federal Councillor Doris Leuthard, Minister and
Head of the Federal Department of Economic Affairs of
Switzerland (FDEA), second left, meets Bo Xilai, right,
Chinese Minister of Commerce at the ministry of com-
merce in Beijing, China, Sunday, July 8, 2007. The min-
isters talk about the bilateral economic relations between
China and Switzerland. (KEYSTONE/Alessandro Della
Bella)

As part of the deal Switzerland recognized China as a
market economy — a key buffer against trade disputes be-
tween the two countries over the price applied to Chinese
goods. Leuthard said it was an important signal for China
—amember of the World Trade Organization —to be given
this status. She said the European Union had not yet done
sO.

In return China agreed to launch an internal feasibil-
ity study to examine the possibility of a free trade agree-
ment with Switzerland. “The studies will show whether
the conditions are in place”, the statement said. Leuthard
did not however give a time frame. She said more talks
were necessary to win approval from the Chinese gov-
ernment for such a deal.

Leuthard led a joint delegation of government and busi-
ness officials to China visiting Beijing, Tianjin, Sheng-
Du and Canton. She also met the vice-president, Hui
Liangyu, and the deputy finance minister, Zhu
Guangyao, during the four-day visit to China before trav-
elling to Vietnam.

Recognition

For his part Bo hailed the good relations between China
and Switzerland at Sunday’s news conference in Beijing.
The Swiss evaluation of China’s development of a mar-
ket economy confirmed the solid foundation for closer
economic and trade ties, according to a statement.
“China has not forgotten that Switzerland was one of the
first Western countries to officially recognize the new
China”, Bo added, referring to the 1950 diplomatic
recognition of the Communist regime.

Leuthard and Bo also agreed to improve the protection
and enforcement of intellectual property rights. A work-
ing group made up of government officials and business
representatives is to establish regular dialogue.

Swiss industry, notably the watchmaking sector, has
been hampered by commercial piracy of products, ma-
chines and technical processes.

Government strategy

Experts say Leuthard’s visit underscores the Swiss gov-
ernment’s foreign trade policy, which focuses on the
emerging economies of Brazil, Russia, India and China.

China’s economy has grown by an average of ten per
cent per year since 2003, making it attractive for foreign
companies.

However, high import tariffs on watches — apart from
widespread forgeries — have made it difficult for the
Swiss watchmaking industry to expand in the Chinese
market.

For its part the Swiss banking sector is keen to see re-
strictions eased further. Urs Roth of the Swiss Bankers

Swiss Federal Councillor Doris Leuthard, Minister and
Head of the Federal Department of Economic Affairs of
Switzerland (FDEA), left, meets Dai Xianlong, Major of
Tjanjin, right, in Tjanjin, China, Tuesday, July 10, 2007.

(KEYSTONE/Alessandro Della Bella)




Swiss Federal Councillor Doris Leuthard, Minister and Head of the Federal Department of Economic Affairs of Switzer-
land (FDEA), center, visits the University of Technology GUT in Guangzhou, China, Friday, July 13, 2007. (KEY-

STONE/Alessandro Della Bella)

Association said China had made a big step towards lib-
eralising the industry, but foreign banks were still ham-
pered by special regulations.

The Swiss Business Federation said the Chinese mar-
ket presented excellent opportunities for Swiss compa-
nies, despite some difficulties. Federation President
Gerold Biihrer said a key factor was the long-standing
presence of Swiss firms in China, which is Switzerland’s
second-most important trading partner in Asia behind
Japan.

Results of China Visit

Swiss Economics Minister Doris Leuthard did not return
home from her four-day visit to China totally empty-
handed. Leuthard said she was satisfied with the results
of the trip and the signing of a declaration aimed at es-
tablishing a free trade accord was the “highpoint”.

Agreement to set up investment and intellectual prop-
erty rights working groups was also seen as a break-
through, but a number of commercial obstacles between
both countries still remain unresolved.

“Although there is still work to do, I am happy with the
results”, Leuthard told Swiss public radio. “Before com-
ing to China I wasn’t sure we would be able to strengthen
bilateral relations regarding the free trade accord.”

“The trip got off to a great start”, she added, referring
to the joint declaration signed with Chinese Commerce
Minister Bo Xilai. Both countries will now pursue work
on the free trade agreement separately. “We now have to
keep up the pressure”, said the economics minister. “The

decisive element is if Bo Xilai accepts an invitation to
the World Economic Forum in Davos next January.”

Intellectual property rights

In their talks Leuthard played a clever hand by agreeing
to recognize China as a market economy — a key buffer
against trade disputes between the two countries over the
price applied to Chinese goods.

Switzerland’s partners within the European Free Trade
Agreement (Efta), Norway and Iceland, have already

Swiss Federal Councillor Doris Leuthard, Minister and
Head of the Federal Department of Economic Affairs of
Switzerland (FDEA), left, meets the mayor of Chengdu,

right, in Chengdu, China, Wednesday, July 11, 2007.

(KEYSTONE/Alessandro Della Bella)

SWITZERLAND & CHINA
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Swiss Federal Councillor Doris Leuthard feeds young
Panda bears at the Chengdu research base of Giant
Panda Breeding in Chengdu. (KEYSTONE/Alessandro
Della Bella)

made a similar move — unlike the European Union. Oslo
is also looking into the possibility of a free trade agree-
ment with China, while Reykjavik is entering the first
phase of trade negotiations with Beijing.

Discussions between Leuthard and her Chinese coun-
terparts mainly focused on the free trade accord, so other
important commercial issues for Switzerland, such as

high import tariffs on watches and on other industrial
sectors, were only touched upon so as not to pressure the
Chinese hosts.

Leuthard also saw progress on the subject of intellec-
tual property rights with the signing of a declaration of
intent between the two countries, but this is thought un-
likely to have an immediate impact on the problem of
commercial piracy of products, machines and technical
processes.

But other commercial restrictions between the two
countries, such as those concerning the pharmaceutical
industry, remain unresolved. Approval procedures ap-
pear extremely slow, complained pharmaceutical repre-
sentatives with the delegation. The same remark was also
made by the banking sector, although recent progress has
been made.

Outside the trade talks, the minister said she was im-
pressed by the seriousness of the environmental prob-
lems that China was trying to come to grips with.

Human rights were not an issue during talks with the
ministers. During her meeting with vice-president, Hui
Liangyu, Leuthard evoked the “improvement in people’s
conditions” with regard to the huge gap between the rich
and poor in China.

Sources: swissinfo with agencies

Change at the Embassy in Beijing

New Head of Economic and Commercial Section

Krystyna Marty Lang

Krystyna Marty Lang was borne in 1966 in Durban,
South Africa. After her childhood in East Africa and
South East Asia, she has spent the following years in
Switzerland for schooling. She has graduated from
Zurich University in Chinese Studies and International
Law in 1993. After a short passage as an assistant to the

Directors of Daewoo Securities in Zurich, Ms Marty
Lang has worked as a delegate of the International Com-
mittee of the Red Cross in Sri Lanka and Bosnia. In 1996
she joined the Ministry of Foreign Affairs as a diplomatic
trainee with assignments at the Integration Office
FDFA/FDEA and at the Swiss Embassy in Delhi. After
her diplomatic training she started as member of the
Swiss Development Cooperation and later on joined the
UN-Coordination Team in Berne. In July 2002 she was
transferred to the Embassy of Switzerland in Tashkent
where she was given the position of Deputy Head of Mis-
sion overlooking Swiss relations with Uzbekistan, Kyr-
gyzstan and Tajikistan. In August 2007 she has taken up
her new function as the Head of the Economic and Com-
mercial Section at the Embassy of Switzerland in Bei-
jing. Ms Marty Lang is married and has a son.

For further information please contact:
Economic and Commercial Section

Embassy of Switzerland in China
www.eda.admin.ch/Beijing




Basel and Shanghai Are City Partners

In Shanghai on 19 November 2007, Basel's Governing
Council member Carlo Conti and Deputy Mayor Dengjie
TANG signed the city partnership agreement between
Basel and Shanghai. The two cities are keen to promote
reciprocal exchange and co-operation in various fields
of business, in particular life sciences and finance, sci-
ence, culture and location marketing. On the margins of
the signing ceremony, it also proved possible to conduct
negotiations with respect to specific projects.

In recent years, relations between Basel and Shanghai
have been steadily extended and nurtured. Interest in a
twinning arrangement between Shanghai and Basel was
first raised in Basel during a visit by a delegation from
Shanghai in March 2006. Following this, the Canton of
Basel-Stadt examined the possibility of establishing a
formal relationship with Shanghai. It also gathered the
views of leading figures in the fields of business, edu-
cation, culture and politics, and clarified the require-
ments.

The city twinning arrangement between Basel and
Shanghai was formally signed within the framework of
a formal ceremony in Shanghai. In his address on the
occasion of the signing of the agreement, Deputy Mayor
Dengjie TANG underscored Shanghai’s interest in a co-
operative partnership with Basel. While there is cer-
tainly a striking disparity between the size of the two
cities, they also have similar interests: both cities are
amongst the world’s most important centres for the life
sciences, have tremendous economic power and are seen
as cultural metropolises. “The city twinning arrange-
ment emphasises the mutual strengths, and is designed
to bring benefits to both locations in these fields”, de-
clared Governing Councillor Carlo Conti at the cere-
mony, highlighting the objectives of the co-operation.
The agreement was signed in the presence of the Swiss
Ambassador to China, Dante Martinelli, the Swiss Con-
sul General in Shanghai, William Frei, Basel’s Secretary
of State Robert Heuss as well as the Head of City Mar-
keting, Sabine Horvath.

The Delegation of Basel and Switzerland at the Ceremony in the “Shangri-La”: (f.1.) Fangxia LI, Shanghai Munici-
pal Foreign Affairs Olffice (at the microphone); Sabine Horvath, Head of Marketing Basel; Basel's Secretary of State
Robert Heuss; Swiss Consul General in Shanghai, William Frei; Swiss Ambassador to China, Dante Martinelli, Baliff
of the Canton of Basel-Stadt; Carlo Conti, Councillor of the Canton of Basel-Stadt and Dengjie TANG, Vize Mayor of
Shanghai.
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On the part of Shanghai, the event was attended by se-
nior representatives of the Shanghai Municipal Foreign
Affairs Office, the University of Fudan as well as the Or-
ganising Committee of the Worldexpo 2010 in Shanghai.
To symbolise a successful and active co-operation, Basel
presented its twin city Shanghai with a basilisk fountain.
On the occasion of the signing of the agreement, how-
ever, only a miniature model of the foundation was
handed over. The real, full-size fountain will be trans-
ported to Shanghai by the spring of 2008, and is to be po-
sitioned at a prominent location.

Basel and Shanghai are determined to establish
an active city relationship

During the course of various discussions which took
place within the framework of the signing of the agree-
ment, initial co-operation projects were identified. For
example, at the beginning of March 2008 (58 March) a
delegation of the Shanghai Medical College at the Uni-
versity of Fudan will be travelling to Basel to take part
in a public scientific symposium. This will also enable
them to finalise preliminary projects in Basel together
with representatives of Basel’s University Hospital. A co-
operation was also agreed with Xuhui District in Shang-
hai. The responsible officials are planning to travel to
Basel at the beginning of January 2008 (7/8 January) to
hold initial talks. With over one million residents, Xuhui
District is one of Shanghai’s most important city districts
in terms of economic power. Further meetings with dig-
nitaries in Shanghai are set to follow in Basel in 2008
within the framework of BioSquare in March, as well as
on the occasion of Global Energy Basel in November.
And last but not least, Basel’s possible appearance at the
Worldexpo 2010 in Shanghai was also discussed with
Worldexpo representatives.

Signing of agreement on the
establishment of sister-city
partnership,; Deputy Mayor
of Shanghai, Dengjie TANG
and Councillor of the Canton
of Basel-Stadt, Carlo Conti.

Mutual interest

Although there is a striking difference between the size
of the two cities of Basel and Shanghai, there are no-
ticeable similarities between their economic interests:
Shanghai and Basel are two of the world’s most impor-
tant centres for the life sciences, have tremendous eco-
nomic power, are regarded within their respective coun-
try as cultural metropolises, and are established centres
of science and academic learning. In addition, Shanghai
and Basel are both port cities — albeit with different char-
acteristics.

For Basel, strategic twinning arrangements constitute
an integral part of its city marketing; these exercise a spe-
cific function in the field of international competition be-
tween regions. In accordance with the “positive feed-
back” approach, twinning arrangements are integrated
into the overall strategy pursued by the Canton of Basel-
Stadt, and need to be seen within the context of an inter-
national network. Basel focuses on activities which di-
rectly or indirectly influence the city’s positive
development. The most important topics are economic
affairs, in particular life sciences, exchanges in the fields
of knowledge and research as well as the establishment
and nurturing of a network on both sides.

For further information please contact:

Sabine Horvath

Head of City Marketing Basel
Phone +41 61 267 40 87
Email: sabine.horvath@bs.ch
www.basel.ch
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We will soon be the only airline to offer you non-stop service between Switzerland and Shanghai and Delhi. Service
to Shanghai begins May 9 2008, while daily non-stop service to Delhi started November 25, 2007. Fly conveniently
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offer you an expanded route network comprising 72 non-stop destinations. You can already book flights to Shanghai
and Delhi on SWISS.COM or through your travel agent.
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LOCATION Switzerland Media Tour 2007

A high-ranking Chinese business media delegation
toured Switzerland from August 22nd to 29th 2007, cour-
tesy of LOCATION Switzerland. The tour was especially
focused on Switzerland as a global business hub.

9 Vice-Chief Editors representing leading Chinese busi-
ness magazines and business newspapers took part in the
one week tour through Switzerland. The purpose of the
visit focused on the one hand on building awareness of
Switzerland as business location with media key persons.
At the same time the trip helped to establish sustainable
relationships for promotional activities going forward.
The Chinese guests were offered a variety of insights
and experiences as part of the program. Support was pro-
vided by Presence Switzerland, Greater Zurich Area AG,
Development Economic Western Switzerland, Berne
Economic Development Agency, Basel Area and Eco-
nomic Business Development Lucerne. Excellent co-op-
eration with renowned institutions and globally success-
ful companies produced a series of seminars. Each day
had its own theme for presenting and discussing Switzer-
land and its position in the business world more in detail.

Day 1: Business and Education Location Switzerland

The day started with a brief introduction to the key suc-
cess factors for Switzerland’s economic prosperity by
Mr. Thomas Holenstein, Chief Representative for China
of LOCATION Switzerland. Prof. Stephan Garelli, Chief
IMD World Competitiveness Center, then gave a notable
speech setting out his appraisal of opportunities and
threats in today’s business world and the impact of China.
A visit to EPFL (Ecole Polytechnique Fédéral de Lau-
sanne) and a brief introduction of the University of St.
Gallen as a leading international oriented Swiss business
school completed the first day’s informative elements.
With a warm welcome by Mrs. Irmgard Mueller of the
Hotel Beau-Rivage Palace in Lausanne and a welcome
address by the Mayor of Lausanne, Daniel Brélaz, dur-
ing the dinner in the Olympic Museum, the media trip
was off to a flying start.

Prof. Stephan Garelli, Chief IMD World Competitiveness
Center.

Mayor of Lausanne, Daniel Brélaz.

Day 2: State of the art Business Structuring

The main elements of Day 2 were an informal talk with
Federal Councillor Doris Leuthard, Swiss Minister of
Economy. Impressed by the openness and easy going
manner even at the highest political level in Switzerland,
the delegation concluded the visit to the Federal Build-
ing with several photo opportunities. In the afternoon

Federal Councillor Doris Leuthard, Minister and Head
of the Federal Department of Economic Affairs of
Switzerland (FDEA)

PricewaterhouseCoopers welcomed the delegation to
their new offices to discuss major issues regarding the
globalization of Chinese companies. Do’s and don’ts, ob-
stacles and the cost implications of setting up interna-
tional business structures as well as Switzerland’s role as
a European trading and headquarter location were pre-
sented by Stefan Schmid, Partner International Tax. A
lively discussion and detailed questions showed that the
media delegation took very seriously their mission to in-
form and educate Chinese managers and entrepreneurs
about new aspects when going global. After talking the-
oretics, the delegation had the opportunity to discuss the
practicalities of settlement in Switzerland with the testi-
mony by CBC. With more than 1,000 employees located
in China, Japan, India and Switzerland, CBC offers mar-




Peter R. Schmid, Head Executive Relations, Credit Suisse Group (seated, 3rd f.I.).

keting research, business consulting and executive
search services.

Day 3: Trading Platform Switzerland

On top of Mount Titlis, with an astonishing view over
Switzerland as well as some parts of Europe’s major mar-
kets like Germany, France and Italy, the media tour par-
ticipants got an overview of world-leading commodity
traders based especially in central Switzerland. Typical
Swiss food, entertainment 3,000 m above sea level, a
photo-call in traditional Swiss costume and the specially
decorated cable car cabins made this day a special expe-
rience long to be remembered.

Day 4: Tourism and Watch Country Switzerland

The weekend was especially designed to help the dele-
gates to relax and take a break. Shopping tours in
Lucerne, a visit to the watch museum at IWC
Schafthausen and an adventuresome boat trip in the
midst of the Rhine Falls, followed by a wine tasting high-
lighted some factors which make up the quality of life in
Switzerland.

Day 5: Financial Center Switzerland

On the second last day, the delegation got background in-
formation about Switzerland as a renowned global fi-
nancial center. In the historic board room of Credit Su-
isse Group at “Paradeplatz” in Zurich the myths about
the Swiss bank secrecy, as well as the importance of a
well established financial system were discussed. A
lunch, hosted by Dr. H.-U. Doerig, Vice Chairman of
Credit Suisse Group, gave an additional opportunity for
personal exchanges with one of Switzerland’s most ex-
perienced bankers with Chinese affiliations. After a

shopping session at the famous “Bahnhofstrasse” the
delegation met with Susan Horvath, Managing Director
of the Swiss-Chinese Chamber of Commerce , who out-
lined the role of this major institutionalized business link
between Switzerland and China.

Day 6: Life Sciences Center Switzerland
To point out that not only service industries can operate
successfully out of Switzerland but also highly sophisti-

Chinese Media represented by:

— China Entrepreneur, fortnightly magazine,
circulation 180°000

— Global Entrepreneur, monthly magazine,
circulation 147°000

— The Economic Observer, weekly newspaper,
circulation 200°000

— China Daily, daily English newspaper,
circulation 200°000

— Sina.com, online news,
circulation 500 million daily page views

— China Business, weekly newspaper,
circulation 300’000

— China Business News, daily newspaper,
circulation 600’000

— Caijing Magazine, monthly magazine,
circulation 225’000

— SanLian Life Weekly, weekly magazine,
circulation 200°000
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cut short due to time restrictions. Having started with the
Mayor of Lausanne, the media tour ended with a warm
welcome address by Dr. Ralph Lewin, Councillor of
Basel-Town.

All in all the LOCATION Switzerland Fact Finding Mis-
sion was a great opportunity to get to know key people
in the Chinese business media. In a good atmosphere dur-
ing the week, participants gained useful advice for the
promotion of Switzerland as a business location in China
and the original goal of the trip, a sustainable network
with the Chinese media, was accomplished. Several in-
formal follow-up meetings in China have since taken
Councillor of Basel-Town, Dr. Ralph Lewin. place, including a reunion dinner in November in Bei-
jing, and concrete co-operation projects are under devel-
opment.

cated production and manufacturing entities, the final

day was themed “Life Sciences Center Switzerland”. For further information please contact:

With a visit to Novartis, one of Switzerland’s two world-

leading pharmaceutical giants, the media representatives LOCATION Switzerland China

experienced not only the high-tech and strategic ap- Marco Rhyner, lic. oec. HSG

proach to sustainable success but also the international Herrenacker 15

labour force, especially in the tri-national corner at CH-8200 Schaffhausen

Basel. Again the discussions during lunch, hosted by Phone: +41-(0)52-674 06 00

Prof. Dr. Paul Herrling, Head of Corporate Research E-Mail: marco.rhyner@locationswitzerland.cn
were very stimulating and extensive and only had to be www.locationswitzerland.cn

We excel at what we do.

B Premium air cargo and sea freight services

between Zurich, Geneva or Basle and mainland
China as well as Hong Kong and Taiwan

= Import and export, consolidation and full container
service to all major airports and ports

®E Own liaison office in Shanghai:
977 Hong Qiao Rd. Block 3, 30 A, Shanghai, China
Phone: +86 21 6209 2114

m Official Swiss agent for China Cargo Alliance
and China Worldwide Cargo Network

SCH\N=-IDER

International Freight Forwarding

www.schneider-transport.com and Logistics
Schneider + Cie AG Schneider + Cie AG Schneider + Cie SA
Solothurnerstrasse 48 Domicile: Oberfeldstrasse 12 ¢ 1A, rue de la Bergere
PO. Box 4273 CH-8302 Kloten CH-1217 Meyrin 1
CH-4002 Basel Postal address: PO. Box, CH-8058 Zurich-Airport Phone +41 22 989 10 50
Phone +41 61 365 96 90 Phone +4144 800 17 17 gva@schneider-transport.com
basel@schneider-transport.com zuerich-apt@schneider-transport.com




China Business Forecast 2008

Another Good Year, But Too Good to Be True?

China's development during 2007 was characterized by
strong economic growth once again, estimated at 11.5%
for the year, and we expect further growth of around 10%
in 2008. With China hosting the Olympics in August
2008, the Chinese government will strive to maintain a
stable and expanding economy, and in our view will suc-
ceed in doing so. As the Chinese saying goes, ‘a bike must
have speed in order not to fall’.

However, the speed of economic growth is also lead-
ing to more and more risk. As we move through 2008,
concerns about inflationary pressures, stock market bub-
bles and an overheated real estate may well strengthen.
1o a large extent, the materialization of these risks will
depend on government policy, and will be avoided if the
right policies are put into place and enforced.

Stock Market and Real Estate: Risk of a Double
Bubble

Stock prices have boomed over the last year and average
P/E ratios are now around 70 (Figure 2). The impact of

this bubble bursting in 2008 would be limited, since the
total value of tradable shares is less than 35% of GDP,
and shares account for a relatively low proportion of Chi-
nese households’ assets. However, if the bubble is al-
lowed to continue to grow through 2009 and beyond, the
potential impact could be much greater.

With real estate the situation is different, as the impact
of a crash would be much larger. However, although
housing prices have been increasing quickly over the last
3 years (Figure 3), this is following 10 years of almost
no increases. Moreover, taking into account GDP and in-
come growth over the last decade, housing prices have
actually fallen in relative terms. Therefore a housing
crash is unlikely. However, as with the stock market, the
situation should be monitored closely, as the risks could
heighten if prices continue to increase at the same rate.

Inflation: Up But No Threat (Yet)

Inflation increased to over 6% in September 2007, or
about 4.5% for the year as a whole. Food price increases
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Figure 3: Real Estate Price Index in China
(Previous Year=100)
Source: China Statistics Bureau

are the main reason, but raw material costs are also a fac-
tor. We do not expect inflationary pressures to strengthen
beyond current levels, and inflation may well remain un-
der 4% through 2008. However, there is an outside pos-
sibility that inflation may increase, driven by the expec-
tation of inflation and/or raw material cost increases. If
this happens, then we should expect to see the govern-
ment raise interest rates in order to avoid inflation be-
coming a major obstacle to growth.
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Figure 5: GDP Segmented by Investment,
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Source: China Statistical Yearbook 2007
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Figure 6: Per Capita Annual Consumption (RMB)
Source: China Statistical Yearbook 2007

With export growth bound to slowdown, the government
will increasingly focus on domestic consumption as a
sustainable driver of economic growth. Indeed, we be-
lieve that China is now undergoing a qualitative shift in
consumption growth, with consumers in bigger cities
moving beyond the historical focus on financial security
to some allowance for leisure and pleasure, and con-
sumer aspirations spreading from the larger cities to
medium cities and even smaller cities. China’s top 100
cities are now all in play (Figure 8), accounting for 41%
of China’s urban population and as much as 78% of ur-
ban disposable income.

Figure 4: Inflation Rate in China, 2001-2007
Source: China Statistical Yearbook 2007

Consumption: The Boom Has Finally Started

Investment continues to drive China’s economy, with
consumption accounting for only 38% of GDP (Figure
5), much lower than the 71% in the United States. The
official figure for consumption growth was around 10%
in 2007 (Figure 6), but this is probably an underestima-
tion, caused by poor statistics for service sector con-
sumption. Retail sales, for instance, grew 14% in 2006
and are estimated to grow at a similar rate in 2007 (Fig-
ure 7).
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Figure 7: National Retail Value of Consumer Goods
(Billion RMB)

Sources: China Statistical Yearbook 2007,

China Statistics Bureau, InterChina Analysis
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This is the start in China’s consumer boom (Figure 9). It
is currently being driven by the explosive growth of the
lower/medium middle classes, defined as having annual
incomes between USD 4,000—USD 12,000, and ex-
pected to grow from the 100 million people today to
500—-600 million in 2020. By 2010, consumption will
get a further boost from the growth of the upper middle
class, defined as having incomes above USD 12,000, ex-
pected to grow from the 10 million today to 70— 100 mil-
lion in 2020 (equivalent to the size of Germany).

Trade: Exports to Shift to Higher Valve-Added
Products

In 2007, exports are estimated to grow almost 24% to
USD 1,200 billion, and imports 20% to USD 945 billion.
We consider it unlikely that China will be able to main-

tain such fast export growth through 2008, not only be-
cause of their enormous volume in absolute terms, but
also because the shrinkage in labor-intensive exports
won’t be fully offset by the expansion in value-added ex-
ports (Figure 10). Therefore, we expect overall export
growth to slow to 10—15% in the coming years.

China’s overall trade surplus was USD 160 billion in
2006 and is expected to surge to USD 254 billion in 2007.
The trade balance, in particular with its major trading
partners (United States, European Union), is increas-
ingly tilting in China’s favor and will result in greater po-
litical tensions in 2008.

Foreign Direct Investment: Plateau

While multinational companies continue to expand their
operations in China to access the emerging local market,
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2007 vs. 2020

Source: InterChina Analysis
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Figure 10: China’s Value-Added Exports
(million USD)
Source: China Statistical Yearbook 2007, MOFCOM

and while the opening of China’s service sector is at-
tracting more and more foreign players to establish new
operations, foreign investment in labor-intensive and ex-
port-oriented production has been decreasing. As a re-
sult, FDI in 2007 will stagnate at 2006 levels, or around
USD 65 billion.

In 2008, we anticipate a slight decline in FDI to around
USD 60 billion, and then for FDI to fluctuate around that
level for a few years thereafter. Although FDI as a pro-
portion of GDP continues to decrease as it has done over
the last 10 years, FDI remains extremely important to
China’s economy: foreign invested enterprises account
for almost 60% of China’s total exports and over 80% of
China’s high-tech exports.
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Figure 11: FDI vs GDP (billion USD)
Source: China Statistical Yearbook 2007

RMB: Further Currency Appreciation Likely

Since China scrapped the RMB’s peg to the U.S. dollar,
the currency has slowly moved against the dollar from
RMB 8.28 in July 2005 to RMB 7.4 in November 2007,
a total appreciation of 11% over the course of just over 2
years. The economic impact of RMB appreciation has
been limited, and really only felt in low-margin export
industries such as textiles, shoes and toys. We expect the
Chinese government to continue the gradual apprecia-

tion of the RMB against the U.S. dollar through 2008,
most likely in the region of a further 4% to 6%, with the
speed determined by the needs of the domestic economy
more than international political pressure.
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Figure 12: Currency Exchange Rate, USD-RMB,
2000-2007

Source: China Statistical Yearbook 2007,

China Statistics Bureau

Macroeconomics Aside...

Even though we expect 2008 to be a very good year, for-
eign players in China still need to be aware of the risks
taking shape. Although the Chinese government has the
means to mitigate most of these risks, there’s still the pos-
sibility of a policy hiccup and consequent economic dis-
ruption, especially in the 2nd half of 2008 or into 2009.
Some risks are beyond the Chinese government’s con-
trol, such as arecession in the United States, which would
undoubtedly reduce export earnings.

Macroeconomic risks aside, the focus of attention for
most foreign players over the coming year will be the
growing operational challenges. In our view, we are en-
tering a new era with new dynamics, and few foreign
players are ready for the fiercer competition, constant
margin squeeze, worsening IPR infringement and turbu-
lent human resources. Probably the key success factor
will be the best positioning (and frequent repositioning)
of the operation along the continuum between the ‘Chi-
nese model’ and the ‘Western approach’ in a rapidly
changing environment. For those that realize and meet
these operational challenges, 2008 looks set to be another
good year.

InterChina Profile

InterChina is a boutique management consul-
tancy specialized in strategy, corporate and hu-
man resources services for companies doing
business in China. Since being founded in 1994,
InterChina has emerged as one of the leading
consultancies in China. We have a team of 50 con-
sultants, with sector expertise in automotives,
machinery, energy and chemicals, among others.




China Risk Overview: 2008

Area Risk Level Comments

Economic | Protectionism Certain China will increasingly protect and support domestic industries resulting
in more difficult market access in many sectors, in particular those con-
sidered ‘strategic’.

Inflation Likely Inflationary pressures will be stronger than 2007, but inflation is
unlikely to exceed 4%. If inflation does increase further, the correct
policy response will be important.

Currency Likely The currency will appreciate by a further approx. 4-6% during 2008.

revaluation

Pollution control | Likely Pollution control and energy conservation are now at the top of the

& energy conser- political agenda at both national and local levels, and this will result in

vation additional controls and costs in 2008 (including indirectly through sup-
pliers).

Increasing Non- | Likely Whilst China will continue to comply with its WTO commitments, it will

Tariff Trade also introduce further NTBs, in particular with regard to market access

Barriers (NTBs) (JV requirements) and to standards.

Social instability | Likely, but | Due to rising income disparity, unemployment and corruption, incidents
controlled | of social unrest will continue through 2008, with an underlying risk of

widespread protests in the longer-term.

Banking collapse | Unlikely The government is largely addressing the problems of the banking sys-
tem. While an economic slowdown in 2008 could result in a bad debt
crisis, the government has the means to control this.

Business | Cost increases Certain There will be an overall cost increase in 2008, driven mainly but not
only by labor costs. Some foreign investors, given the high costs of first
tier cities and coastal areas, will consider alternative regions in China
(or other countries) for all or part of their activities.

Administrative Certain While many new regulations are being issued by the central govern-

arbitrariness and ment, legal transparency and enforcement will vary between govern-

lack of trans- ment levels and across regions due to a lack of local government
parency resources.

Staff shortages Certain & | 2008 will see increased competition for mid- and senior-level mana-
getting gerial personnel, as well as qualified people in key technical and
worse purchasing positions. In addition, wage levels for blue collar workers in

the coastal areas will rise rapidly amid worker shortages.

Fierce competi- Certain & | Chinese companies will put even greater pressure on margins through

tion from Chinese | getting 2008, including for products that are still too advanced to have direct

companies fiercer Chinese competitors at present.

Energy shortages | Limited Nationwide shortages are no longer a risk due to new electricty gener-
ation & distribution capacity coming online, although temporary short-
ages may occur, particularly in Guangdong Province.
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Annual Economic Report

November 2007 Update

Appreciation of the Economic Problems and Issves

The 11th five-year plan (2006-2011), adopted at the
March 2006 National People’s Congress Meeting, has set
the twin goals of reducing investment in overheated sec-
tors and stimulating consumption levels. The Chinese
Government has articulated its desire to move the coun-
try from an export-and investment-led growth to one bal-
anced by healthy consumer spending. China’s top eco-
nomic planner, the National Development and Reform
Commission, has declared it will focus its efforts on in-
stilling a “new sense of security in Chinese households”.

In July 2007, China revised its estimate of 2006 GDP
growth from 10.7% to 11.1%. The Chinese economy
continued to grow at a brisk pace in 2007. The GDP grew
by 11.5% in the first nine months of the year. The
higher than expected GDP growth recorded for the third
quarter was fuelled by a huge trade surplus, booming re-
tail sales and heavy investments in new factories, roads,
bridges and real estate projects.

Retail sales grew 17.1% in the year to August, due to
rising incomes, but also because of the steady rise in in-
flation. The consumer price index (CPI) rose by 4.1% in
the first six months of 2007. In August, CPI grew by
6.5% year on year — an eleven year high. A sharp in-
crease of 18.2% in food prices, contributed signifi-
cantly to the rise of China’s CPL.! The increase in food

Essential Economic Data

prices was mainly caused by higher pork prices, after an
illness? killed millions of pigs and feed costs were rising.
Non-food inflation remains low, at 0.9 %.> The central
government was giving priority to combat inflation
with social stability being a big concern ahead of the Na-
tional Day holiday and the 17th National Party Congress.
Price-control measures for consumer goods have there-
fore been issued.* Although the People’s Bank of China
(PBOC), the central bank, doesn’t have a public inflation
target, it is generally considered to be aiming to keep the
rate below 3%. Despite all signs show that raising the in-
terest rate has little effect to cool the sizzling economy,
the PBOC has raised the one-year deposit and lending
rate by 0.27 percentage points up to 3.87% and 7.29%
respectively on September 15, the fifth time this year.?

The above-trend growth in money supply, fuelled by
record monthly trade surpluses, the stronger than ex-
pected GDP-growth and a booming stock market are all
adding to concerns that the economy could be over-
heating.

A growing number of analysts are showing concerns
that China’s stock market is in bubbling area. Despite
warnings about the lack of transparency, corruption
scandals and companies with shaky financials, capital
keeps flowing into the Chinese stock market which had

2001 2002 2003 2004 2005 2006
GDP (RMB billion)*/ ***%*%* 10°965.5 | 12°033.3 | 13°582.3 | 15°987.8 | 18232.1 | 20°940.7
GDP (USD billion) 1°358.8 | 1°491.1 | 1°683.0 | 1°981.1 | 2°259.2 | 2°630.1
GDP per capita (RMB)**/ ##x#kx 7°651.0 | 8214.0 | 9°111.0 | 10°561.0 | 11°000.0 | 12°661.5
GDP per capita (USD) 948 1018 1129 1309 1363 2001
GDP growth (%)*/ *¥¥kx/ kxkskx 83 9.1 10.0 10.1 9.9 10.7
CPI inflation (%)*/ **#*¥/ *xkkxx 0.7 -0.8 1.2 39 1.8 1.5
RMB: USD exchange rate of BoC
of 31 December 2005 8.0702 | 8,0702 | 8.0702 | 8.0702 | 8.0702 | 7.8041
Unemployment rate
Level-registered (Millions)**** 6.9 7.7 8.0 8.3 8.4 N/A
Rate-registered in urban (%)*/**** 3.6 4.0 43 4.2 4.2 N/A
EIU estimates (average in %) N/A N/A N/A 9.9 9,0 N/A
Fiscal balance (% of GDP) -2.6 -2.9 -3.1 -1.5 -1.14 -0.8
Current account balance
(% of GDP)*/ #*%s 1.3 2.4 2.8 3.6 5.6 7.7
Total External Debt (% of GDP)*/ **%*** 14.5 13.3 11.8 11.8 12.7 11.4
Debt-service ratio
(% of exports of g&s)*/ **** 8.1 8.4 7.6 3.6 3.0 32
Gross official reserves
(minus imports, USD billion)* o4 10-5 106 12 13 N/A

Sources:

*Worldbank 2006 / **NBS / ***MofCom / ****OECD 2006 / ¥*****E[U / ¥***%* [MF




China: Structure of the Economy

| 2000 | 2002 | 2003 | 2004 | 2005* 2006**
Distribution of GDP (%)
Primary Sector 15.8% 15.3% 14.4% 15.2% 12.4% 11.8%
Secondary Sector 50.1% 50.4% 52.2% 52.9% 47.3% 48.7%
Tertiary Sector 34,1% 34.3% 33.4% 31.9% 40.3% 39.5%
Distribution of Labor (%)
Primary Sector 50.0% 50.0% 49.1% 47.0% 44.8% n/a
Secondary Sector 22.3% 21.4% 21.6% 22.5% 23.8% n/a
Tertiary Sector 27.7% 28.6% 29.3% 30.5% 31.4% n/a
(of which state sector) 10.5% 9.7% 9.2% 8.9% 11.2% n/a

Sources: NSB, *MofCom, **OECD

been growing 300% in the past two years. But like other
emerging economies, China’s stock market is notoriously
volatile.® The introduction of a stamp duty on May 30
managed to push prices down for a while but the under-
lying incentives for so many Chinese investors to punt in
an overheated market remain as the country’s investment
options stay quite limited. At the same time the raising
inflation also means bank saving accounts are earning
negative real interest and that is pushing individuals to
divert their bank savings into the stock market.” Besides
the rise of interest rates the PBOC raised bank reserve
requirements for the eighth time this year to 13% on Oc-
tober 25, a measure aimed to limit the amount of liquid-
ity shifting into the stock market.®

Analysts expect that the government has a series of
other targeted policies it can steadily introduce to cool
the market. A loosening of the rules that restrict over-
seas investment by Chinese funds and individuals and
further relaxation could divert money away from main-
land equities.’ In August the China Securities Regulatory
Commission issued rules to let public firms issue cor-
porate bonds on a trial basis in a long awaited move to
expand their fundraising channels. However, this open-
ing has been closed again in October.

Capital raised by new listings in China is set to exceed
$52bn this year, twice the figure forecast in January,
putting the mainland on track to become the world’s
leading centre for share offering this year.'?

China’s foreign-exchange reserve holdings have
reached USS$ 1.43 trillion at the end of September high-
lighting the enormous sums of foreign money flowing
into China. The record-breaking monthly trade surpluses
are the main cause for these huge inflows. In order to seek
higher returns on at least some of that money the Chi-
nese government set up a sovereign investment fund, the
China Investment Corporation (CIC), this September,
capitalized initially with about US$ 200 billion.

China’s trade surplus for the first half of the year
has now reached US$ 113 billion. The country’s large
trade surplus with the U. S. and Europe has raised pro-
tectionist sentiments in the concerned countries. There-
fore the Chinese government has introduced export tax
rebate cuts for energy-intensive products which came
into effect on July 1, 2007. Due to this rebate cuts ex-
ports of some products, such as steel, jumped dramati-
cally in the first half.!!

The immense political and economic pressure

brought by the enormous trade gap mainly focuses on
the nation’s exchange-rate controls. China is widely
criticized for keeping its currency cheap in order to give
exporters a price advantage. There are no signs so far that
China will yield to U. S. lawmakers’ demands for the Chi-
nese currency to rise sharply against the dollar. Although
the pressure has been existing for a long time, the yuan
has risen about 3% against the dollar so far in 2007.
The EU also blames that an important part of its current
trade imbalance is artificial as access to the Chinese
market is hampered by barriers. Further the EU de-
mands a better protection of intellectual property rights
and copyrights.'? The central bank continues to repeat its
will to keeping the yuan exchange rate “basically stable”,
as China’s foreign exchange policy alone can’t resolve its
external balances. These are mainly caused by struc-
tural problems in the domestic economy and the Chi-
nese government accents its will to use fiscal and tax
policies to boost domestic demand to resolve the imbal-
ances. !

Worldwide concerns about product safety in China
are growing. A range of Chinese exports, from fish and
toys to pet food, toothpaste and only recently textiles, has
been found to be mislabelled, unsafe or dangerously con-
taminated. So far, the safety scandals have had a limited
impact on exports as toys and foodstuffs make up only
a small part of China’s overall exports. However, textiles
and clothing made up more than 13% of exports in the
first half of the year and will thus be more of a cause for
concern for the authorities.'*

In June the Chinese National People’s Congress passed
a new contract labour law. The law is intended to im-
prove labour rights and stop abuses such as unpaid labour
and forced overtime in setting standards for manda-
tory labour contracts, lay-offs and severance payments.
It will come into effect on January 1, 2008. The law was
extensively debated both in China and abroad. The law’s
final version has received mixed comments from the for-
eign corporations and their lawyers in China. Companies
argued that the rules would substantially increase labour
cost and reduce flexibility. International labour experts
said several of the most delicate clauses had been wa-
tered down."

Beijing passed a long-awaited antimonopoly law on 30
August. The law, which will come into effect on 1 Au-
gust 2008, was welcomed cautiously by foreign business
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groups as they hope the law will contribute to a more
open economy and a level playing field for business in
China. However, some concerns remain as it allows the
government to conduct “national security reviews” of
foreign acquisitions of domestic enterprises and could
therefore prepare the ground for protectionism. Further
the government’s definition of abuses of intellectual
property rights to create monopolies could be used as jus-
tification for infringement of intellectual property
rights. So far, further clarifications on how the law will
be applied are awaited.'®

China fully opens its travel market to foreign travel
agencies. The China National Tourism Administration
has allowed foreign-funded travel agencies to set up sub-
sidiaries in China starting from 1 of July, about four
months ahead of the November 11 deadline set by the
WTO. Although as agreed with the WTO, joint-venture
and solely foreign-funded agencies cannot operate out-
bound tours, the full opening-up is still attractive for
overseas investors. China has the largest domestic
tourism market and is the world’s fourth most popu-
lar destination.

International and Regional
Economic Agreements

Country’s policy and priorities

China as a member of the World Trade Organisation

(WTO)

China’s accession to the WTO in 2001 has had and will
continue to have vital implications for the furthering of
the Chinese economic system reforms and the develop-
ment of the country altogether. It is widely recognized
that China has fulfilled most of its WTO commitments
— usually on time and sometimes ahead of schedule.
While China has terminated its fifth and final year of
WTO-commitments’ implementation on 11 December
2006, there are concerns that trade barriers are being re-
placed by more subtle obstacles, concealed by the chal-
lenges of implementation and enforcement of WTO reg-
ulations.

A lack of compliance to WTO rules is however clearly
noted in areas such as agricultural product imports, mar-
ket access for financial services, discriminatory tax prac-
tices against foreign companies (VAT), as well as lack of
transparency in trade regulations, of distribution rights
provisions for foreign firms and of intellectual property
rights enforcement. In the first four years as a member
of'the WTO, China has also been the target of numerous
anti-dumping complaints. A 2006 high-profile case in-
volved the EU imposing anti-dumping duties of nearly
20% on a broad range of footwear products. In late March
2007 the U.S. Department of Commerce announced tar-
iffs of 10-20% on glossy paper imported from China, to
offset the impact of alleged government subsidies. This

reversed a 23-year-old policy of not imposing counter-
vailing duties on a non-market economy.!”

So far, China has leant towards being an advocate of
free-trade within the WTO, demonstrating a strong en-
gagement in issues typically affecting emerging markets
— also in the context of its involvement with the Group
of 20 developing countries (G 20) led by Brazil — such
as the liberalisation of agricultural markets. China wants
to give the image of an active WTO-member but has so
far been criticized for not engaging hard enough to find
a compromise on Doha.

Following the suspension of the Doha round talks in
July 2006, China expects first the US and then the EU to
take major steps to unlock negotiations, thus opening the
door to G20 and G33 concessions. Should the Doha
round ultimately fail, it seems that China could accom-
modate itself to a more regionally and bilaterally struc-
tured global trade environment as China-led intensifica-
tion in FTA-negotiations in the last few years has shown.

Under its WTO accession commitment, China “fully”
opened up its banking industry to foreign competition on
11 December 2006. Having progressively relaxed re-
strictions over the past five years, China allows foreign
banks access to its RMB retail business and lifts all ge-
ographic and client constraints on their operations,
eliminating any existing non-prudential measures re-
stricting ownership, operations, internal branching and
licenses.'® The revised Regulation on the Administration
of Foreign-funded Financial Institutions by the State
Council also allows subsidiaries of foreign banks to of-
fer foreign exchange and RMB services to all customers,
meaning both corporate and retail customers just as do-
mestic banks, and also permits branches of foreign
banks to continue doing foreign exchange business with
all customers and RMB business with foreign and Chi-
nese enterprises as they did before.!® Critics say that from
a macro point of view, this doesn’t mean much for the
banking system. Foreign banks will continue to face sig-
nificant regulatory and market barriers. To offer the full
range of local currency services, foreign banks must in-
corporate their Chinese subsidiaries locally which means
high capital requirements. Another obstacle for foreign
banks will be the licensing and approval process for in-
dividual business lines and branch networks. So far,
twelve foreign banks — none of them Swiss — have been
allowed to incorporate their Chinese branches into sub-
sidiaries.

China-ASEAN Free Trade Agreement (CAFTA)

After its successful accession to the WTO, China turned
itself to ensuring the conclusion of regional free trade
agreements. In November 2002, China began official ne-
gotiations with ASEAN and signed a framework defin-
ing the liberalisation of trade in several steps to lead to
the establishment of CAFTA by 2010 for the original
ASEAN members (Brunei, Indonesia, Malaysia, Philip-
pines, Singapore and Thailand) and by 2015 for the
newer and less developed members (Cambodia, Laos,
Myanmar, Vietnam). The framework agreement states
the objectives of the group with China and aims to lower
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Trading partners of the People’s Republic of China

«
g ‘§o S o S %,
g2 % | Sa S |1E2
sz 2 =32 5 =53
SE & = =
=N - “ £8%
S - = =
Q &) =
EU 152,85 20,0% 31,3
USA 148,61 19,4% 16,7
Hong Kong 115,38 15,1% 23,1
Japan 64,95 8,5% 11,7
South Korea 35,58 4,6% 28,8
Germany 29,93 3,9% 17,7
Netherlands 24,73 3,2% 36,1
United Kingdom 19,56 2,6% 32,8
Singapore 19,10 2,5% 30,1
Taiwan 15,18 2,0% 14,4
Russia 17,00 2,2% 81,2
ASEAN 59,38 7,8% 32,2
EFTA 3,82 0,5% n/a
Iceland 0,0625 | 0,008% 22,8
Liechtenstein 0,0074 0,001% -24,5
Norway 1,4193 | 0,185% 26,6
Switzerland 2,3290 0,3% 354
Total 765,74 100% 27,8
2 ¢ :sE
€ % | Eg | 3 |1E2
£ 2 | E2 | £ |Zi
2 = = EES
HE = ESE
Q &) =%
Japan 85,25 14,1% 16,7
EU 70,49 11,7% 21,8
South Korea 65,61 10,9% 14,9
Taiwan 62,36 10,3% 12,6
USA 4531 7,5% 15,5
Germany 28,68 4,7% 19,6
Malaysia 17,79 2,9% 22,6
Australia 16,46 2,7% 34
Philippines 14,67 2,4% 37,9
Thailand 14,05 2,3% 25,7
Singapore 11,41 1,9% -0,5
ASEAN 68,56 11,4% 22,4
EFTA 4,68 0,85% n/a
Iceland 0,0283 | 0,005% 0,2
Liechtenstein 0,0156 0,003% 77,7
Norway 1,1005 | 0,182% 40,6
Switzerland 3,5376 0,6% 31,7
Total | 60398 | 100% | 196

Source: Ministry of Commerce

bilateral tariffs to 0—5% on most goods and eliminate
non-tariffs barriers. However, it doesn’t detail the
FTA’s institutional set-up, relying on future consulta-
tions. The negotiations ended in October 2004 and the
partners signed several trade pacts a month later at the
ASEAN-meeting in Vientiane, Laos. The tariff reduction
programme was launched in July 2005, the start ofa com-
prehensive implementation of CAFTA.

While China continuously tries to convince the ASEAN
countries of the mutual benefits of closer trade relations,
the latter feel growing concern at perceiving the suc-
tion-effect that the industrial site that China is, has on at-
tracting foreign direct investment. Meanwhile, Japan and
the USA also see their position as regional economic su-
per-powers challenged and consequently put an effort to
reach a free-trade agreement with the ASEAN-countries
themselves.

It follows from China’s tightening ties with ASEAN that
the country would press further regionalism. China has
supported the transformation of ASEAN+3 (China,
South Korea and Japan) into the East Asian Summit
(EAS), which has welcomed Australia, New Zealand and
India to the group during its inaugural meeting on 14 De-
cember 2005 in Malaysia.

In January 2007 a series of East Asian summits was held
in Cebu, namely the 10th ASEAN-China Summit, the
10th ASEAN+3 Summit and the 2nd East Asian Sum-
mit. China and ASEAN signed a Trade in Services
Agreement under which service providers will enjoy im-
proved market access, including national treatment in
business services, construction and engineering related
services, tourism and travel related services, transport
and educational services, telecom services and other ser-
vice related sectors. The accord came into effect in July
2007. At the same time the leaders of the ten ASEAN
member countries affirmed their strong commitment to
accelerate the establishment of a FTA with China by
2015.

Other international free trade negotiations

— China and Chile signed a FTA at the APEC-Summit in
Busan, South Korea, in November 2005, (only a year
after negotiations started) which has come into effect
on 1 October 2006 and will eventually lift customs fees
on the trade of 97% of all trade goods.

— After six rounds of talks between China and New
Zealand, Premier Wen Jiabao hinted in April 2006 a
comprehensive FTA agreement could be signed within
two years. On the eleventh round of talks in March
2007 progress was made across the board with dis-
cussions now well advanced in a number of technical
areas of the negotiations. In July New Zealand’s Prime
Minister Helen Clark expressed her hopes that the FTA
will be completed by mid 2009, a year later than sched-
uled.

— Comprehensive China-Australia FTA-negotiations
were launched in April 2005, but due to substantial
stumbling blocks, namely in agriculture and industrial
goods, are making relatively slow progress. The ninth
round of talks, taking place in June 2007, concluded
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with few signs of progress. Although the meeting went
slightly better than the previous round the expectations
for the FTA keep low.

China has also started negotiations on a bilateral FTA
with the Gulf Cooperation Council (GCC) and plans
to follow suit with MERCOSUR, India and the South-
ern African Customs Union (SACU).

After five rounds of negotiations since April 2005,
China and Pakistan have agreed on market access and
signed a FTA on 24 November 2006. Under the agree-
ment China and Pakistan will reduce or eliminate tar-
iffs on all products in two phases, the first phase be-
ginning on 1 July 2007. In the first five years both sides
will cut tariffs on imports in five categories up to 85
percent. The second round of talks on the “services”
chapter was held in August and the negotiations should
be concluded by the end of this year.

In May 2007 China and Peru launched a first joint fea-
sibility study in Beijing with the aim to conclude the
study within three months. On their second meeting,
held in Lima in late July, the beginning of negotiations
on a FTA in the first months of 2008 was announced.
China and Switzerland decided in July 2007 to look on
both sides into the feasibility of a possible FTA.
China and South Korea conducted two rounds of joint
research in 2005 and 2006 which will form the basis
for exploring the possibility of initiating FTA negoti-

EXECUTIVE SERVICE

ations. The next round of talks on a joint study of an
FTA will take place in October.

— Early meetings with the new Japanese Prime Minister
Shinzo Abe and the November 2006 State visit of Pres-
ident Hu Jintao to India included talks on respective
bilateral FTA.

Outlook for Switzerland (potential for
discrimination)

In the bilateral agreement to China’s WTO-accession of
26 September 2000, the People’s Republic had agreed to
make certain concessions towards Switzerland in the
fields of insurance licences, inspection services and the
import of watches. In the beginning, these privileges
have only partly been taken advantage of. Economic dif-
ficulties of companies” headquarters in Switzerland have
played a role in this, as well as in determining whether
to reduce temporarily or give up completely the work in
the Chinese market. On the other hand, some sectors
have benefited from such easing of market entry
rules: for example, representing the reinsurance sector,
Swiss Re officially opened the company’s China branch
in December 2003. In May 2006 Zurich Financial Ser-
vices Group received approval to run a property and ca-
sualty branch in Beijing, thus becoming the first foreign
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insurer to establish a general insurance branch in the cap-
ital. Swiss financial intermediaries have also strength-
ened their foothold in mainland China while Hong Kong
remains the leading financial centre in the region as their
continuing strong presence in the SAR shows. The Swiss
watch industry’s zero-tariff-imports have increased con-
tinually, as is shown in the bilateral trade statistics. How-
ever, the sudden introduction of a 20% consumption tax
on luxury watches as of 1 April 2006 has had a certain
negative impact on mainland sales figures. This tax af-
fects watches with a value of RMB 10’000 (approx. CHF
1’600) or more, of which 99% are Swiss made.

Iceland has become the first European country to
launch a FTA feasibility-study with China. Started in
May 2005, after Iceland recognized China’s full market
economy status, which is a prerequisite for any FTA-ne-
gotiation with China, the study was concluded in July
2006. Negotiations concerning the FTA started in April
2007. In March 2007 Norway also announced to rec-
ognize China as a full market economy. The FTA fea-
sibility-study should be completed by the end of this year
and negotiations start in 2008. During his bilateral eco-
nomic mission in July 2005, the Swiss Minister of the
Economy, Joseph Deiss, presented a proposal on behalf
of Switzerland and the other three members of the Eu-
ropean Free Trade Association (EFTA) on whether China
was prepared to consider a feasibility study about an FTA
with EFTA. In subsequent meetings the Chinese side
stated that the idea of an EFTA-China FTA “should be
considered very seriously” but that it faced serious re-
source-constraints due to the Doha Round and an in-
creasing number of bilateral free trade negotiations. Al-
though China reconfirmed in December 2006 to be
basically willing to conclude an FTA with all EFTA
members, it doesn’t seem to want negotiations with the
EFTA as a group. Recent developments in Chinese eco-
nomic relations with Iceland and Norway demonstrate
that China now seems to prefer bilateral FTA with the
EFTA-members. Seco figures show an important upturn
above average in bilateral trade figures following the
conclusion of recent FTAs. As both the position of China
as an economic partner for Switzerland and the number
of FTA between China and other industrial countries will
increase, the potential for discrimination will follow the
same path unless progress is made in the Doha Round or
Switzerland-China FTA plans materialize. On the occa-
sion of Federal Councillor Leuthard’s official visit to
China in July 2007 a joint declaration on economic
cooperation was signed. The declaration shall
strengthen the bilateral relations on trade, investment and
intellectual property rights. Further Switzerland has
recognised China as a market economy. Both sides
agreed to conduct internal feasibility studies towards
a possible Free Trade Agreement. These studies will in-
vestigate if the conditions for an FTA are given. Two
Memorandums of Understanding (MoU), one on In-
vestment Promotion and one on Intellectual Property,
were concluded during the 17th meeting of the Sino-
Swiss Joint Commission taking place at the end of May
2007. The implementation of these two MoU'’s is a first
step to the fulfilment of the Joint Declaration. A first
meeting of the working group on intellectual property
rights took place at the beginning of September.

Foreign Trade

Development and general outlook

Trade in goods

2006 was yet another remarkable year for China’s trade
performance. Chinese imports and exports grew to a to-
tal of US$ 1.76 trillion, an increase of 23.8% over 2005.
Exports rose 27.2% to US$ 969.1 billion and imports
increased 20% to US$ 791.6 billion. While the year
2005’s trade surplus of US$ 101.9 billion was consid-
ered an excellent result, the year 2006’s trade surplus
figure, standing at US$ 177.46 billion an increase of
74.1%, is both outstanding and problematic as it raises
increasing concerns with China’s main trading partners,
in particular the US and EU with their huge trade
deficits.

Analysts have anticipated the country’s trade surplus to
shrink for some time — attributing factors would be
China’s accession to the WTO (reduction of custom du-
ties), the considerable decrease of non-tariff barriers of
import requirements, the acceleration of the inland eco-
nomic restructuring and the strong inland demand for
high-technology, machines, energy and raw materials.
However, 2005 and 2006 figures once again dispelled
those views.

The leading Chinese product export categories in
2006 were “machinery and mechanical appliances”,
“textiles and textiles articles” and “base metals and arti-
cles of base metal” comprising almost two third of total
trade volume.?® Aggregated machinery and mechanical
appliances categories exports amounted to a 42.7% share
of exports.?! “Machinery and mechanical appliances”
and “mineral products” are the top two Chinese imports,
representing just over 57% of total imports.??

China’s most important export markets were the USA
(USS$ 203.5 billion, 21.0% of total exports), the EU-25
(18.8%), Hong Kong?? (16.0%), Japan (9.5%) and the
ASEAN-States (7.4%).2* The most important countries
and/or regions of origin from which China imported
products were Japan (US$ 115.7 billion, 14.6% of total
imports), the EU-25 (11.4%), South Korea (11.3%), the
ASEAN-States (11.3%), Taiwan (11.0%), and the USA
(7.5%).%

According to Chinese statistics, between 2005 and 2006
the US and EU-25 trade deficits rose by 26.4% and
30.7% respectively (from a trade deficit of US$ 114.2
billion to US$ 144.3 billion for the US, and from a trade
deficit of US$ 70.1 billion to US$ 91.7 billion for the
EU).2® With those figures in mind, tensions in trade
between China and its partners are understandable.

Statistics with the General Administration of Customs
show that China’s foreign trade volume was US$ 1369.71
billion in the January—August 2007 period, up 24.0 per-
cent year-on-year.
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Das Beste aus zwei Welten.

In 2006 the imports out of and the exports into Switzer-
land grew, according to Chinese statistics, about 9.7%
(USS$ 4.26 billion) and 28.9% (USS$ 2.51 billion) respec-
tively.”” The share of bilateral trade between Switzer-
land and China slightly decreased from 0.41% to
0.38% in year 2006.2

The problem of the countless state-owned enterprises
(SOEs), which are inefficient to run and flood the market
with overproduction goods, changes nothing to the fact
that China has expanded to a dominant position in nearly
all areas of industrial production. As opposed to the clas-
sic developing countries with cheap industrial produc-
tion, China has not only the advantage of lower costs,
but more importantly of a higher technical compe-
tence. China’s manufacturing industries have until now
mainly exported low value consumer goods (textiles,
clothes, shoes, toys), but Chinese firms and businesses
with foreign participation are increasingly producing
higher-standard products (home appliances, consumer
electronics, computers, mobile phones, etc.), which is in
line with the Government’s new FDI strategy (cf. 4.1).

As aresult, industry suppliers of industrialised countries
are under pressure to either lose their share of the mar-
ket or to produce in China (one such example is the au-
tomotive suppliers’ industry). The WTO-accession has
accelerated this development and the SARS-crisis made
apparent how far the integration of China in world trade

zwei Welten vereint in einer Firma. TIC bietet Ihnen
zellente Internetanbindung - (ber eigene Transko inentallei=
kompletten IT-Outsourcing mit Projektmanagement in China;
len Sie uns auf die Probe und lernen Sie uns kennen -
am 11. April 2008. Mehr Informationen und Anmeldung un
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has already gone. Simultaneously, the dependence of
the world on China’s role as an essential part of the
world supply chain has become obvious.

Bilateral trade
Trade in goods?’

Swiss export growth to mainland-China (according to
Swiss customs data) was faster in 2006 than in previous
years, growing by 19.15% to CHF 4.09 billion. Imports
went up 18.36% to CHF 3.92 billion, resulting in a small
trade surplus of CHF 171.9 million for Switzerland.*
In comparison, growth rates were still at a very high
11.72% (exports) and an almost equal 17.22 % (imports)
in 2005 with a Swiss trade surplus of CHF 122 million.
When combining trade data between Switzerland and
Hong Kong with that of mainland China for the year 2006
there was a significant CHF 3.4 billion surplus in
favour of Switzerland, keeping up with the 2005 figure.

The most important imports of goods out of China are
machinery, apparatus and electronics (2006 share of im-
ports: 24.67%), textiles, apparel and shoes (19.9%), pre-
cision instruments, watches and jewellery (14.78%),
chemicals and pharmaceuticals (13.21%). Exports are
dominated by machinery, apparatus and electronics
(2006 share of exports: 45.42%), chemicals and phar-
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maceuticals (18.59%) and precision instruments,
watches and jewellery (16.48%).

In 2006 Swiss exports to China saw a CHF 238.2 million
(14.69%) increase for machinery, apparatus and elec-
tronics, a CHF 80.1 million increase for precision in-
struments, watches and jewellery (13.47%) and a CHF
108.78 million increase for chemicals and pharmaceuti-
cals (16.67%). The strongest increases in imports from
China were in the “machinery, apparatus, electronics”
and “precision instruments, watches and jewellery” cat-
egories (CHF 189 million or +24.25% and CHF 109 mil-
lion or +23.21%)).

From January to September 2007 exports to and im-
ports from mainland China have again significantly
grown 30.12% and 22.18% respectively, year-on-year.
When Hong Kong is added, those figures stand at
21.39% and 8.57% respectively, year-on-year. Those re-
sults point to once again accelerating trade between
Switzerland and China. In the first three quarters of
2007, “machinery, apparatus and electronics” and “tex-
tiles, apparel and shoes” still have the largest share of
Chinese imports to Switzerland ( 24.49% and 18.51% re-
spectively). ‘“Machinery, apparatus and electronics”,
“chemicals and pharmaceuticals”, and “precision instru-
ments, watches and jewellery” dominate Swiss exports
to China ( 41.14%, 17.12% and 16.71% respectively).

China is a priority country in the framework of Swiss ex-
ports promotion and, as can be seen by the areas which
experienced strong increases in exports in 2006 (ma-
chinery, chemicals and pharmaceuticals, precision in-
struments, watches and jewellery). Switzerland has a
great comparative advantage in sectors which matter
to Chinese importers. One example is the constant and
increasing demand for advanced technology and pro-
duction equipment linked to the progress of China’s man-
ufacturing sector and its development of infrastructure
across the country. This sector offers and will continue
to offer excellent prospects to Swiss producers of ma-
chinery and manufacturing instruments., also bearing in
mind that the business-cycle has peaked in some areas.

The shift of life-style and consequently of consumer be-
haviour among wealthier urban citizens to a more west-
ernised consumption pattern has created an increasing
demand for established and high quality brands and
luxury items — from packaged foods to branded clothes
to luxury watches. On the one hand, this is an excellent
prospect for Swiss brands and goods to tap in a booming
market; on the other, forging and pirating reduces the
potential of this market and bites into profits of vari-
ous industries. The opening up of the domestic retail
banking market to foreign invested financial institutions
in December 2006 (the end of the 5 year WTO-rules im-
plementation timetable, cf. chapter 2.1), should also cre-
ate more opportunities for Swiss financial services. Re-
liable figures on bilateral exchange in the service
industries are still unavailable.

In their answers to a SECO-survey in November 2005,
carried out by the Swiss Embassy, over half of the Swiss
companies doing business in China estimated that the

business climate is overall positive. They often men-
tioned that the Chinese market is important and growing
and becoming more and more attractive as there are im-
provements in the business environment (in particular for
services, for which the market is still opening). However,
there was also mention of the challenge that China sets
for foreign companies: the climate is extremely com-
petitive, there are still many restrictions, the regulatory
environment is complicated and, for the future, costs are
increasing. There were also a few complaints from SME
that their problems are not being taken seriously by the
Chinese authorities, in particular in IPR-protection. Fur-
ther, many companies see the East and South-East
Asian region as an important market for goods pro-
duced in China with significant potential especially if
China eases the logistics channels for export.

Direct Investments

Development and general outlook

The Chinese Government puts a lot of effort at every
level and is very successful in attracting foreign invest-
ment. In many fields, it was only following the WTO-ac-
cession that foreign investors were allowed to carry out
direct investments, in particular in the sector of financial
services. Foreigners are still excluded or confined to
a minority participation in particularly sensitive or
strategic sectors of the economy. The withdrawal of cap-
ital and profits from China is possible, but barriers re-
main and make the process complex and tedious for busi-
nesses.

On 9 November 2006, China’s 11th five-year pro-
gramme (2006-2011) for utilizing foreign investment
was published. Ranking second only to the US as a for-
eign direct investment (FDI) recipient, China has de-
cided to shift its policy of attracting foreign business
from “quantity” to “quality”” and to push its industry up
the value chain. Also, foreign-invested companies will
no longer enjoy preferential policies in the coming years
regulated in the new corporate income tax law where cor-
porate tax-regimes have been unified. These measures
address a certain fear of “emerging monopolies by for-
eign businesses in certain industries which are posing a
potential threat to China’s economic security”, as re-
ported by the State media. Members of the foreign busi-
ness community recently expressed their concern about
the implications of raising “economic nationalism”
and measures laid down in the Government’s FDI-strat-
egy: development of local markets and independent in-
novation aimed at reducing reliance on external demand,
technology and capital in the long run.

Due to the underdeveloped state of Chinese stock mar-
kets and because the national currency isn’t fully con-
vertible, foreign investment is 90% direct investment,
and very often greenfield-investment. This system con-
strains foreign investors but leaves China less vulnerable
to attacks on international financial markets as it makes
capital withdrawals from direct investments more diffi-




China: Foreign Direct Investment

e | commaen | U | swmon | vt
1 Hong Kong 14.094 33,60% 21,96%
2 Virgin Islands 9.910 23,63% 46,61%
3 South Korea 2.455 5,85% 10,57%
4 Japan 2.246 5,35% -19,45%
5 Singapore 1.638 3.91% 30,19%
6 USA 1.628 3,88% 0,77%
7 Cayman Islands 1.504 3,59% 30,89%
8 West Samoa 1.123 2,68% 19,46%
9 Taiwan 952 2,27% -29,26%
10 Mauritius 752 1,79% 28.13%

EU-15 2.392 5,70% -33,30%

ASEAN

EFTA 269 0,64% N/A
Iceland 1 0,00% N/A
Liechtenstein 0,25 0,00% N/A
Norway 16,78 0,04% N/A
Switzerland 251 0,60% N/A
Total 41.949 100% 12,79%

Source: Ministry of Commerce

cult to arrange. The acquisition of state owned enter-
prises (SOEs) by foreign investors was made possible un-
der certain conditions in the spring of 2004. The goal is
to create an actual market for mergers and acquisitions
(M&A). However, as a recent OECD-project on cross-
border mergers and acquisitions, co-financed by SECO,
has shown, “the regulatory framework for cross-border
M&A remains fragmentary, over-complex and incom-
plete””’! Amended foreign Mergers & Acquisitions
(M&A)-regulations have entered into force on 8 Sep-
tember 2006. Although the foreign business community
has welcomed the new regulations as they somewhat
clarify the complex regulatory environment, concerns
have been raised about the use authorities will make of
their new competences: Acquisitions of a target company
in a key industry, acquisitions which might affect na-
tional economic security or acquisitions which involve a
change of control of a famous trademark or established
Chinese brand must be reported to the Ministry of Com-
merce. Failing with this requirement could entail termi-
nation or reversal of the deal. Future acquisitions may
well be subject to much tighter control and further
scrutiny by the Chinese Government. A lack of clarity on
terms such as “key industry” and “national economic se-
curity” has reinforced those fears. However, some com-
mentators do not agree with the general view that we are
witnessing a “backlash” but claim that nationally sen-
sitive sectors such as defense and media as well as large
state owned enterprises have always been off-limits to
foreign investors. As China opens up new avenues for
privatization and M&A involving big state companies

certain prudence by Chinese authorities only seems
normal to those observers.

The loosening of legal regulations and the awareness
that various joint ventures (JV) have experienced dif-
ficulties with their Chinese partners has influenced
more and more foreign investors to tend towards es-
tablishing wholly foreign owned enterprises (WFOE).
The transformation of an existing JV into a WFOE is
time and again attempted, but is in general constrained
by considerable administrative and high (compensa-
tion) costs. After measures to administrate interna-
tional investment in the area of trade and changes to
the laws on foreign trade came into force on 1 June and
1 July 2004 respectively, foreign investors have been
authorized to set up and run WFOE in the areas of
distribution, retail trade and wholesale since 11 De-
cember 2004.3?

Although the Government acknowledges the crucial im-
portance of the private sector for the further development
of the Chinese economy, in particular in creating em-
ployment, private businesses, with or without foreign
participation, still feel put to a disadvantage com-
pared to SOEs. Instead of having freedom of trade, it is
still standard practice in China that any business activity
remains unauthorized until it is explicitly and officially
approved of. Thus many firms practice their activities in
a legal grey area intentionally brought about or at least
tolerated by the local authorities, but this understanding
can be ended at any time.
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In year 2006, foreign businesses invested US$ 63.0 bil-
lion in China, up 4.47% from the previous year. The
number of foreign projects approved by the Chinese au-
thorities decreased 5.75% in 2006. The stronger manu-
facturing capacity, mainly the result of surging FDI in-
flows in the past few years, has become a major driving
force behind China’s export surge. After the first year
since 1999 of declining investment in 2005, China’s
FDI continued to grow by 12.79% during the first
eight months of this year, amounting to US$41.95 bil-
lion.

Since the beginning of the policy reforms, over 400’000
businesses with foreign participation have established
themselves in China, amounting to a total FDI of US$
622.4 billion in 2005. However, a considerable number
of them have also in the meantime shut down. Over 23
million Chinese representing about 10% of the urban
labour-force work in businesses with a foreign partici-
pation.

China’s industrialisation is mainly fuelled by foreign
businesses’ investments, in particular out of Hong Kong
and the ASEAN region. 32.11% of FDI came from Hong
Kong in 2006, making it by far the most important na-
tional origin (US$ 20.23 billion in 2006). A considerable
proportion of the investments from Hong Kong come
from businesses that left China in the first place for tax
purposes and now reinvest to the mainland. The same cy-
cle occurs with the Virgin Islands (the second most im-
portant national origin of investment with 17.85% of the
2006 total). In 2006 Japan, South Korea and the USA
were the next largest foreign investors (7.3%, 6.18%
and 4.55 respectively) with a dramatic slowdown of
-29.58%, -24.64% and -6.41% respectively. In 2006,
Switzerland’s share of new FDI in China amounted
to 0.31% (US$ 196.6 million).

Bilateral investment flows

At present, about 300 Swiss firms with over 700
branches are represented in China, employing
around 55’000 people. Estimates put the total amount
of direct investments at over CHF 5 billion, making
Switzerland the fifteenth most important national
origin of FDI. However, the precise amount is unknown,
since earlier inquiries on the matter by the Swiss Em-
bassy in Beijing were largely ignored by the enterprises.
Following indications of the Ministry of Commerce
(MofCom), China granted 123 projects with Swiss par-
ticipation in 2006 (123 in 2005), and 50projects from
January to June 2007 with a total value of US$203 mil-
lion. In 2006 the actual Swiss FDI totalling US$196.6
million saw a decrease of 4.51% over 2005.

Switzerland has economic agreements with China re-
garding investment protection, mixed credits and avoid-
ance of double taxation. The investment protection
agreement between the two States is currently under re-
negotiation. Representative data about the success
rate of Swiss or other FDI does not exist because the
companies avoid disclosing such information. However,
according to a 2002 study by the Taiwanese administra-

tion, 41.7% of the 1’644 businesses that had invested in
China surveyed answered that they had lost money or just
about broken even. Only 46.6% of the companies said
that their investment in China was profitable. This find-
ing is, as far as one can see, unpleasant from a Swiss per-
spective, since one would expect that it would be easier
for Taiwanese businesses to be successful on the local
market: at least for them, the large divergence of cultures,
one of the largest obstacles for foreign businesses, is not
so clearly a setback. Nowadays around two thirds of
Western companies active in China claim to be prof-
itable.

A large majority (over three quarters) of the companies
that replied to the SECO-survey mentioned in section
3.2.1 are planning on expanding their business or cur-
rently doing so. Several specified that they have com-
pleted the infrastructure investment and now intend to
widen the scope of their business. They see the market
as growing and promising. In the production sector, some
companies plan to focus on the domestic market’s po-
tential while others are bidding on a growing demand for
exports. The fast development of the service sector is
seen as an opportunity for business to improve.

Trade, Economic and Tourism
Promotion
“Country Advertising”

Foreign economic promotion instruments

The Chinese leadership regulates all the country’s eco-
nomic activities to the detail and since the state remains
the owner of whole areas of the industry, it is also one of
the most important actors of the economy. Regular con-
tact with the authorities at every level is thus crucial
for Swiss companies established in China. Further, the
official representative of Switzerland — the Embassy in
Beijing, the Consulate General in Shanghai and the Con-
sulate General in Guangzhou, established in November
2006, — has to take on a particular role in the arrange-
ment or relief of such contracts.

Swiss Business Hub China (SBH China)

The SBH China is part of the worldwide “OSEC Busi-
ness Network Switzerland” and has been operational
since March 2002 at the Swiss Embassy in Beijing with
a branch at the Consulate General in Shanghai and a new
branch at the Consulate General in Guangzhou since
March 2006. The specially trained consular and local
SBH-staff offer much needed services to Swiss SME in
their endeavours of strengthening and developing
their business relations with China (services include:
market and product analyses; search of distributors, rep-
resentatives and import partners; individual consulting
and coaching; reports on presentation and trade fairs).
The high demand of Swiss businesses — particularly in a
dynamic and growing market such as China — for the
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Dates 2008 At the New Munich Trade Fair Centire

Extract 11-13 Jan 2008 OPTI '08° International Trade Fair for Trends in Optics
27-30 Jan 2008 ISPO = Winter*°* International Trade Fair for Sports Equipment and Fashion
15-18 Feb 2008 INHORGENTA EUROPE 2008*°* 35th International Trade Fair for Watches, Clocks,

Jewellery, Precious Stones, Pearls and Technology

28 Feb-5Mar 2008 INTERNATIONALE HANDWERKSMESSE 2008**

International Trade Fair for Small and Medium-Sized Enterprises

1-4 Apr 2008 ANALYTICA 2008** 21st International Trade Fair for Instrumental Analysis,

Laboratory Technology and Biotechnology and analytica Conference

15-17 Apr2008  AEROSPACE TESTING EXPO EUROPE 2008°

International Trade Fair for Aerospace Testing, Evaluation, Quality and Inspection
5-9 May 2008 IFAT** 15th International Trade Fair for Water, Sewage, Refuse and Recycling
10-13June 2008  AUTOMATICA 2008**

3rd International Trade Fair for Automation: Assembly—Robotics—Vision
12-14June 2008 INTERSOLAR 2008*° International Trade Fair for Solar Technology
29 June-1July 2008 ISPO SPORT & STYLE*°* Tradeshow for Sports-Inspired Lifestyles

18-21 Sept 2008 EXPOPHARM International Pharmaceutical Trade Fair and
DEUTSCHER APOTHEKERTAG

5-7 Oct 2008 GOLF EUROPE 2008*°* 16th International Trade Fair for Golf
6-8 Oct 2008 EXPO REAL 2008*°* 11th International Commercial Property Exposition
14-16 Oct 2008 MATERIALICA 2008 11th International Trade Fair for Materials Applications,

Surface Technology and Product Engineering

Autumn 2008 MINERALIENTAGE MUNCHEN 2008
45th International Sales Exhibition (BORSE) and German Geological Trade Fair (GEOFA)

21-24 Oct 2008 SYSTEMS 2008*°* Ideas for better business
11-14Nov 2008 ~ ELECTRONICA 2008*°* components/systems/applications

At the M,0,C,

6-8 Feb 2008/ MUNICH FABRIC START 2008°
3-5 Sept 2008 pre collections

24-25Feb 2008/  ABC-SALON®
20-21 July 2008 Orderdays for Evening, Bridal and Cocktail Fashion

4-6 Apr 2008/ MODA MADE IN ITALY®
10-12 Oct 2008 International Trade Fair for Shoes

24-27 Apr 2008 HIGH END 2008 HiFi.Hometheatre.Installation

20-22 Sept2008  CINIEC 2008°* 7th International Trade Fair for Motion Picture Technology
20-22 Sept2008  MUTEC 2008° 7th International Trade Fair for Museums

14-16 Oct 2008 MAINTAIN 2008°* International Trade Fair for Industrial Maintenance
7-9 Nov 2008 FORUM VINI International Wine Fair Munich

18-20Nov 2008 OILS + FATS® International Trade Fair for the Production and Processing of Oils and Fats
made from Renewable Resources

A

Outside Germany

24-26 Feb 2008 ISPO CHINA Winter 2008*° Beijing, China

~ 17-19Mar 2008 WETEX 2008° Dubai, U.A.E.

Zirich 18-20Mar 2008 ELECTRONICA & PRODUCTRONICA CHINA 2008° Shanghi, China
Tel. (043) 244 8910 18-20Mar 2008 LASER. WORLD OF PHOTONICS CHINA® Shanghai, China
LU LR LU 00 22 Moy 2008 BAKERY CHINA 2008 Shanghai, China

www.doergeloh.ch 17-19June 2008 TRANSPORT LOGISTIC CHINA 2008° Shanghai, China

WA EEE DRI TEEE 1791 June 2008 CTT MOSCOW 2008° Moscow, Russia

29 June-2 July 2008 IRANCONMIN 2008 plus IranStone + IranBuild Tehran, Iran
2-5 Sept 2008 ELECTRONIC INDIA 2008° Bangalore, India

23-255ept 2008 ANALYTICA CHINA Shanghai, China

23-255ept 2008 IFAT CHINA 2008° Shanghai, China

October 2008 ELECTRONIC ASIA 2008*° Hong Kong, China

Subject to alterations 25-28 Nov2008 ~ BAUMA CHINA*°* Shanghai, China

7 December 2007 November 2008 IWE 2008 Tehran, Iran

INTERMESS
DORGELOH AG

°Trade visitors only

*ufi approved event
*FKM approved



ECONOMY

BULLETIN 2/07  SWISS-CHINESE CHAMBER OF COMMERCE

w
N

SBH’s services and the diplomatic and advocating sup-
port provided by the Economic and Commercial section
of the Embassy requires competent staff. Over 2006 the
SBH has doubled its staff-numbers thanks to restructur-
ing of the worldwide SBH-network.

Location:Switzerland “China”

Following the growing importance of Sino-Swiss eco-
nomic exchange, Location:Switzerland, the Swiss Gov-
ernment agency responsible for supporting inward in-
vestors, has commissioned the consultancy firm Generis
AG, Schafthausen, to manage the promotion of Switzer-
land as a business location to potential Chinese investors.
Location:Switzerland “China” pursues business devel-
opment activities inclose consultation and collaboration
with the diplomatic and consular missions in Beijing,
Shanghai, Guangzhou and Hong Kong and has increased
coordination with representatives of cantons active in
China. The aim is to build on the firm Sino-Swiss rela-
tionships which have been established and raise aware-
ness of Switzerland as a first-class business location
among Chinese business owners, entrepreneurs and
investors.

Swiss-Chinese Chamber of Commerce and Swiss-
Cham China

Swiss-Chinese Chamber of Commerce and SwissCham
China are private organisations of associations regis-
tered in Switzerland and China respectively. Among
their members are the leading Swiss companies in the
trade, industry and financial sectors. The network con-
sists of about 800 companies and individual members.
The Swiss-Chinese Chamber of Commerce was first set
up in Zurich in 1980 and established a branch in Bei-
jing in 1995. The latter obtained the status of an inde-
pendent chamber of commerce according to Chinese
law in 2001. As a result, two national organisations are
operated today with three regional branches in Switzer-
land (Zurich, Geneva, Lugano) and three in Beijing,
Shanghai and Guangzhou, the latter having opened on
31 March 2006.

Their purpose is to promote and support the global
success of the Swiss business community in China.
Simultaneously, SwissCham China assists a growing
number of China-based enterprises in their dealings with
Swiss partner companies.

The Sino-Swiss Partnership Fund (SSPF)

SSPF is a direct investment (venture capital) fund co-
sponsored by the Swiss and Chinese Governments. It
is managed by the Sino Swiss Venture Capital Company
(SSVC), established between Seco and the China De-
velopment Bank (CDB). The initial purpose of the fund
was to facilitate joint ventures between Swiss and Chi-
nese enterprises in China. SSPF can invest up to CHF 5
million up to a maximum of 33% of the required invest-
ment in the form of equity, loans or in hybrid forms, in
foreign exchange and local Chinese currency. The scope
for new investments is currently being discussed and will
be expanded.

Interest for Switzerland as a location for
tourism, education and other services,
potential for development

Presence Suisse

Swiss awareness in China is raised through a number of
projects including cultural, artistic and architectural
ones. The image that is being depicted by Presence Su-
isse is one of an innovating country placing values such
as quality and well-being as key. Switzerland enjoys a
positive, although largely stereotypical image in
China. The goals of Presence Suisse are thus to bring
further awareness and understanding of Switzerland to
the population in China in order to create stronger rela-
tions while the country continues to gain importance in
the global economy. Focus in the near future will be set
on preparing for the 2008 Olympic Games in Beijing and
the 2010 World Expo in Shanghai, positioning Switzer-
land as an innovative, internationally minded coun-
try with a high quality of life and environmental
awareness.

Tourism

A consequence of the growing Chinese economy and the
rise of (urban) incomes is the booming tourism indus-
try for travel outside of China: 28.84 million Chinese
travelled abroad in 2004 (an increase of 43% on the pre-
ceding year) and is expected to reach 100 million by
2020.33 Therefore China is a key future market for the
Swiss tourism industry. Switzerland was granted Ap-
proved Destination Status (ADS) by the Chinese Gov-
ernment in 2004. Following the implementation of the
policy in September that year, there was a noticeable in-
crease in accepting visa applications. New checks and
guidelines were at the same time put into place to reduce
the risk of travellers remaining in Switzerland illegally.

117°216 visa were issued to Chinese citizens who
spent 230’000 nights in Switzerland in 2004 (over twice
as many as in 2003, although the negative effect of the
SARS-crisis in that year must be taken into account).
2005 saw a downturn to around 97°000 visas, mainly due
to irregularities by Chinese tour operators, failing to
comply with ADS-rules in Schengen States, which re-
sulted in cancellations. 2006 saw an increase to 104’000
visa. In this respect Switzerland’s entry to the Schen-
gen-Agreements, which should become operational in
autumn 2008 is expected to be further beneficial:
Swiss Tourism optimistically anticipates 800’000 Chi-
nese overnights in Switzerland by 2009, overtaking the
number of Japanese. Swiss Tourism was established in
Beijing in 1998 and a second branch was opened in
Shanghai this year, Guangzhou should follow next year.
What is still seriously lacking to facilitate tourism is a
direct flight linking China and Switzerland. Respec-
tive talks between major Chinese and Swiss carriers and
the competent authorities and relevant airports are still
underway, and a positive outcome seems possible by
2008.

(continued on page 36)




Der ,Business-Knigge China" soll dem
westlichen China-Besucher und speziell
dem deutschen Wirtschaftsvertreter
dabei helfen, nicht in die groBten inter-
kulturellen Fettnapfchen zu treten und
verhaltensbedingte Pleiten, Pech und
Pannen weitestgehend zu umgehen.

Das Handbuch soll der Vorbereitung und
Planung einer China-Reise dienen, um als
Verhaltensratgeber und Benimmfiihrer
die Chinesen und deren spezifische
Denk- und Handelsweisen besser zu ver-
stehen. Es tragt dazu bei, auf China ein-
zustimmen, ambivalenten Erwartungshal-
tungen zu begegnen und mit Vorurteilen
aufzurdumen.

~Der China-Knigge dechiffriert fiir den
Leser die interkulturellen Aspekte des
Lebens im Reich der Mitte. Interkulturelle
Kompetenz unterscheidet einen guten
von einem erfolgreichen Geschafts-
mann."

Ekkehard Goetting
Delegierter der Deutschen Wirtschaft Hong Kong

Herausgeber:

Institut fir AuBenwirtschaft GmbH,
ca. 400 Seiten, DIN A5, Hardcover
ISBN: 978-3-939717-03-4

Bestellung

|:| Bitte liefern Sie uns ___ Exemplar/e der
Publikation (Hardcover, 400 Seiten, A5)
fiir je EUR 39,80

|:| Bitte liefern Sie uns ___ Exemplar/e des
Horbuches auf CD-ROM fiir je EUR 29,80

|:| Paketpreis: Buch plus CD-ROM
Bitte liefern Sie uns je ___ Exemplar/e des
Buches plus CD-ROM fiir je EUR 54,60

Alle Preise inkl. Versand und MwsSt.
Ausland + EUR 5,00.

Bestellung an:

OWC - Verlag fiir AuBenwirtschaft GmbH
Frau Pia Humburg

Regenskamp 18, D-48157 Miinster

Tel. + 49 (0) 251-92 43 09-0

Fax + 49 (0) 251-92 43 09-99
ph@owc.de, www.owc.de

Business~Knigge

China

fiir deutsche Manager

Absender

Firma
Firma
Herr/Frau

Abt./Funktion

PLZ/Ort

StraBe
E-mail

Telefon/Fax

Datum, Unterschrift, Firmenstempel

+40 (10) \251

o o AT G

-

=2

| Y

4
4

!
usmc-.-m Km

_,I'-ur Eh@ Mmrdg:r

*Eff

]
- ol

B
oW

92 43 09-99



ECONOMY

BULLETIN 2/07  SWISS-CHINESE CHAMBER OF COMMERCE

w
[o)}

Education

In 2002, the Swiss and the Chinese Governments re-
newed their “Memorandum of Understanding” for edu-
cational exchanges, which gives 18 Chinese and 36
Swiss students the opportunity to study in the partner
country. During her October 2006 visit to China, Swiss
Foreign Minister Micheline Calmy-Rey signed another
MoU, focussing on increased scientific cooperation.
Though the (private) school sector has shown increasing
interest in attracting Chinese students to their institu-
tions, the overall number of student visa demands has
gone down in recent years. This is partly due to the high
costs, perceived limited benefit of studying abroad and
bad publicity due to abuses which have taken place in
some hotel and tourism management schools. Several
initiatives to promote education in Switzerland will be
focused on in the near future.

Footnotes:

1 National Bureau of Statistics, 12 September 2007.

2 Porcine Reproductive and Respiratory Syndrome (PRRS),
also called “blue ear disease”.

3 Financial Times, August 14 2007.

4 South China Morning Post, 20 September 2007.

5 People’s Bank of China, 18 September 2007.

6 Washington Post, 22 July 2007.

7 Financial Times, 31 May 2007.

8 People’s Bank of China, 7 September 2007.

9 Financial Times, 31 May 2007.

10 Financial Times, 5 July 2007.

11 Financial Times, 11 July 2007.

12 Wall Street Journal, 11 July 2007.

13 Wall Street Journal, 22—24 June 2007.

14 Financial Times, 21 August 2007.

15 Financial Times, 15 August 2007.

16 Financial Times, 31 August 2007.

17 The Economist, 19 May 2007.

18 Special Comment on “China’s Banking Sector Opening Un-
der WTO Commitments”, Moody’s Investors Services —
Global Credit Research, November 2006.

19 China Banking Regulatory Commission Chairman Liu
Mingkang’s speech about the newly revised Regulation on
the Administration of Foreign-funded Financial Institutions
by the State Council, 15 November 2006.

20 USS$ 637.482 billion (US$ 414.065 + 138.101 + 85.316 bil-
lion) or 65.7%. Jan—Aug 2007 : US$ 508.118 billion (US$
323.659 +105.518 + 78.941 billion) or 66.4% Source: Gen-
eral Administration of Customs of PRC.

21 USS$ 414.065 billion. Jan—Aug 2007: 42.3%

Source: ibid.

22 US$ 451.728 billion (US$ 328.184 + 123.544 billion).
Jan—Aug 2007: US$ 239.55 + 110.788 billion or 56.3%
Source: ibid.

23 Hong Kong is an important economic area and international
trade partner in its own right but plays a particular role as a
port of trans-shipment for Chinese exports, which clearly
shows in the trade statistics of the special administrative re-
gion (SAR).

Other services

Another service that is increasingly demanded from the
emerging middle-classes in China is cosmetic surgery.
The lack of expertise in this field in China may increase
the risk of failure, leading certain people to travel abroad
for plastic surgery. South Korea and Brazil are popular
destinations in this respect, but Switzerland also evokes
security, quality and well-being.

Interest for Switzerland as a location for
investment, potential for development

Investment flows from China to Switzerland have so far
been modest with Chinese capital investment mainly in
trading companies and SME, notably in the service and
hospitality industries. However, the acquisition of the
Murten-based company Saia-Burgess (electronic de-
vices, switches, motors, control components etc.) in late
summer 2005 through Johnson Electrics Holdings, Ltd.

24 Jan—Aug 2007 (in billion US$ and % of total export share):
EU 152.85 (20%), USA 148.61 19.4%), Hong Kong 115.38
(15.1%), Japan 64.95 (8.5%), ASEAN 59.38 (7.8%)

25 Jan—Aug 2007 (in billion US$ and % of total import share):
Japan 85.25 (14.1%), EU 70.49 (11.7%), South Korea 65.61
(10.9%), ASEAN 68.56 (11.4%), Taiwan 62.36 (10.3%),
USA 45.31 (10.3%).

26 Trade deficits rose by 17.26 for the US (from US$ 88.09
billion to US$103.3 billion) and 53.8% for the EU (from
USS$ 53.56 billion to US$82.37 billion) between the period
Jan—Aug 2006 and Jan—Aug 2007. Source: calculations
based on Mofcom data, see annexe 3 “Bilateral trading part-
ners of the PRC”.

27 Between the period of January and August 2007 the export
to and import out of Switzerland grew about 35.4% (US$
2.329 billion) and 31.7% (USS$ 3.5376 billion) respectively.
Cf. Annexe 3, which reproduces figures of the Ministry of
Commerce (MofCom). Annexe 4 and section 3.2.1 about bi-
lateral trade Switzerland — China / Hongkong use data gath-
ered by the Swiss customs authorities.

28 Between the period January—August 2006 and January —
August 2007 the share of bilateral trade between Switzer-
land and China slightly increased from 0.3989% to
0.4283%.

29 The figures discussed in this section can be found in annexe
4.

30 The picture looks brighter for Switzerland if the data for the
trade between Switzerland and Hong Kong is added. Alto-
gether, exports amounted to CHF 8.79 billion in 2006, and
imports to CHF 5.38 billion. In 2006, Swiss exports to
China (incl. Hong Kong) made up 4.74% of global Swiss
exports, meanwhile bringing China (incl. Hong Kong) to
the position of Switzerland’s most important export market
and trade partner in Asia, ahead of Japan (3.63%).

31 China: Open policies towards mergers and acquisitions,
OECD Investment Policy Reviews, Paris, 2006.

32 Cf. Administrative method for foreign investment in the
commercial sector of the PRC: http://www.prorenata.com/
consulting_services/investment/en_foreign_investment_
areareg.pdf

33 World Tourism Organisation.




ASIA HR Round-Tables

Upcoming_events in 2008 (Zirich):

o Retaining Key-Employees in Asia
(methods, benchmarking, trends, corporate policy, etc.)

¢ Recruitment and Dismissing in Asia
(Sources, media, out-sourcing, legal issues, unions, etc.)

e Succession Planning in Asia
(talent pool, assessment, development, monitoring, etc)

o Expatriates Management in Asia
(compensation, legal issues, contracts, relocation, etc.)

e Corporate (HR) Policies vs. Local Needs in Asia
(Strategy, Implementation, HQ vs. local Management, etc.)

Gather together with decision makers of other companies with business activities in Asia,
and learn from their experiences and success cases. In order to ensure useful information
exchange, the ASIA HR Round-Table events are only accessible for CEOs, HR-Directors or
Line-Managers with Asia responsibilities and challenges on same decision maker level.

After the successful launch in 2007, Swiss-ASIA Ltd. will continue to hold the ASIA HR
Round-Table events in 2008 on a 2 month basis (in Zirich and simultaneously in Shanghai,
Seoul and Tokyo). Participation will remain free of charge!

In order to register and to be automatically invited to each ASIA HR Round-Table event,

send an e-mail to the following address: asia-hr-round-table@swiss-asia.com

(We herewith guarantee to handle your data strictly confidential!)

For more information, visit our homepage: www.swiss-asia.com

Swiss-ASH Ltd.

Hong Kong, could pave the way mainland companies
may go in the next years following the Chinese Govern-
ment’s Going abroad strategy. Switzerland’s strengths as
an investment location are promoted in China by Loca-
tion Switzerland (www.locationswitzerland.ch, also pre-
sented in Chinese, cf. section 5.1), the cantons and in-
creasingly by the service sector. “Location Switzerland:
“China”, who carries out systematic market analysis and
development has organised some high-level seminars,
elaborated brochures, manuals and presentations, assists
cantons in their own endeavours in the very demanding
Chinese market. Switzerland is most actively advertised
with emerging globalizing Chinese companies as a loca-
tion for international headquarters and business control
centres. Cooperation opportunities with the very innov-
ative export-oriented Swiss economy are also high-
lighted. With a number of recent Chinese investments in
different parts of Switzerland the joint efforts of Loca-
tion Switzerland: “China”, the cantons and the ser-
vice sector have already generated results. Main com-
petitors in Europe include Belgium, France, Germany,
the United Kingdom, the Netherlands and Sweden,
which employs 20 persons in China for its promotional
agency “Investin Sweden”. Like in other Asian countries
Switzerland is perceived as a premium location in the
heart of Europe, but high living-costs and barriers for en-
try of Chinese workforce are on the flip-side.

Interest for Switzerland as a financial location,
potential for development

Switzerland’s reputation as a financial location — as far
as there is such a perception among the general public —
is generally positive, especially with the Chinese Gov-
ernment, the National Bank and the regulatory bodies of
the financial sector. A first successful round of bilateral
financial consultations with relevant authorities took
place in January 2005. Swiss experiences in international
fight against financial criminality and illicit assets resti-
tution were discussed among other topics. Both the Pres-
ident of the Governing Board of the Swiss National Bank
and the Chairman of the Swiss Banking Association have
met high-level financial authorities in Beijing in 2005
and 2006. The leading Swiss banks, which have acquired
minority participations in Chinese banks and insurance
companies, regularly receive Chinese officials and fi-
nancial sector professionals for trainings and know-how
exchange. Private banking is still prohibited in mainland
China, but this may change soon.

Report by Krystyna Marty
Economic Counsellor

Embassy of Switzerland in China
http://www.eda.admin.ch/beijing
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The Yangtze River Delta (YRD)

New Economic Situation and Opportunities

for Swiss Investments

As the locomotive of China’s economy, the Shanghai led
Yangtze River Delta! maintains its leadership position,
with growth rates still above national level. For the first
three quarters of this year, the region reported a GDP of
RMB 3°333.45 billion with an increase of 15.2%,3.7%
higher than the national growth rate. The growth was
mainly fuelled by strong exports and climbing private
consumption. With less than 2% of the country’s land
area and 6.3% population, the aggregate GDP of the re-
gion contributed to 20.1% of China’s total. The GDP
contribution ratio of the three industries in this region
was 2.8%:55.1%: 42.1%, among which the ratio of sec-
ondary industry was 4.8% higher than the national aver-
age and tertiary industry was 3.3% higher.

The region remains also a solid foreign investment
destination and still takes the lead in China’s foreign
trade. For the same period, the region reported USD
565.5 billion of foreign trade? in value, accounting for
36% of China’s total, with 29.8% increase. The trade
surplus continued to expand with a 47.9% increase,
amounting to USD 87.50 billion, and accounting for
47.1% of China’s total trade surplus. In terms of for-
eign direct investment (FDI), 37.4% of the foreign in-
vested projects were located here, actually utilising USD
23.1 billion capital, accounting for 72.4% of the coun-
try’s total utilised foreign investment.

Shanghai: Dragonhead of the Yangtze River Delta

Shanghai is defined as the nucleus of the regional de-
velopment. Its economy has expanded 13.4% during the
first three quarters of 2007, recording the fastest growth
in three years. Different from other cities in the region,
Shanghai’s growth has changed from an export-and-in-
vestment-driven pattern to a more service-oriented one,
reporting a relatively balanced trade. Hit by the tighten-

Swiss — Yangtze-Delta Region Trade Relations*

ing policy and the scandal of the former Party Secretary
Chen Liangyu®, the growth in fixed assets investment
continued to slow down and increased only at a one-dig-
ital rate of 7.4% for the first time since 1990s. The con-
tribution of fixed assets investment to GDP has shrunken
to 38%, while the nationwide fixed assets investment still
accounted for over half of China’s total GDP.

The graph below shows the growth of Shanghai’s fixed
assets investment during the first 10 months of this year.
The blue line presents the growth of completed invest-
ment in fixed assets, while red line stands for that of con-
struction and reconstruction of infrastructure and the
dotted line exhibits the growth of the real estate invest-
ment. As a result of the government efforts to curb the
overheated real estate sector, its growth experienced a
sharp decline this year. Influenced by stricter regulations,
foreign investment in real estate also decreased 19.5%
for the first three quarters.

On the other hand, foreign investors still show strong
confidence on the prospects of the city. There were 3’042
new FDI projects approved during the period from Jan-
uary to September, with an increase of 3.6%, which
brought in contractual capital of USD 10.56 billion.
Among these FDI projects, 636 were from the secondary
industry, while 2’402 were investments in the tertiary
sector.

Asian countries still remain the most important FDI
nations, accounting for 47.6% of the total contractual
capital in the first three quarters of 2007. It is noticeable
that overseas Chinese were the main source of invest-
ment. Hong Kong topped the list with a 30.7% share. In-
vestment from the Virgin Islands and the Cayman Is-
lands ranked number 2 and 4 with shares of 18.1% and
8.1% respectively, while Japan and the U.S. have taken
8.1% and 6.8% share, ranking number 3 and 5 respec-
tively. Contractual FDI from Europe decreased by 26%

Import from Switzerland Export to Switzerland
2006 2007.1-6 2006 2007.1-6

Million Growth Million Growth Million Growth Million Growth

USD rate % USD rate % USD rate % USD rate %
Shanghai 1,121.59 14.51 678.43 28.51 264.14 17.3 148.31 5.51
Jiangsu 427.00 24.2 225.38 7.53 345.00 63.93 175.11 13.27
Zhejiang 151.42 4.75 100.0 32.1 272.45 33.71 170.0 37
Anhui 28.95 45 6.38 | —-61.91 12.59 34.75 7.36 41.28
Delta Region | 1i728.96 17.86 1°106.57 35.74 894.18 39.95 500.78 18.51
China 4°583.14 18.1 2¢496.51 29.0 2°260.14 16.1 1°587.77 34.0

Source: Chinese authorities




Growth of fixed assets investment in Shanghai Jan.—Oct. 2007
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during the same period, but that from France increased
1.3 times, reaching USD 190 million.

Swiss Trade and Investment in the YRD

The Shanghai led Yangtze River Delta plays an impor-
tant role in the Sino-Swiss bilateral economic relation:
for the first half of 2007, nearly 40% over one third of
the Sino-Swiss bilateral trade, in terms of both imports
and exports, is conducted through the YRD, and Swiss
exports to the region continued to grow with a total vol-
ume of USD 1°106.57 million and a 35.7% increase
for the first half of 2007. Shanghai and Zhejiang, which
are richer in the region measured by per capita GDP, saw
a sharp increase in imports from Switzerland with 28.5%
and 32.1% growths. In the meantime, the YRD exported
to Switzerland a total volume of USD 500.78 million
which represents an increase of 18.5%, resulting a trade
surplus of USD 605.79 million in favour of Switzerland.
The surplus was 54.2% higher than the same period of
last year and contributed to a significant two third of the
total Sino-Swiss trade plus.

The major imports of goods from the region were
watches and components, machinery, chemicals and
pharmaceuticals, as well as apparatus and electronics.
Exports to Switzerland were dominated by machinery,
garments and accessories, as well as textiles and shoes.

At present, there are 278 Swiss invested companies
(among which 240 are wholly owned) and 138 chief rep-
resentative offices present in Shanghai and nearly 500
Swiss companies in the region, with a total amount of di-
rect investment of USD 2°538.91 million. Switzerland is
presented in this region not only by well-known multi-
national companies such as ABB, Roche, Nestl¢, and No-
vartis, but also by small and medium sized enterprises,
many of which are operating quite well and expanding

quickly. These companies are mainly operating in the
fields of chemicals, pharmaceuticals, machinery and
machine tools, food and processing, precision instru-
ments, watches and jewellery.

For the first 6 months of 2007, 32 new Swiss invested
projects have chosen to locate in the region, accounting
for 64% of the total Swiss invested projects in China.

New outlook: Shanghai and YRD

In Shanghai’s 11th Five Year Plan, the overall goal for the
city is to lay a foundation for the city to become an in-
ternational economic, financial, trade, and shipping cen-
ter by 2020.

A shift to service sector and headquarter economy

In an effort to change the investment-dependent growth
pattern, Shanghai has been promoting the development
of the service sector, which accounted for 51.9% of the
city’s GDP for the first three quarters of 2007. For the
first time since 2001, the tertiary industry grew faster
than the secondary industry with a 14.1% gain.

The promotion of foreign investment in the service
sector is continuing in Shanghai. Aiming to build up
China’s “headquarter capital”, Shanghai had attracted
178 regional headquarters of multinational corporations,
159 investment companies, 215 foreign R&D centres by
the end of this September. During the first three quarters,
there have been 24 newly registered foreign regional
headquarters, 9 investment companies and 19 R&D cen-
tres in Shanghai,

It is also notable that due to the rising business cost,
shrinking land availability and curbs on low-end manu-
facturing, foreign investment of production facilities is
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moving outside further to Jiangsu and Zhejiang
provinces. However investment return ratio remained
high in Shanghai. According to the statistics of Shang-
hai Foreign Economic Relations and Trade Commission,
for the first three quarters of 2007, foreign invested com-
panies in Shanghai reported profits at over RMB 86.21
billion, which is a 45% increase compared with the
same period of last year. Foreign investors remain posi-
tive and confident about the development of the city, and
the supplementary investment accounted for 57.1% of
the contractual FDI for the same period.

International Shipping Centre: Yangshan Deepwater
Port

As the key drive to the headway towards an international
shipping centre, the first and second phase of Yangshan
Deepwater Port have been completed and put in use. Cur-
rently the Port of Shanghai ranks No. 2 in the world, fol-
lowed by Hong Kong and only passed by Singapore in
terms of container through-put. In the first half of 2007,
the general cargo output of Shanghai port arrived at 278
million ton, including 120 millions of foreign trade prod-
ucts. Container throughput reached 13.52 million TEU,
up by 24.2%.

The Yangshan Port Development project is divided
into four phases, which will be completed by 2012 and
includes a 52-berth container terminal, located on a clus-
ter of partially inhabited islands in Hangzhou Bay, south
of Shanghai. In addition, the project includes a 32.5 km
bridge that connects the islands to the closest on-shore
point and a shore-based terminal to accommodate sub-
sidiary facilities that cannot fit on the small islands.

An important characteristic feature of the Yangshan
Deepwater Port is that it is China’s first free trade port.
The Yangshan Free Trade Port Area is a special functional
zone under unified supervision by the China Customs,
composed of a free trade zone, an export-oriented pro-
cessing zone, and a bonded logistics zone. It is expected
to offer unprecedented convenience to shipping and lo-
gistics businesses.

Transportation Development

Shanghai has a combination-style international airport
hub with Pudong international airport as the core and
Honggiao airport as the supplement. Pudong interna-
tional airport is planned to have an annual capacity of 80
million passengers and 5 million tons of airfreight when
the planned three terminals, two satellite halls and five
runways are realised.

In order to transit the expected World Expo 2010
Shanghai 70 million visitors flow, Shanghai will trans-
form Honggiao Airport into a transport hub which inte-
grates aviation and multiple modes of transport such as
Magleyv, high speed railway, regular railway, rail transit,
bus and taxi.

Shanghai is also one of the four national railway hubs.
The high-speed train between Shanghai and Beijing has
been approved by the central government. The construc-
tion will start in January 2008 and complete in 2010. The
speed of trains will reach 350 km/hour, cutting travel

time between Beijing and Shanghai from the current 10
hours to less than five. The rail network, together with
the expressway system will integrate the transportation
within the YRD region and enhance ties with inland
provinces.

Changes in political personnel

China’s Communist Party (CPC) concluded its 17th Na-
tional Congress in October 2007. The Party Congress,
held once every 5 years, is the nation’s most significant
political gathering and usually decides and strengthens
economic development model and brings along impor-
tant changes in personnel. The 17th Party Congress fur-
ther stressed President Hu Jintao’s “Scientific Develop-
ment” and “Harmonious Society” concepts and
announced the 9-member group of the Politburo Stand-
ing Committee (PSC), China’s top decision-making
body. Among the four new members of the PSC, Mr. Xi
Jinping, former Party Secretary of Shanghai, is widely
expected to inherit Mr. Hu’s position as the fifth gener-
ation leader, although this is not officially announced.

As the successor to Mr. Xi, Mr. Yu Zhengsheng, the
former Party Secretary of Hubei Province, has been ap-
pointed as the Party Secretary of Shanghai. Yu, 62 years
old, is also elected as the member of the CPC Central
Committee. Before Party chief of Hubei Province, Yu had
been Minister of Construction and once Mayor of Qing-
dao, a coastal city in Shandong Province.

Mr. Xi Jinping’s seven months in Shanghai has been
mainly for the purpose of shaking off the influence of the
corruption scandal of his predecessor Chen Liangyu and
the overall strengthening of the Party. Mr. Yu, for his last
term in his political career before retirement, is expected
to be in line with the central government and continue to
pursue the economic development goals of President Hu
Jintao.

Regional Integration

Despite much discussion of regional integration, the
economies of the cities in the region were not very well-
integrated. Local protectionism remained and competi-
tion to attract R&D and high-valued FDI increased in re-
cent years.

At a recent symposium attended by the top leaders of
the region?, the integration and co-operation of the YRD
was first time brought to the development strategy level
and a long-anticipated regional-development outline is
expected to be soon released.

The symposium ensured Shanghai’s core position of
the region and YRD region will remain confirmed the
economic hub of China. The concept of YRD could be
expanded from 16 major cities to include the entire re-
gion to bring about smooth integration among Shanghai
and the neighbouring Jiangsu and Zhejiang provinces.

While sustained coordinative mechanisms and more
policies are in the pipeline, more integrated transporta-
tion infrastructure as well as unified market administra-
tion and access regulations have been already an-
nounced. The Administration of Industry and
Commerce’ (AIC) in Shanghai and its two neighbours
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signed a joint memorandum of understanding on unify-
ing market access for businesses in the region. Foreign
investors registered in one city of the region will be able
to do business in other cities of the region without ad-
ministrative barriers.

The region also declared to share the 2010 Shanghai
World Expo opportunities and expanding the Expo’s ef-
fects.

Opportunities and challenges for Swiss companies

New foreign investment guidance

China’s National Development and Reform Commission
(NDRC) has issued new guidelines, which have taken ef-
fect on 1st December 2007, specifying the industries in
which foreign investment is encouraged, restricted or for-
bidden.

In an effort to upgrade China’s technology and service
economies, foreign investment is encouraged to shift
from traditional manufacturing and export-based indus-
tries to hi-tech and advanced equipment manufacturing,
services and logistics, as well as recycling and renewable
energy sector.

The announcement listed also sectors that are re-
stricted for foreign investors, including banking, finan-
cial and financial leasing companies, trust and invest-
ment companies, and monetary brokerage companies.
Specifically, the guidelines set a maximum limit on for-
eign investors’ share holdings in local securities institu-
tions: below 33% for securities companies and below
50% for mutual fund management companies. Com-
pared with the old version, the limits are loosened, while
futures companies, which were forbidden before, are
now listed as restricted sector.

Rising consumerism and more quality-oriented in
YRD

Decades of bristling economic growth in the region has
fostered an emerging middle-class and more sophisti-
cated consumers groups, whose life style and consump-
tion behaviours are influenced by western countries. On
the other hand, the first generation babies after China’s
single-child policy in 1978, who have been the “little em-

Swiss Investment in Delta Region

Summary

— Despite of government target to slow down the
economy, the economic growth rate of the
Shanghai led YRD recorded the fastest growth
in the past three years, expanding over 13% for
the first three quarters of 2007. The growth was
mainly fuelled by strong exports and the pick-
ing-up of consumer spending.

— The YRD region remains an economic power-
house and solid foreign investment destination.
Regional integration has been brought to
strategic level of the YRD development, which
will lead to integrated transportation infra-
structure, unified market access regulations
and administrative services. New policies are
expected to be released soon.

— The development pattern of Shanghai is chang-
ing towards service-orientation, resulting in
tertiary industry accounting for over half of the
city’s GDP.

— Imports from Switzerland to the YRD region
have significantly grown by 35.74% for the
first half of 2007, while exports from the re-
gion increased 18.51%, which broughta 54.2%
growth of trade surplus in favour of Switzer-
land during the period.

perors” in the family, have grown up and became the ma-
jor employees in urban cities. Their solipsistic tendencies
have been further encouraged by escalating spending
power, resulting in rising consumerism among the young
people.

This group of urban wealthier consumers has fuelled
tendency to pursue “quality satisfaction”. Their con-
sumption behaviour is very much influenced by leading
brands and luxury items, which generates great oppor-
tunities for Swiss brands and goods. As Swissness is per-

In the Swiss Investment Accumulated
Region by end of June 2007
Project Contracted Actually Project | Con- Actually
million USD million USD tracted
2006 | 2007.1-6 | 2006 | 2007.1-6 | 2006 | 2007.1-6
Shanghai | 23 17 62.25 28.38 283 1°604.68
Jiangsu | 15 15 44.97 83.05 83.61 168.42 131 674.37 605.39
Zhejiang | 10 0 101.16 1.18 45.45 17.34 54 220.0 120.0
Anhui 1 0 3.07 0 0 1.02 6 39.86
Delta
. 49 32 211.45 112.61 474 2°538.91
Region
China 123 50 196.60 203




Current Economic Indicators*

of the Swiss Consular Area

Year 2006 2007.1-6
Volume Growth Volume Growth
Rate (%) Rate (%)

GDP (billion RMB) China 20°940.70 10.7 10°676.8 11.5
Shanghai 1°029.70 12.0 556.19 13.0
Jiangsu 2°154.84 14.9 1°175.2 15.0
Zhejiang 1°564.90 13.6 834.44 14.7
Anhui 614.19 12.9 340.46 13.2
Consular Area 5°363.63 2°906.29

Total Retail Sales of China 7°641.0 13.7 4°204.4 15.4

Consumer Goods Shanghai 336.04 13.0 188.75 14.2

(billion RMB) Jiangsu 662.32 16.2 380.88 16.9
Zhejiang 532.53 15.0 297.6 15.7
Anhui 202.94 15.0 110.94 16.1
Consular Area 1°733.83 978.17

Completed Investment | China 10°987.0 24.0 5°416.8 259

in Fixed Assets Shanghai 392.51 10.8 192.84 9.6

(billion RMB) Jiangsu 1°006.37 20.3 386.59 224
Zhejiang 759.30 13.8 331.1 11.4
Anhui 354.47 40.6 205.46 47.9
Consular Area 2°512.65 1’115.99

Exports China 969.10 272 546.7 27.5

(billion USD) Shanghai 113.57 25.2 64.34 20.9
Jiangsu 160.42 30.5 90.83 28.4
Zhejiang 100.90 314 57.99 28.5
Anhui 6.84 31.7 3.85 32.6
Consular Area 381.73 217.01

Imports China 791.60 20.0 434.2 18.2

(billion USD) Shanghai 113.91 19.1 63.64 21.3
Jiangsu 123.58 17.7 67.22 17.6
Zhejiang 38.25 25.1 22.59 31.8
Anhui 5.41 37.7 3.42 33.7
Consular Area 281.151 156.87

Foreign Direct Investment (during the period)

Projects China 41°485 -5.76 18°683 -5.4
Shanghai 4’061 -0.7 1’953 5.1
Jiangsu 6’541 -8.2 3’317 16.5
Zhejiang 3’583 5.5 1’453 -10.9
Anhui 592 40.6 258 5.7
Consular Area 14’777 6’981

Contracted China

(billion USD) Shanghai 14.57 5.4 6.79 -6.0
Jiangsu 38.78 21.73 25.5
Zhejiang 19.1 18.5 8.47 9.1
Anhui 2.50 60.9 1.55 55.9
Consular Area

Actually Utilised China 63.0 4.5 31.89 12.2

(billion USD) Shanghai 7.11 3.8 4.30 7.3
Jiangsu 17.43 32.2 12.60 48.2
Zhejiang 8.89 15.1 4.92 26.5
Anhui 1.39 102.4 1.28 160
Consular Area 34.82 23.1

Source: Chinese Authorities
* All statistics not including Taiwan, Hong Kong and Macao
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ceived as of high quality and high price in China, it is
easier to build up brand awareness for Swiss products in
the market.

Footnotes:

! The Yangtze River Delta region here refers to Shanghai
and 15 surrounding cities in Zhejiang and Jiangsu
Provinces. These are 8 more developed cities in Jiangsu
Province and 7 in Zhejiang Province.

2USD326.5 billion exports and USD239.0 billion imports.
3 Chen was dismissed as Shanghai Party secretary in Sep-
tember, 2006, in an anti-corruption campaign that found
the city’s 10-billion-yuan (US$1.27 billion) corporate an-
nuities had been managed via irregular loans without
proper collateral and placed in risky investments.

40n 1st December 2007, the Party Secretary of Shanghai,
Jiangsu and Zhejiang Province, together with the Mayor
of Shanghai and Governors of Jiangsu and Zhejiang
Provinces have met at the International Symposium on Re-
gional Development of the Yangtze River Delta in Shang-
hai to discuss the future development of the region.

3> AIC is a unique organisation which doesn’t have similar
counterparts in other countries. It can be compared as the
police for enterprises. The sanctions adopted by AIC over
companies that behave against the law can be suspension
of production, confiscation of products, freezing of bank
account, revoke of business licence.

However, China is not a unified homogeneous market.
Even in the YRD region, spending power and consump-
tion behaviours are different between cities. Shanghai is
China’s largest market for a great range of goods and has
high discretionary purchase. Jiangsu’s consumer econ-
omy is relatively small compared to Zhejiang and Shang-
hai. Its development is now more focused on investment
than consumption and looking towards domestic markets
for its products. Due to its immigration tradition and
strong private economy, more consumers from Zhejiang
are luxury brands followers.

Most Swiss companies focus on top end and niche
market, where Chinese competition is less. Forging and
pirating are however the common challenges they have
to face in the market. Although the situation of IPR pro-
tection has been improved in recent years, lack of im-
plementation of relevant legislation, weak enforcement
and local protectionism remain in many regions. While
court is one of the places to seek solution for such cases,
the Administration of Industry and Commerce could be
another powerful administrative institution.

By Stella Nie
Head of Economic Section
Consulate General of Switzerland in Shanghai

www.eda.admin.ch/shanghai

Consumer Market in Hong Kong

An Overview on the Socio-economic Characteristics
of the Population and the Household Expenditure Patterns

in Hong Kong

The robust economic growth attained over the past 3
years, at an annual average of 7.7%. Private consump-
tion! has lagged behind the economic growth and it was
not until 2006 that private consumption regained the
level registered in 1997. Private consumption reached to
USS$ 115,864 million (+5.2%) in 2006 and US$ 60,334
million (+6%) in the first half of 2007, on the back of
firmer employment prospects, mild increase in real
wages and increasing asset prices.

Shopping is one of the life styles of the Hong Kong peo-
ple. Retail outlets and shopping malls are easily found in
all districts. Hong Kong is a mature and competitive
market with a wide range of products at different prices
and market segments. It is a free port and products must
be able to compete against others from all over the world
on both price and quality. Local consumers, who have a
good knowledge of reputable international brands, are

willing to pay a premium for unique designs and foreign
branded products.

The ageing of the population (median age increased
from 36 in 2001 to 39 in 2006) and small size of the
household (3 persons on average) are the trends which
are unlikely to be reversed. Hong Kong is a very densely
populated city with 6,350 persons/sq. km. The apart-
ments are usually small and those of about 100 sq.m or
more are already considered “luxury” category. House-
hold products of a larger size may often be regarded as
prohibitive by local consumers in general.

For all the rosy conditions, the income gap has been
widened due to skills barrier over the past decade.
Monthly domestic household income below US$ 513
(HK$4,000) rose from 6.7% to 9.2% of the total house-

(continued on page 46)
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holds whereas the monthly household income above US$
5,128 (HK$40,000) rose from 15% to 17% of the total
households.

The Census and Statistics Department (C&SD) released
the Household Expenditure Survey and the Population
By-census? in 2006 and 2007 respectively and the find-
ings of these two surveys may serve as a reference for
Swiss companies to evaluate the local consumer market.

Salient features of the population

Hong Kong’s resident population was 6,864,000 in mid-
July 2006. Of this total, 6,645,000 were Usual Residents
and 219,000 were Mobile Residents®. The ageing trend
in the population has continued during the past 10 years,
with the median age rising from 34 in 1996 to 36 in 2001
and to 39 in 2006. This could be attributed to the contin-
uing low fertility rate and mortality improvement over
the period.

Over the last decade, the number of domestic house-
holds increased by 20% from 1.86 million to 2.23 mil-
lion. As it increased at a faster rate than the population,
the average household size decreased from 3.3 to 3.0.

The corresponding sex ratio after excluding foreign
domestic helpers was 1,037 males per 1,000 females in
1996 and it changed to 961 males per 1,000 females in
2006.

Some 3.4 million people lived in private permanent
housing, 2.1 million in public rental housing and 1.2 mil-
lion in subsidised sale flats. 1.17 million households
(53% of total households) were owner-occupiers of
which 48% are burdened with mortgages.

The educational level of the population has improved.
The proportion of the population aged 15 and over with
secondary or higher education increased from 68% in
1996 to 75% in 2006. The proportion of those with post-
secondary education in degree courses or above in-
creased significantly from 10% to 15%.

About 95% of the population are of Chinese ethnicity.
The largest non-Chinese ethnic groups in Hong Kong are
Filipinos (1.6%) and Indonesians (1.3%). Most of them
are domestic helpers. Whites and Indians represent 0.5%
and 0.3% of the population respectively.

The labour force increased from 3.2 million in 1996 to
3.6 million in 2006, despite a drop in the overall labour
force participation rate from 63% to 60% over the same
period. This was mainly due to the increase in population
size and the changes in the age-sex structure of the pop-
ulation. In 2006, about 33% of the working population
were managers, administrators, professionals and asso-
ciate professionals, up from 29% in 1996. “Wholesale,
retail and import/export trades, restaurants and hotels”
and “Community, social and personal services” were the
largest economic sectors, each employing around 27%
of the working population.

The median monthly income from main employment
of the working population was US$ 1,282 in 2006, rep-
resenting an increase of 5% over the past ten years. In the
same period, prices decreased by 2%, as measured by the
Composite Consumer Price Index. The median monthly
income of domestic households was US$ 2,212, repre-
senting a slight decrease of 1% over that of 10 years ago.
For more information on monthly income of domestic
households, please refer to charts.

Household expenditure patterns

According to the Household Expenditure Survey (HES)
released in 2006, a household on average spent US$
2,420 per month on food, consumer goods and services
in 2004/05, as compared to US$ 2,790 in 1999/2000. The
decrease in average household consumption expenditure
was attributable partly to the price deflation in most of
the 5 years from 1999/2000 to 2004/05 and partly to the
decrease in the average size of households. After dis-
counting for price changes, household consumption ex-

Domestic Households by Monthly Domestic Household Income 1996, 2001 and 2006

Monthly Domestic 1996 2001 2006
Household Income Number % of total Number % of total Number % of total
(USS)

<256 55 597 3.0 65 855 32 86 736 3.9
257-513 68 272 3.7 97 568 4.8 118 779 53
514 -769 75 595 4.1 93018 4.5 121 605 5.5
770 — 1,026 105 639 5.7 116 340 5.7 146 010 6.6
1,027 — 1,282 136 577 7.4 120 721 5.9 147 081 6.6
1,283 - 1,923 324 001 17.5 318 623 15.5 339 469 15.2
1,924 — 2,564 269 694 14.5 262 086 12.8 279 217 12.5
2,565 — 3,205 210926 11.4 223708 10.9 225292 10.1
3,206 — 3,846 147 295 7.9 159 470 7.8 162 783 7.3
3,847 - 5,128 183 254 9.9 219229 10.7 221101 9.9
5,129 — 7,692 150 440 8.1 197 311 9.6 194 723 8.7
>=7,693 128 263 6.9 179 483 8.7 183 750 8.3
Total 1 855 553 100.0 2 053 412 100.0 2226 546 100.0

Source: Census and Statistics Department

Remarks: Income figures look odd due to conversion from HKS$ to US$ (exchange rate HK$7.8 to US$1)




Average monthly household expenditure by commodity/service group by broad monthly household

income group

Commodity/Service Broad monthly household income group

Income Income Income Income Overall

group 1 group 2 group 3 group 4

(US$1,540 (USS$ 1,540- (USS$ 2,690- (US$ 4,490

and below) 2,690) 4,490) and above

(US$) | (%) | (UsS) | (%) | Uss) | (%) |uss) | (%) |usS) | (%)
Food 350 32 543 31 683 29 918 | 20.5 623 26
Housing 325 30 486 28 674 28 | 1,477 33 740 30
Electricity, gas and water 56 5 74 43 89 3.7 112 2.5 83 34
Alcoholic drinks and 17| 15 2| 13 22| 09 18| 04 19 08
tobacco
Clothing and footwear 33 3.1 69 3.9 101 43 213 4.8 104 43
Durable goods (including 39 3.6 74 4.2 104 4.4 228 5.1 111 4.6

watches, cameras, compu-
ters, audio-video equip-
ment, furniture, home
appliances etc.)

Miscellaneous goods 58 5.4 89
(including toys, books,
jewellery, cosmetics, perso-
nal care products, house-

hold goods etc.)

Transport 72 6.6 146
Miscellaneous services 140 12.8 245
All sections 1,090 100 | 1,748

Exchange rate: HK$7.8 to US$1
Source: Census and Statistics Department

penditure decreased by 6% in the 5-year period from
1999/2000 to 2004/05.

Analysed on a per capita basis, there was a 5% de-
crease in the average monthly expenditure in the 5-year
period from 1999/2000 to 2004/05. After discounting for
price changes, the average monthly per capita expendi-
ture increased by 3% from 1999/2000 to 2004/05.

The lowest decile* and the highest decile® of monthly
expenditure of households were US$ 820 and US$ 4,230
respectively. In other words, 80% of households had their
monthly expenditure ranging between US$ 820 and US$
4,230.

Regarding household expenditure by commodity/ser-
vice section, housing (31% of the total household ex-
penditure) and food (26% of the total household expen-
diture) together accounted for 57% of the total household
expenditure. The other categories with relatively signif-
icant proportions were miscellaneous services (16%) and
transport (9%). The remaining proportions were durable
goods (5%), miscellaneous goods (5%), clothing and
footwear (4%, electricity, gas and water (3%) and alco-
holic drinks and tobacco (1%).

The C&SD classified the households in 4 different in-
come groups for average monthly household expenditure
by commodity/service in the HES. As was to be expected,
the relative importance of food was smaller for house-
holds with higher monthly income. Similar phenomena
could be observed for electricity, gas and water as well
as alcoholic drinks and tobacco. The expenditure share
on housing was not much different in the 4 classified
groups®. The expenditure shares of clothing and
footwear, durable goods, miscellaneous goods, transport,

5.1 124 52 209 4.7 120 5.0
8.4 211 8.9 492 11.0 230 9.5

14 365 15 808 18 389 16
100 | 2,373 100 | 4,475 100 | 2,419 100

and miscellaneous services increased generally from the
lower income groups to the higher income groups. De-
tails as per Annex 2.

Since the consumer sentiment and the financial posi-
tion of households has improved after the survey period,
the pattern of household expenditure may adjust to a cer-
tain extent. At present, both the stock and property mar-
ket are performing very well. The positive wealth effect
will motivate consumers to spend more on durable
goods, luxury items and non-essential goods.

Consumer profiles and business opportunities

The average size of households dropped to 3.0 in 2006
from 3.6 in 1986 and 3.3 in 1996. It has been a result of
general demographic trends such as lower birth rates,
later births and growth of both nuclear households and
single person households. The small size of households
in addition to small living space in general may give man-
ufacturers of household goods some food for thought on
the size and design of their products.

Similar to developed countries in the world, Hong
Kong has a low fertility rate (984 births per 1000 female
in 2006). Babies and children (under 1 year old to 9 years
old) and teenagers (10 to 17 years old) accounted for
about 8% and 10% of the population respectively in
2006. On one hand, the overall demand for infant, baby
and child products may decrease in volume. On the other
hand, since families usually have fewer children, parents
are willing to spend more money on better quality prod-
ucts including educational items and toys for their chil-
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dren. Teenagers have great appetite for consumer elec-
tronics such as MP3 players and home and portable video
game systems. They follow trends very closely and are
fashion conscious.

Parents are well aware of the importance of education
to their children and are keen to provide good educational
opportunities. Should their children fail to admit to local
universities, many wealthier families would send their
children to study abroad and in most cases they would be
sent to major English-speaking countries.

Young adults (18-39 years old) represented about 33%
of the population in 2006. It encompasses university stu-
dents, people who just join the workforce, young pro-
fessionals and middle management. Their consumption
patterns and preference may vary, depending on their
ages, educational background, salary level and marital
status. A lot of consumers form their purchase habits dur-
ing their early adulthood. Fashion, accessories, trendy
items and electronics generally catch their attention.
When they grow older and are better off in financial
terms, their spending may move to premium brands and
upper market products. Jewellery, luxury watches, fine
leather goods and designer-label clothing and acces-
sories will then be on their shopping list.

Middle-aged adults (40—59 years old) accounted for
about 33% of the population in 2006. They in general
earn higher income and possess higher purchasing
power. However, those families who have children may
bear in mind the necessity to prepare education funds for
their children and discretionary spending may therefore
be restrained. Moreover, the whole group, regardless of
their marital or parenting status, considers their retire-
ment life and is keen to save up more money or/and in-
vest in stocks and real estate. In this sense, they are re-
sponsible spenders. In the meantime, the local economy
is strong and both the stock market and the real estate

Footnotes:

!t refers to the value of final consumption expenditure on
goods and services by local households and excludes vis-
itors’ spending.

2 The Census and Statistics Department conducts the
Household Expenditure Survey and the Population By-
census once in every five years.

3 Mobile residents are HK permanent residents who had
stayed in HK for at least one month but less than three
months during the six months before the reference mo-
ment.

4 This is the expenditure level which divides the lowest
10% of households from the rest. In other words, the ex-
penditures of 10% of households are below this level
whereas the expenditures of the other 90% of households
are above this level.

> This is the expenditure level which divides the highest
10% of households from the rest. In other words, the ex-
penditures of 90% of households are below this level
whereas the expenditures of the other 10% of households
are above this level.

6 Although rents are in general high in Hong Kong, most
of the lower income households stay in public housing and
pay much cheaper rent than those reside in private hous-
ing.

market are bullish. This kind of “quick money” normally
gives them more initiative to spend on luxury items.

The elderly (60 years old and above) group, which ac-
counted for about 16% of the population, is growing in
size due to improvement in life expectancy. It is custom-
ary in Hong Kong that young generations, if their finance
allows, will support their parents. Hong Kong had no
mandatory retirement scheme until the launch of the
Mandatory Provident Fund (MPF) in 2000. The MPF
does not benefit current retired people and a social se-
curity safety net provided by the government takes care
of poor seniors. Some seniors choose to stay in China,
mostly in Guangdong province, for lower cost of living
there. For well-off seniors, they have sound purchasing
power to buy health care items and household appliances
which satisfy their specific needs.

In brief, parents with high income are willing to spend
more money on quality products for their children. Prod-
ucts range from baby food, babies’ and children’s clothes,
toys, educational items and consumer electronics. More
often than not, they have long-term financial plans for
their retirement life as well as educational funds for their
children. On the other hand, owing to huge costs in rais-
ing children and heavy workload in general, there are
more and more couples who prefer to have no child even
though they may earn substantial incomes. Such segment
(Double Income No Kids DINKSs) represents about 14%
of total household and it will continue to grow, accord-
ing to Euromonitor International. They possess high dis-
posable income and pursue pleasant lifestyle.

It is noteworthy that women outstrip men in ownership
of every category of luxury items such as jewellery, lux-
ury watches, leather goods and designer-label clothing
and footwear, according to a market survey conducted by
Synovate. In their survey, 21% of female interviewees
and 19% of male interviewees own a watch that costs
USS$ 510 or above. 40% of female interviewees and 19%
of males interviewees own jewellery that costs US$ 510
or above. 30% of female interviewees and 23% of male
interviewees own designer clothes/leather goods that
cost US$ 190 or above. 28% of female interviewees and
20% of male interviewees own designer accessories/
footwear that cost US$ 190 or above.

Furthermore, about 20% consumers, who are labelled
as “fast lane” consumers by Synovate, have the follow-
ing characteristics: 1) aged 25-44, female skewed; ii)
married without children; iii) tertiary educated with a
good job and high incomes; iv) prefer well-known and
designer brands; v) enjoy life and willing to spend money
on it and vi) adventurous and will try new gadgets.
Renowned brands from all over the world are well pre-
sented in Hong Kong. They will undoubtedly strive to
win popularity among these “fast lane” consumers.

By Wing Kai, Chan
Trade Section
Consulate General of Switzerland in Hong Kong

www.eda.admin.ch/hongkong




Hong Kong Science Park with an area of 22 hectares is the home of some 200 technology companies.

Knowledge Transfer in Hong Kong

Remarks by Nicholas Brooke, Chairman, Hong Kong
Science Parks Corporation

For centuries Hong Kong has been the meeting place and
melting pot where east meets west and where cultures
and ideas blend and flourish in close harmony. This role
is even more important in today’s global economy, in par-
ticular having regard to Hong Kong’s unique location at
the gateway to the Pearl River Delta and Southern China.
This location, together with the successful implementa-
tion of the one country two systems experiment follow-
ing Hong Kong’s return to China in 1997, provides the
ideal platform for access to this emerging global leader
and for managing dialogue and knowledge exchange.

A knowledge based economy, which is a core element
of the HK SAR Government’s policy, demands and gen-
erates ideas from everywhere and here again Hong Kong
is uniquely placed, given its history, its current situation
and future importance, to play a key role as a hub for the
collection and dissemination of innovative and original
thought.

Science Parks worldwide are also emerging very much
as places for the exchange of ideas, for creativity and for
the development of overseas alliances and Hong Kong

Science Park is already playing a major role in these ar-
eas through its partnerships with industry, academia and
research institutes and sister parks, not only in China but
across a number of international geographies.

Indeed, the knowledge based campus environment of
Hong Kong Science Park (HKSTP), occupying an area
of 22 hectares and housing a community of some 200

Science Park Campus

— State-of-the-art physical and soft infrastruc-
ture

— Three-phase development currently compris-
ing 20 buildings

— Ultimate development will cover 330,000
square metres

— Knowledge-based campus environment occu-
pying 22 hectares

— Home for 200 companies ranging from start-
ups to established multi-nationals
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Current Incubatees (total: 69 companies)

Precision
Engineering -
12%

Electronics
289%

Bio-
technology
/ /Others
/ 5%
IT &
~Telecom
- 44%

 IC Design
10%

technology companies ranging from local and foreign
start ups to established multinationals which we antici-
pate will double over the next few years, is an excellent
example of how close relationships and idea sharing can
thrive, if nurtured in a caring manner.

The HKSTP, with its commitment to innovation and
technology development, is therefore ideally positioned
as a partner for international knowledge transfer net-
working, and an excellent example of this is the world
pioneering “Asia Intellectual Capital Alliance Limited”
that has been launched with direct links to Oresund and
Lund.

Shenzhen, a Special Economic Zone of China which
abuts Hong Kong, and Hong Kong are now seen as twin

HKSTP Mission

— To provide quality infrastructure and support
facilities for innovation and technology devel-
opment.

— To provide full-service incubation programme
for technology start-ups.

— To foster partnership and collaboration be-
tween the industry and universities and applied
research institutes.

Modus Operandi

Close collaboration with tenants, the industry,
private enterprises and academic institutions in
order to:

— Provide appropriate infrastructure

— Forge foundation for innovative research

— Act as catalyst for development of technology

— Spur innovation in HK and Pearl River Delta
by providing end-to-end services

Science Park — Creation of Clusters

Four distinct focus areas:

— Biotechnology

— Electronics

— Precision Engineering

— Information and Communication Technology

cities with altogether a population of almost 20 million
people. In this regard, we will also learn about another
ongoing and exciting project linking our respective re-
gions — the “Intellectual Capital through a Brain Bridge
— Shenzhen — Hong Kong — Oresund” initiative.

In closing, I look forward to sharing with you further
ideas and also to learning from you, and hope that we can
together develop more concrete activities and potential
projects which can be taken forward in partnership, not
only for the benefit of our respective organisations but
for the wider good of society as a whole.

For further information please contact:

Hong Kong Science and Technology Parks Corporation
Ken K.N. HUI

Vice President, Marketing & Admission

Hong Kong Science Park

Shatin, New Territories, Hong Kong

Phone: +852-2629 1818

E-mail: ken.hui@hkstp.org

contact in Europe:

Bjorn Segerblom

Overseas Representative

Phone: +46-410 330 176

E-mail: born.segerblom@hkstp.org

www.hkstp.org




Cathay Pacific and Dragonair — your best choice

for doing business in Hong Kong and China

Hong Kong with its many connections
Paris

3

is the ideal gateway to China. &

The award-winning airlines Rome#

Cathay Pacific and Dragonair grant

attractive fare discounts to companies based in Switzerland

for a minimum travel volume from Zurich, Basel and

Geneva to Asia.

Find out more and contact us for an offer at

zurich_sales@cathaypacific.com!
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The End of Cheap China

China used to be every buyer’s dream: A large scale of
cheap products due to a never-ending flow of labour and
resources. Over 20 years of unprecedented export growth
and constantly falling prices made China the world’s
workshop — a fact that logically resulted in many over-
seas companies moving their production to this land of
export miracles. Many benefited from China's low-cost
supply base. But this export paradise may soon lose its
shine, as the times of cheap China seem to be over. Rea-
sons for this change are manifold and originate from di-
verse macro-economic trends.

A) Currency: Since the Yuan was unpegged from the US
Dollar in July 2005, China has followed a consistent path
of gradually valorising its currency. An appreciation
from 8.1 to 7.5 Yuan/USD in two years shows where the
road is going. Yet, the pressure for further appreciation
by the US continues unabated.

B) Quality: Traditionally, “Made in China” is not con-
sidered to stand for high quality. But the latest series of
defective products and contaminated food shows that
Chinese product quality (and safety) may have become
a real problem. Clearly this trend doesn’t work in favour
of China exports.

C) Natural resources: Raw material prices worldwide
have been steadily on the rise since 2002 and are ex-

pected to keep rising. China as a growing player in the
world economy is one of the main drivers for this price
development especially in energy and metals.

Currency valorisation, product quality or resource prices
are all (at least partially) subject to external influences.
More importantly, however, certain macroeconomic
tools in the hands of the PRC government are used to
navigate the country towards a less one-sided trade bal-
ance. Two of these instruments have recently caused a
major stir:

D) VAT rebate cuts: The latest changes in China’s VAT
refund policy mark another step away from the existing
status as a cheap production source for foreign compa-
nies.

Reasons for using VAT as a measurement for export reg-
ulation do not only exist in terms of controlling growth,
but also in regards to which industries are preferred for
export. China’s massive trade surplus induced by its ex-
port growth led to the government’s intervention.

These government actions have an immediate and di-
rect impact on foreign companies buying from China.
Different options of how to react to these new develop-
ments are available, some of which include renegotiat-
ing prices with existing suppliers, reviewing of HS codes
and possible re-labelling of products, changing of sup-

BUSINESS MATTERS

BULLETIN 2/07  SWISS-CHINESE CHAMBER OF COMMERCE

W
—_



BUSINESS MATTERS

BULLETIN 2/07  SWISS-CHINESE CHAMBER OF COMMERCE

W
[\S}

Reasons for new VAT refund regulations

To discourage activities in certain low-value in-
dustries where China in many cases already has
a major market share (e.g. 80 % of US toy im-
ports) as well as for “high energy, high polluting
and scarce resource-consuming” products.

To encourage production of higher value prod-
ucts such as telecoms equipment, auto parts, in-
dustrial intermediate products, machinery.
Deutsche Bank estimates that these high-end ex-
ports will grow 30 to 40 % p.a. for the next three
to five years.

To reduce the overheated export growth and thus
the pressure on RMB devaluation which has re-
cently led to frictions between China and its trade
partners.

pliers or even switching sourcing activities to another
country.

As for the first option, many suppliers in China have
razor-thin margins: A survey by Kurt Salmon Associates
revealed that the profit of a Chinese shoe manufacturer
is about 1% of the US retail price. Would they be able to
absorb additional cost even if they wanted to?

A core challenge when switching one’s sourcing ac-
tivities to another country is to find a comparable sourc-
ing system in regards to logistics and infrastructure. Over
the years China has built a formidable position in pro-
viding efficient supply chain processes which many
countries such as Vietnam, India or Mexico will find dif-
ficult to provide. The possible lack of such a smooth-run-
ning infrastructural network can make the switch a less
attractive choice — even if staying means paying. Histor-
ically sourcing of durable consumer goods has over the
years moved from Japan to South Korea, Taiwan, then
Hong Kong and lately China. Are companies ready to
“move” again?

E) Processing trade regulations: Another effort of Bei-
jing officials aiming to curb export growth in labour-in-

Processing Trade

The term “processing trade” refers to the busi-
ness activity of importing all or part of the raw
and auxiliary materials, parts and components,
accessories, and packaging materials from
abroad in bond and re-exporting the finished
products after processing or assembly by enter-
prises within the mainland.

Export processing trade accounted for 55% of
China’s total exports in 2005 and dropped slightly
to 53% in 2006. In the first five months of 2007,
exports and imports related to processing trade
grew at 22% and 12% respectively.

tensive, low-value industries includes new regulations in
the field of processing trade. These can also be inter-
preted as attempts to keep bigger portions of the value
chain within the country by forcing companies to use ma-
terials and parts from China.

Processing trade is generally forbidden for a number of
items listed in the processing trade prohibition list
(PTPL). Currently, for many products with a VAT refund
rate of 0%, prohibitions are in place concerning the im-
port of raw materials free of customs duty. It is impor-
tant for companies with products newly introduced in the
VAT rebate cut list to monitor the development in the
PTPL if they are manufacturing for export.

A new processing trade policy has taken effect on Au-
gust 23, 2007 covering 1,853 materials in the fields of
plastics, furniture, textiles and for other labour-intensive
industries. Companies engaged in the production of
these items are required to place a deposit with the Bank
of China. The deposit amounts to 50% of the value of the
imported materials — a percentage that will most cer-
tainly create immense cash-flow challenges to affected
enterprises. In addition, companies have to register their
process trade contracts with the authorities. If the firms
fail to implement these contracts, i.e. do not export those
goods but sell them on the domestic market, they will
lose their deposits to the customs house. The new policy
only applies to regions in East China including Beijing,
Tianjin, Shanghai and Guangdong.

Outlook: All of the abovementioned trends point into
one direction: China exports are undergoing substantial
changes.

The macro perspective shows a move in China’s export
strategy towards high-end products and efforts to in-
crease value creation in the country. From a company’s
viewpoint China will no longer remain the sourcing par-
adise it used to be. This will certainly pose a challenge
of alarming proportions to companies involved in con-
sumer goods business with the Middle Kingdom.

Pro-active counter measures and cost savers could be
considered in the areas of supply chain optimisation and
streamlining, outsourcing of non-core activities or im-
provement and strengthening of quality assurance sys-
tems. But the end of “cheap China” is in sight.

If you are interested in learning more about this or other
incorporation-related topics in China, please contact:

Fiducia Management Consultants
Beijing, Hong Kong, Shanghai, Shenzhen

info@fiducia-china.com.




Made in China: Better Safe than Sorry

20 years ago, “Made in China” represented cheap prod-
ucts that weren 't up to par with Western standards. If you
wanted your fridge, toaster or TV to work (and more im-
portantly, to last) you had to invest a little more in a high-
quality Western model. It was as simple as that: good
quality had its price.

But with the rise of Chinese goods in the global mar-
ket, customers around the world found that good qual-
ity at cheap prices was indeed possible. All over the
world China-produced goods were praised for their
competitive prices, while quality became less of an is-
sue. The US, for example, ramped up toy imports from
China and millions of American kids happily played
with their China-produced GI Joes and Barbie dolls. It
was not until Mattel s recent recall of lead-painted chil-
dren’s toys that the economic paradox of “more for less”
became obvious.

There are two key questions that arise in the orbit of toxic
toothpaste and poisonous paint: Who is to blame for this
mess? And how can companies avoid becoming the next
Mattel?

The blame game

Responses about who to blame have been fast and furi-
ous. The US and Europe have complained about lax Chi-
nese regulations, low quality assurance (QA) measure-
ments and ruthless Chinese manufacturers who increase
their profit margins at the expense of their customers’
health. Protective tariffs and bans of products made-in-
China have been called for until it would be assured that
Western kids can safely handle their toys again without
having to wear protective gloves and safety goggles.

China has struck back saying that Western govern-
ments, corporations and media are engaging in blatant
trade protectionism. US pacemakers and soybeans were
rejected by Chinese customs as they did not meet Chi-
nese standards.

The blame game is in full swing. But amidst all this
fingerpointing, a pattern of actual facts remains clear:

One fact is that many Chinese manufacturers cut cor-
ners: by using lower-quality materials, by running
cheaper production processes and by violating pollution
laws. Their actions might not be intentional (e.g. suppli-
ers are often not up to date with the latest product stan-
dards or lack sufficient resources) yet the outcome is the
same. However, the driving force behind this are, in fact,
multinational corporations who have been aggressively
pushing down prices. According to the Wall Street Jour-
nal, discount retail chains in the US have forced down
the price of clothing imports by 25% since 1995. With
shrinking margins, suppliers struggle to make ends meet;
a fact likely to result in this so called “quality fade”. So
despite the obvious non-compliance of many suppliers
in China, it should be clear that the final responsibility
for flawless products lies with the international buyers —
in their own interest.

PHASE I:

PRODUCT SEARCH & NEGOTIATIONS

1) Clarify requirements with respect to design,
function, product liability, safety laws

2) “Seek truth from fact”: Clarify involvement and
scope of manufacturers, suppliers and sub-con-
tractors

3) Cross-check price information independently

4) Use samples to check for possible sources of de-
fect

5) Conduct factory audit, check licenses

6) Approve the manufacturer — not the supplier

PHASE II:

CONTRACT

1) Secure the agreed terms

2) Include detailed order specifics incl. packaging
and labelling

3) Specify manufacturer’s quality assurance com-
mitments

4) Consider IP issues (ownership, licensing, pro-
tective measures, remedies) and their impact

5) Install anti-bribery clause

6) Incentivise supplier through payment terms

7) Include warranties

8) Don’t forget dispute settlement paragraph

PHASE III:

PRODUCTION

1) Execute quality assurance (QA) programmes
with suppliers, manufacturers and approved
sub-contractors; include training and written
QA guidelines

2) Monitor compliance of factory’s QA pro-
grammes

3) Conduct ongoing quality control (QC) for all
product features, design, functions

4) Packaging, certification tags, labelling, user
manual etc are as important as the actual product

5) Have QC capacity on location or outsource
same

6) Sub-contract QC for products with special re-
quirements or high risk products

7) Let products be analysed by approved laborato-
ries

8) Conduct unexpected random checks

PHASE 1V:

SHIPMENT & DOCUMENTATION

1) Supervise container loading and shipping

2) Liaise shipment with shipping line or logistics
provider

3) Check supplier’s shipping documents

4) Have payments approved and effected by sepa-
rate people

6) Ensure correct product classification for cus-
toms purposes
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How not to be the next Mattel

As expected, China and the US have quickly launched a
plethora of campaigns, initiatives and regulations, from
grass-roots to highly official, trying to keep the product
safety and quality issue from spinning out of control. But
are these measurements really of any help to a company
involved in China business now? Instead of relying on
government actions, companies have to develop a pro-
active approach to secure their product quality in an ef-
ficient and sustainable manner.

Being on the same page with your China supplier in
regards to quality standards can be the headstart to se-
curing product quality. This can be obtained by meetings
and training sessions where quality goals are mutually
agreed upon and QA measurements are explained and
put into place. After all, sourcing relationships work best
when both parties benefit from them.

Yet, despite all goodwill and relationship building,
control is still the one and only conditio sine qua non.
This especially holds true for China where one of the
most basic principles in business is (pre-) caution. A sys-

tem of independent, random and comprehensive checks
and balances is most important for a successful China
engagement. All actions and processes should be double-
checked by a trustworthy second pair of eyes. If the con-
tainer content is only checked upon arrival, companies
might be in for a big surprise and quite possibly lose pre-
cious time and money. Therefore, all QA measurements
already have to take place in China. As the saying goes,
better be safe than sorry.

Fiducia’s four-phased approach highlights key neces-
sities of QA tools of international companies in China.

Pro-active protection

It isn’t really important who eventually gets the blame for
the tainted toys. What is important is for companies to
pro-actively make sure they have proper QA instruments
in place and their supplier relationships allow for a mu-
tually beneficial cooperation. In the long run this will
prove much more valuable than squeezing some extra
pennys out of the Chinese suppliers. Because in the end,
it really is that simple: good quality has its price.

How to Close a Representative Office

The reasons for no longer needing a RO can be diverse.
A company might want to intensify its China operations
and therefore use a more versatile business vehicle such
as an operating Wholly Foreign-Owned Entity (WFOE).
Or the investor chooses to make a “fresh start”if a RO has
infringed local regulations, knowingly or not. If a com-
pany decides to terminate its business operations in
China overall, the RO also has to go.

Simply put, closing a RO is like checking out of a ho-
tel with the authorities inspecting whether all bills have
been paid. In real life, it is almost never as easy. The in-
experienced will most likely find the process of de-reg-
istering a RO cumbersome and full of potential pitfalls.
That is why professional service providers offer full sup-
port in this area.

Bureaucratic procedure

After a client decides to close its RO in China, Fiducia
organises the performance of a Closure Audit Report
which has to be presented to the local tax bureau. This
closing audit focuses on the Individual Income Taxes of
all RO employees. After all tax duties have been cleared
and the related certificates and papers (e.g. written expla-
nation why RO should be closed) are handed to the local
and national tax authorities for approval, Fiducia helps
the client to obtain an approval certificate from customs.
In order to get this, all outstanding customs duties in-
cluding any office equipment, car or samples have to be
cleared and the required documents to be submitted.
After approval has been granted by both local and state
tax bureaus as well as customs, Fiducia helps with the

closure of the RO’s bank account. This includes the can-
cellation of the RO’s cheque book and other related doc-
uments. In the next step, the RO has to be de-registered
from the Technical Supervision Bureau and the Statistics
Bureau. Finally, the de-registration from the State Ad-
ministration for Industry and Commerce (SAIC) must be
arranged including the return of all company chops. The
whole procedure usually takes 8 to 10 weeks, depending
on how carefully tax payments have been made in the
past.

Easy way out?

Some foreign investors may question the necessity of go-
ing through such a lengthy and bureaucratic de-registra-
tion process. The option of simply letting the RO’s license
expire seems tempting — and saves time and paperwork.
However, if you fail to properly close your RO on time
(30 days before its license expires) you might have to pay
a fine of up to RMB 5,000. More threatening is the
prospect of being put on a ‘black list’, a penalty that
awaits both the foreign investor and the RO’s chief rep-
resentative. This kind of record can seriously jeopardise
all potential future business activities of the foreign in-
vestor in China. Therefore, the safe way out is a proper
de-registration. And with professional support, the time
and efforts invested can be kept to a minimum.

For further information please contact:

info@fiducia-china.com.




Mergers & Acquisitions in China

Tips and Tricks for Small and Medium-sized Enterprises

Acquisition of Chinese companies apparently is a highly
relevant topic for Swiss small and medium-sized enter-
prises (SME). Or so one has to judge from the high turn-
out and lively discussions at the recent event “M&A in
China — also for SMEs”. The event was organized and
sponsored by Kurmann Partners, an M&A advisory firm
specialized in transactions of and by SMEs; kmuNEXT
and the Swiss-Chinese Chamber of Commerce were co-
organizers.

Franc Kaiser and Laura Tsui of InterChina, a Chinese
M&A consultancy (see box), first spoke about the advi-
sor’s perspective on the particular challenges of acqui-
sitions in China. Their presentation gave a tour d’hori-
zon on their experiences and clearly showed that the
typical “Western” approach for acquisitions has to be
adapted in order to reveal and mitigate hidden risks. In
a second presentation Mr. Urs Toedtli, General Manager
of the Filtration Division of Sefar (see box), gave a lively
and very informative account of his experiences during
Sefar’s acquisitions in the Chinese market. The presen-
tations were followed by a panel discussion with the ref-
erees and Dr. Frank Brinken, CEO of Starrag-Heckert
AG and Dr. Reto Battaglia, Director of SinoSwiss ADC
Technical Services, a Swiss-Chinese Joint Venture in Bei-

jing.

One of the key messages put forward by Kaiser and Tsui
was that Western companies only should acquire Chinese

enterprises in the context of a long-term, strategic com-
mitment. This may imply that the acquisition process
needs considerable time and has to go through several
loops. A clear acquisition strategy which is defined ex
ante is of paramount importance in order to find truly in-
teresting targets — i.e. targets which truly fit the strategic
rationale. One reason for the importance of a careful and
diligent strategic preparation is the very strong Chinese
competition for acquisitions; moreover, Chinese firms
which are to be sold usually are actively offered only to
other Chinese companies. Therefore, “opportunistic” ac-
quisitions — however seductive they look at the outset —
are often doomed to fail, and Western companies fare
well to be very cautious when actively offered ownership
of a Chinese company.

Achievement of the strategic goals is much more likely
if the Western firm follows a systematic approach. The
ideal process involves parallel contacts to, and evalua-
tion of, multiple targets which are previously selected in
a comprehensive research process, say Kaiser and Tsui.
However, the research of good targets already poses the
first big problem: China lacks statistical market data and
systematic information about companies; hence, market
and industry knowledge has to be painstakingly built by
primary market research.

Once suitable targets are identified, the putative West-
ern acquirer often finds himself surprised about how fast
and how open initial discussions enroll. Generally the

M&A in China

China-specific concerns must be considered at every part of the deal
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Key issues affecting Western companies
when doing acquisitions in China:

— Little publicly available and reliable data to
build a target research on (statistics, market re-
ports)

— Corporate governance deviates greatly from
Western standards

— No meaningful accounting systems — annual
reports are not fit for the purpose of valuation
of the target

— Unclear decision mechanism; often a single
person (who may not appear in the discussions)
is the sole decision maker

— Hidden contingent liabilities and risks relating
to the assets

— Large valuation gaps between target and ac-
quirer

— Relation-driven, complex negotiations

— Nascent and not yet fully developed regulatory
and legal systems

— Cultural problems

time to obtain a Letter of Intent is much shorter as in the
West. However, the following phases, in particular due
diligence, are much more time-consuming as for a West-
ern target. Tsui and Kaiser estimate that 70% or more of
the duration of the whole acquisition process is spent on
due diligence. This holds in particular for smaller targets
whose “corporate governance” — if this expression is ap-
propriate at all —widely deviates from Western standards.
In such companies written documents have to be care-
fully interpreted and always must be verified by second
sources. More importantly, accounting practices of Chi-
nese SMEs only vaguely represent the true nature and

Laura Tsui, Partner and Vice-Chairman of the Board of
InterChina Consulting addressing the audience.

state of their business and ownership of each asset has to
be verified. Frank Brinken confirmed these statements
for Chinese SMEs but added that large enterprises have
evolved dramatically in the recent decade. The latter
have, to a large extent, adopted management and report-
ing systems and leadership principles which are of
equally high standards as leading large Western corpo-
rations.

“Forget the bean counters’ mentality when doing acqui-
sitions in China” — this was the overriding theme of Urs
Toedtli’s speech. Giving a host of practical examples,
Toedtli demonstrated that entrepreneurial spirit and a pi-
oneer’s attitude are required to tackle the various practi-
cal problems, from missing (or non-existing) informa-
tion over opaque ownerships to excruciatingly complex
negotiations. Toedtli also emphasized the importance of
a network of strong personal relationships, in particular
with politicians. In one of his many practical tips of his
presentation, Toedtli explained how he determines a
business partner’s networking qualities: He asks the per-
son to organize a table in one of the most fashionable
restaurants in town; as these places usually are booked
out weeks in advance, it is a sign of very good relations
if the business partner manages to get a table.

As another practical advice, Toedtli recommended to
gather information from and through “the base” — i.e.
from lower levels of employees of the target company —
during due diligence. For example, discussions between
the driver of the Western company’s manager and the tar-
get corporations’ executives may reveal highly relevant
—and well-guarded — information. Concurring with Tsui
and Kaiser, Toedtli stressed that ownership of assets has
to be verified in each case. This is particularly relevant
for real estate — for example, electric power may be sup-
plied by cables crossing an adjoining lot, and after the
acquisition, suddenly large transmission rates are
charged.

Another peculiarity of Chinese companies are high
fluctuation rates among their staff, which may pose seri-
ous problems to a Western acquirer. As Toedtli vividly il-
lustrated, the main allegiance of a Chinese employee is
to his superior, and not to his employer. If an executive
leaves an enterprise, quite often whole teams follow him
or her. To mitigate this “loyalty” risk, Sefar employs Sin-
gaporeans of Chinese ethnicity for senior management
positions in China. These managers speak Mandarin and
have gone through a Western-type education and train-
ing; they therefore can bridge cultural gaps between the
local Chinese organization and the Swiss parent com-
pany.

While in negotiations, it is important to always be
aware that Chinese managers are extremely clever traders
and dealmakers — a fact which is complicated by the of-
ten opaque ownership of the target company. Often the
owner — and sole decision maker — does not participate
in the discussions and only becomes apparent late in the
negotiation process. One way to clarify decision mecha-
nisms is, according to Toedtli, is to “engineer” a conflict
which gradually escalates. This prepares the ground to
strike a deal in a face-to-face discussion between entre-
preneurs (“no lawyers and consultants...”), however, the
Western negotiator must take care to have all necessary
competences to really agree on deal. Ideally, a close col-
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Kurmann Partners AG is a partner-owned advisory firm which performs M&A transactions,
restructurings and corporate development projects for mid-sized companies. All partners of
the firm have a history in top management and/or as entrepreneurs. Drawing from this broad
pool of experience, Kurmann Partners AG is action-oriented and excels in complex corporate
transactions. The firm has advised a broad range of clients from all industry sectors since
more than 20 years. Kurmann Partners AG is the exclusive Swiss member of IMAP, the world’s
largest organization of independent M&A consultancies with 300 deal makers in more than
30 countries. Through IMAP, Kurmann Partners AG can serve clients in global buy- and sell-
mandates, also in emerging markets such as China, India and South America.
www.kurmannpartners.com.

InterChina Consulting, a Member of IMAP in China

InterChina Consulting was established in 1994 with the aim of assisting Western companies
in China. The company brings together more than 40 committed Western and Chinese pro-
fessionals with international business and management experiences and operates in China
with offices in Beijing, Shanghai and Shenzhen. InterChina is unique in its combination of
hands-on China experience, international exposure and conceptual ability. It offers a true bi-
cultural resource to Western acquirers. Due the scarce desk data available, InterChina con-
ducts every year over 2’000 face to face interviews in connection with target research and due
diligence. Besides its M&A practice InterChina assists its clients with strategic consulting,
HR services and administrative and financial support.

www.interchinaconsulting.com.

Sefar AG: A Swiss SME Success Story

Sefar was founded in 1830 and first produced sieves for mills. Today, the Heiden-based com-
pany produces sieves for a large range of industrial applications and is global market leader
in several market segments, making CHF 345 Mio revenues. Sefar’s entry into China followed
parallel tracks in several phases. Relatively early, the Chinese market was served indirectly
through distribution companies based in Hong Kong and Taiwan. In 2001, Sefar opened a
Representative Office in Shanghai, followed in 2004 by the acquisition of the Chinese com-
pany GenChung. Following the 2005 foundation of the subsidiary Sefar Filtration Solution
(Suzhou) Pte Ltd, Sefar started to forcefully penetrate the Chinese market with a largely ex-
panded sales organization. Sefar’s strategic interest is China as a market for its products, and
decidedly not as a low-cost manufacturing hub.

laboration exists prior to the discussions about an acqui-
sition; in such case, the conflict can be shaped in a man-
ner that the acquisition is the logical solution.

The lively discussion in the panel again corroborated
the various difficulties of acquiring Chinese companies
(see box for summary). Strong personal relationships,
also to the local political establishment, are indispens-
able. The strategic rational for the acquisition has to be
built on a long-term perspective. Execution speed and
flexibility during the process were emphasized by sev-
eral panelists: China is developing at a breath-taking
speed, and the market environment may change dramat-
ically within months. That is of course a risk for Western
acquirers — but it is also the big opportunity for Western
companies which manage to create a foothold in China.

For more information please contact:

Juerg Kurmann
Managing Partner

Kurmann Partners AG
Phone: 044 229 90 90
E-mail: juerg. kurmann@kurmannpartners.com

Lintheschergasse 21
CH-8021 Zurich
and

Gerbergasse 42
CH-4001 Basel

WWW. kurmannpartners. com
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China’s Banking Sector: Focus Shanghai

China's and especially Shanghai’s banking sector is now
on the move. Since China's accession to the WTO, it was
forced to adapt its banking system accordingly and open
up its financial system to foreign investors on December,
11, 2006. However, these steps are only a part of a much
more comprehensive reform of the Chinese banking sys-
tem. Starting with the actual situation will enable us to
have a look at the core challenges to the Chinese bank-

ing system and how Swiss banks could take advantage of

the developments of the Chinese financial system.

Update on Shanghai’s financial system

Today’s situation on the stock exchange: The casino

Shanghai has become a highly speculative market, espe-
cially due to the fact that more and more individuals are
investing in the stock exchange. Shanghai accounts for
approx. 75 percent of the total Chinese market capital-
ization which is now at 3.6 trillion USD. This is 9 times
more than two years ago. From taxi drivers to retired peo-
ple, many people are lured by the high profits they could
earn by investing in stocks. Since April 2007, an average
0f'300°000 new brokerage accounts has been opened per
day. This fact can be explained by the following factors:

The Chinese high savings rate:
explanation and consequences

Chinese households save on average 23 percent
of their income. That is more than Japan or South
Korea. This high savings rate is not only due to
culture or precaution. It also stems from the fact
that the social safety net, i.e. the life and health
insurance business is still underdeveloped. Thus,
Chinese households have to save more into low-
yield bank deposits.

Complemented by the large capital inflows, this
high savings rate has led to a massive amount of
money available for investment. Many econo-
mists have warned that a too high savings rate i.e.
a too great imbalance between saving and con-
sumption can be detrimental to a country. This is
due to the fact that excessive investment will nec-
essarily happen in less productive sectors such as
in State Owned Enterprises (SOEs). Capital in-
tensity lies at nearly 50 percent of output, which
is huge. The Chinese government has recognized
this problem and is now taking measures to spur
consumption.

— The Shanghai Composite Index has grown by 67 per-
cent between January and July 2007. The prospect of
making high profit has thus attracted many new indi-
vidual investors.

— The Chinese still have limited channels of investment,
which is partly due to the persisting foreign exchange
controls. From this follows that most of the Chinese
savings are deposited on low-return bank accounts. It
is estimated that 85 percent of the Chinese savings are
deposited on bank accounts. These 2.26 trillion USD
saving deposits only yield an average nominal interest
rate of 2.75 percent. Consequently, the real interest rate
is negative, not only because the actual inflation rate
lies at 4.1 percent in the first 9 months of 2007, but
also because of the tax levied on the interest rate. As
household wealth is increasing steadily due to the high
GDP growth, more and more money will be invested
in higher yield shares.

— Companies listed on the stock exchange have made
great progress in the field of efficiency and perfor-
mance. Efforts have also been undertaken by the gov-
ernment to reduce the amount of non-tradable shares.
Both factors have contributed to the regain of confi-
dence in the financial market from 2005.

— RMB appreciation expectations have also led to mas-
sive overseas capital inflows, partly through the un-
derground market. An estimated 300 billion USD of
hot money has been invested in highly promising Chi-
nese financial assets as well as in real estate and con-
tributes to the stock market boom.

The high volatility in the markets can be spotted by look-
ing at the very high asset turnover. A major challenge is
that these individuals, who have no extensive knowledge
in the financial markets, see investing on the stock ex-
change more as a game. They do not have any rational
strategy and invest while indexes are soaring up, without
any consideration of the firm’s real long-term value and
profitability. Although many believe that no new correc-
tion will happen in the near future, as the Chinese gov-
ernment has no interest of experiencing a slump in the
market before the Beijing Olympic Games next summer,
these developments fuel fears of a growing bubble which
will eventually implode.

Shanghai and the world financial system

Because of regulations which still restrict foreign in-
vestors to invest freely on the China Mainland and al-
though hot money is pouring in, the Shanghai financial
centre still looks more like a domestic international cen-
tre than an international one. The Shanghai market is
nearly closed to international capital flows, so that share
prices reflect the domestic market’s liquidity, which is
very high because of the excess demand for shares. Hong




Kong still is the dominant platform for exchanges be-
tween China and the rest of the world, not only because
of its openness to international investors (no foreign ex-
change controls) but also because of its better gover-
nance, regulation enforcement and advantageous tax sys-
tem. Although most of the Chinese blue chip companies
are listed on the Hong Kong stock exchange and rather
more risky shares were traditionally seen to be traded in
Mainland China, Shanghai is gaining ground with more
and more blue chip companies making the move back to
Shanghai A-share market because of even better profit
perspectives there.

By comparing companies listed both in Shanghai and
Hong Kong over the April 2005—April 2007 period, it is
possible to see that shares traded in Shanghai exhibit an
average premium of 77 percent over the ones traded in
Hong Kong, so that investors have a preference for Hong
Kong shares that has to be compensated by such a pre-
mium. The government is now considering the introduc-
tion of share swaps between Hong Kong and Mainland
stocks, which has led to expectations that the price gap
between A and H-shares will narrow. After this an-
nouncement, the Shanghai Composite Index fell down
by 3.5 percent.

Although the Shanghai financial centre is growing
much faster than in Hong Kong, a lot more banking as-
sets as well as foreign exchange and derivatives are
traded in Hong Kong. Shanghai, however, is becoming
an important centre for commodities trading, which
Hong Kong is not.

The relatively closed Chinese financial system has
shielded the Chinese market from shocks which have
happened relatively recently. The American-originated
subprime crisis has had negligible impact on the Chinese
markets, which have continued their frenetic ascension
since then. The combined exposure of the People’s Bank
of China (PBOC), China Construction Bank (CCB) and
the Industrial and Commercial Bank of China (ICBC)
adds up to only 12 billion USD. The World Bank how-
ever points out that a great part of the losses might be
hidden in China’s international reserves — which consist
mainly from US T-bills — and could amount to 250 bil-
lion USD.

Challenges to the financial sector and current
developments

This section aims to highlight a few critical areas con-
cerning the current Chinese banking and financial sys-
tem and describe what progress was made in these areas.

The main banking players: the “Big Four”

The Chinese banking system, according to the Shanghai
Financial Service Bureau, consists of 800 financial in-
stitutions, 350 of which are foreign. Yet, it continues to
be dominated by China’s four largest state-owned com-
mercial banks, the “Big Four”, who still hold 65 percent
of all banking deposits through their 116’000 domestic
branches. These are People’s Bank of China (PBOC),
China Construction Bank (CCB), Industrial and Com-

The main changes in the new Foreign-
Invested Bank Administrative Rules are:

— Locally incorporated foreign-invested banks
are entitled to engage in all the RMB banking
services local banks are allowed to do.

— Branches of foreign banks that are not incor-
porated locally are only allowed to take local
customers with a minimum deposit of RMB 1
million.

— The customer and geographic restrictions on
foreign banks doing RMB business are re-
moved. Foreign banks are now allowed to of-
fer RMB services and bank card services to
Chinese individuals throughout the country
without having to obtain the approval of the
regulatory authority.

Remaining obstacles for foreign-invested
banks:

— Scarcity of outlets surely limits their access to
vast customers. Furthermore, foreign banks
will not be able to open more than one branch
per year, which means they will not be able to
achieve successful expansion in short period of
time.

— Excessive capital requirements (RMB 400 mil-
lion equiv. EUR 39.6 million, compared with
EUR 5 million registered capital a Chinese
bank must prove to open a branch in the EU).

— Lending limits: Overall lending is not permit-
ted to exceed 75% of deposits.

— Administrative regulations and long waiting
period for licences.

mercial Bank of China (ICBC) and Agricultural Bank of
China (ABC), who will soon all be publicly listed. They
still lack advanced competitive structures and lag behind
when it comes to profit and customer orientation. How-
ever, a lot of progress has been made recently, pushed
forward by the opening up of the banking system to for-
eign competitors, which will be commented on later.

Update on the Non Performing Loans (NPL) situation

One major inefficiency of the Chinese banking system
are the Non Performing Loans (NPL). Their propagation
was favoured by the fact that state-owned banks believed
they would always get the help from government in case
in financial distress.

The Chinese government has now addressed the prob-
lem among others by transferring more than 150 billion
USD worth of NPLs on state-owned asset management
companies like Huarong, Cinda, Great Wall or China
Orient. This has lead to a sudden drop of the share of NPL
from 33 percent in 2001 to 6.54 percent in June 2007 on
the bond market. The problem of NPL, however, is not
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going to disappear until Chinese financial actors improve
their credit rating system and the Chinese government
assures that there will be no bailout for state-owned
banks.

The new Bankruptancy Law, passed by the National
People’s Congress in 2007, will hopefully improve the
situation by ensuring the better respect of creditor rights.

Government share ownership and influence over the
IPO market

Two-thirds of the shares issued on China’s domestic ex-
changes are owned by the government and are legally
non-tradable. This implies that the real size of the Chi-
nese Mainland stock markets is much smaller. In 2005,
the government has announced a plan of transforming
these shares into tradable “G shares” so that this issue re-
mains to be followed in the near future.

It can be noticed that it is much easier for a former
SOE, due to better connections with state officials, to get
government approval for an IPO. Most of the listed firms
are hence former SOEs, which use the listing to find cap-
ital. Once listed, the strategy of SOEs is to rely entirely
on capital markets to grow, instead of focussing on im-
proving the company’s core assets.

A promising area for foreign banks:
Prlvute banking

The number of affluent customers has been grow-
ing at the fast rate of 15 percent over the last 6
years. Merrill Lynch and Capgemini estimate the
actual number of dollar millionaires to 345’000,
whose average wealth is 5 million USD. In addi-
tion, McKinsey calculates that 2 percent of the
customers, i.e. the wealthiest, make up for more
than half of the banking profits. This highlights
the great potential which lies in the private wealth
management area. As most of the wealth is still
unevenly distributed and mainly located in
coastal areas, this makes it easier for foreign
banks to gain ground in this field. Not to forget
the great experience that Swiss banks have
gained in servicing those clients, who demand
more and more sophisticated, custom-tailored
products. Classical Chinese banks still lack of
knowledge in this area so that Swiss banks have
good chances, combining their solid first-class
reputation with their skills, to be successful on
this market. They still have a competitive advan-
tage in product development, although the long
approval process for new products might reduce
this advantage. The recruiting, training and re-
taining of qualified local employees will also be
a task which should not be underestimated, as
qualified staff shortage and high turnover rates
are known challenges for a company settling in
China.

There is a great need to encourage the listing of other
private firms, as those are the main contributors to the
markets’ dynamism. By also reducing the number of
state interventions in the system, improving transparency
and fighting against corruption as well as insider trading
on the Chinese markets, a lot of uncertainty could be
removed, which would have a positive effect on the
market.

Lack of institutional investors in the equity market

The lack of institutional investors (i.e. insurance compa-
nies, mutual funds, pension funds or hedge funds) is one
main reason for today’s high volatility of the markets (as
seen before). They account for only one-third of the eq-
uity trading, compared to 62 percent in the US. Institu-
tional investors would stabilise the market by investing
more rationally and considering the long-term real
prospects of listed firms.

Lack of a developed credit-assessment system

Lending is still based in very succinct information. As
most of the companies’ financial statements are unreli-
able, as they still do not comply with international stan-
dards, it is easy for a company to falsify them. Past ex-
perience and relationships are still determinant in this
business. Some government-backed banks also do not
have sufficient incentives to improve the system. Fur-
thermore, renowned international rating agencies are
still absent from the Chinese market. The decentralized
structure of the banking system also does not contribute
to improving the situation, as many branches from the
same bank seem to operate totally independently.

Some steps are slowly taken to build national standards
and networks for credit assessment: PBOC has sought to
develop a credit information database this year, CBRC
has urged banks to unify regulations in that matter lately
and CSRC has issued the Tentative Procedures for the
Administration of Credit Ratings in the Securities Mar-
ket on August, 24, 2007. However, there is still a lot to
do in this field. Improvements will especially be benefi-
cial for household and SME lending, who are still dis-
advantaged because of the higher risk they represent.
However, they also conceal a higher, unexplored poten-
tial.

Embryonic corporate bonds sector

Corporate bonds ensure companies a cheap way of fi-
nancing their investments. In China however, only 10
percent of the corporate debt comes from bonds. Most
firms get their finance from taking bank loans. One rea-
son for that is the tedious approval process for corporate
bond issuing, which generally takes between 14 to 17
months. As the interest on corporate bonds gets taxed
while the one on government bonds does not, there are
no sufficient incentives to buy corporate bonds. Fur-
thermore, the credit-rating system is still at a very early
stage, which does not encourage the growth of the cor-
porate bond sector.
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Prospects for foreign banks in China in consider-
ation of the ongoing financial system reform

With China’s WTO accession, Chinese authorities have
committed themselves to the opening up of their finan-
cial sector to foreigners. A wide-ranging series of finan-
cial reforms have been undertaken since. A core mile-
stone to this reform is the new Foreign-Invested Bank

Administrative Rules which have been put into place on
December, 11, 2006. These reforms, however, must also
be seen as a step by the Chinese regulatory bodies to im-
prove competitiveness and efficiency in the Chinese
banking market.

This move towards liberalization opens up many op-
portunities for foreign banks. Promising areas for foreign
banks are wealth management, e-banking, mortgage
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lending and credit card issuance among others. These op-
portunities, however, always have to be considered with
the regulatory background in mind, which still consider-
ably hinders the foreign banks’ rapid setting up of oper-
ations in China.

As the detailed listing of all measures of the financial
system would go beyond the scope of this introductory
paper, only a few changes central to the current reform
have been picked out.

Foreign bank participation on the Chinese market

The Shanghai banking sector now includes 100 foreign
operational bank institutions in Shanghai who have
opened 106 representative offices. Foreign bank total as-
sets amount to 68.2 billion USD, accounting for 14% of
the total assets of financial institutions in Shanghai and
56% of the total assets of foreign banks in China. Yet, im-
portant regulatory hurdles for the foreign banks’ opera-
tions still exist. In particular, a single bank cannot ac-
quire more than 20 percent as a minority investor in
Chinese banks. This percentage, though it might be in-
creased by 5 percent soon (see Appendix B), is not
enough to exercise sufficient control over the decision-
making structure and leaves the foreign banks with lim-
ited room to influence the Chinese banks’ strategy.

Some brighter developments stem from the China
Banking Regulatory Commission (CBRC) who has now
given its green light to already 4 foreign banks (Citibank,
HSBC, Standard Chartered Bank and Bank of East Asia)
to conduct RMB business with all individuals. 8 others
are to follow soon. The main criteria to get a license are
to incorporate in China and to provide a minimum capi-
tal of 1 Billion RMB. This permission from CBRC opens
up a lot of perspectives for foreign banks. Box 2 presents
the good prospects of the wealth management business
for foreign firms.

In the securities field, 20 foreign brokerages, 20 bro-
kerage and fund company joint ventures and 58 repre-
sentative offices of foreign brokerage are active in
Shanghai. However, foreign firms are still subject to lim-
itations in ownership of securities underwriting enter-
prises. These are a 33 percent limitation in joint-venture
securities brokerages and another 49 percent in asset
management firms.

The government is now continuing its opening up of
the domestic market to foreign investors in the frame-
work of the Qualified Foreign Institutional Investor li-
censing scheme (QFII) which allows foreign investors to
trade A-shares. In May 2007, China Securities Regula-
tory Commission (CSRC) and the State Administration
of Foreign Exchange (SAFE) have agreed upon increas-
ing the quota for QFII investment from 10 billion USD
to 30 billion USD by December 2007. The total amount
of approved QFII now adds up to 52. This number will
surely grow in the near future, as CRSC, SAFE and
PBOC have announced the lowering of the threshold for
participation in the QFII scheme from 10 million USD
and 30 years of experience to 5 million USD and 5 years
of experience. The QFII investors will also be allowed to
contract with up to 3 brokerage firms (compared to 1 be-
fore) and will be able to hold multiple brokerage ac-
counts.

Domestic investors’ participation on international
markets

In April 2006, the government has approved the Quali-
fied Domestic Institutional Investor (QDII) program
which allows Chinese investors to invest in overseas prod-
ucts. CSRC is also in the process of enlarging the scope
of the QDII program, which could contribute to curb the
RMB appreciation. However, up to now, only 5 percent
of China’s 18.5 billion USD quota has been used, mostly
for investment in H-shares. This can be explained by the
fact that the appreciation expectation of the RMB has de-
terred many Chinese investors from investing abroad.

Since August 2007, the State Administration of Foreign
Exchange (SAFE) is planning a pilot program to enable
Chinese residents to invest freely in Hong Kong shares
when contracting an account at the Bank of China’s Tian-
jin branch. By opening an account at PBOC’s Tianjin
branch, the investment amount will not be subject to the
yearly 50’000 USD limitation on the purchase of foreign
exchange. In practice, a PBOC Tianjin account can be
opened from any PBOC branch and will enable Main-
land residents to invest overseas. The H-shares have
soared up in anticipation of an eventual new flood of
money coming from the Chinese mainland. Although
this project is still on hold, this move bears a great po-
tential to the relief of appreciation pressures on the RMB
as well as to the reduction of the excessive domestic lig-
uidity and foreign exchange reserves.

Caroline Wehrle
Economic Section
Consulate General of Switzerland in Shanghai

www.eda.admin.ch/shanghai
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Selecting the Right Location for Success

China is Switzerland s best client in Asia (ahead of Japan
since 2003) and already imports almost half the amount
of Swiss goods and services as North America. Looking
to the future, there is little doubt that China (and Asia),
sooner or later, will become the no. 1 market for Swiss
companies. In this context, it is essential for Swiss com-
panies to be successful in China.

In 2006, SwissCham China, along with the Swiss-Chi-
nese Chamber of Commerce in Switzerland, the Swiss
Center Shanghai, Osec and SECO, was instrumental in
the production of a survey on Swiss subsidiaries in China
and their headquarters in Switzerland. The results were
published in Behind the China Kaleidoscope. A key
finding of this study was that human resources and their
management (HRM) proved to be an absolute key im-
portance for the success of a Swiss operation in China.
To shed more light on the subject, a new study has been
conducted in 2007 to understand how successful Swiss
companies manage their people in China. The results
have just been published in The China Human Re-
sources Paradox — Dealing Successfully with People
Shortages in the Land of Billions (see www.chi-
naguide.ch).

The following is an extract of the recent Swiss HRM re-
search focusing on location as a determining factor for
successful human resources management in China.

The 2007 survey results indicate from many angles
that the location of a subsidiary in China plays a critical
role in the success of its human resources management.
Indeed, the tightness of the labor market and the mental-
ity can vary dramatically from one region or city to an-
other. Most importantly, the location determines the type,
availability, industrial experience and quality of person-
nel that a foreign company can expect to hire. In turn, the
quality of these personnel will often determine how com-
petitive the company’s operations will be. While certain
functions are easily filled because the required work-

2006 China Turnover Rate - By City
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force is highly mobile (as is the case with unskilled or
semi-skilled labor), management and highly-trained
technical personnel are, however, generally unwilling to
relocate as long as they are able to find good opportuni-
ties nearby to where they live!.

Swiss companies confirm this situation; the difficul-
ties they perceive in finding staff in China vary consid-
erably in the areas under consideration (Beijing, Shang-
hai, the South and Other regions.

In their own surveys, HR consultants also note that av-
erage staff turnover in foreign-invested enterprises can
vary considerably. Staff turnover rates range from 8.0 to
9.0 % in certain second-tier cities, to over 18% in cities
such as Suzhou and Shenzhen.

In addition, different types of operations need different
types of personnel, both in terms of industry experience
and in function. A service company will need propor-
tionally many more international level managers than a
manufacturer (which will seek workers and management
with the appropriate industry experience). The available
resources and the level of technology of the parent com-
pany also affect the choice of location: larger companies
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can afford to bring in expatriates from the parent com-
pany to manage and train local employees. Small and
high-tech companies however, usually have to start on a
smaller scale and at a faster pace. Therefore they need to
find trained management and technical personnel im-
mediately and, very often, outsource certain functions to
specialized companies that can understand their needs
and fulfill them immediately. Such outsourcing compa-
nies however are rarely present in second-tier locations.

Swiss companies’ locations of choice

Swiss companies clearly favor China’s three main eco-

nomic regions:

— Beijing;

— Shanghai and the Yangtze Delta;

— Hong Kong, Shenzhen/Guangzhou and the Pearl River
Delta (“the South”).

While Beijing saw the first arrivals (mostly representa-
tive offices) and the South was an early choice for the es-
tablishment of consumer goods and labor-intensive en-
terprises, the Yangtze Delta is now taking the lion’s share
of the 21st century arrivals.

Overall, at least half of all Swiss investment (by value)
is located in the Yangtze Delta region. The map above
shows the pattern of settlement by Swiss industry in
China.

First-tier versus lower-tier locations

Beijing and the North

Beijing remains a most attractive location for the IT in-
dustry. Being the home of China’s central government, it
is also a useful base for lobbying activities, should the
business be influenced by decisions made in Beijing (this
is only the case for a small, and decreasing, number of
businesses, however). Tianjin (the city/port that serves
Beijing and should be considered part of the Beijing
area) is developing specifically in aerospace-related in-
dustries. This coastal city is now in receipt of substantial
investment by central government in the wake of similar
development support to Shenzhen and Shanghai’s
Pudong district: it can be expected to attract more such
industrial investment.

The South and the Pearl River Delta

The area north of Hong Kong and Macau, including
Shenzhen, Zhuhai, Guangzhou and Dongguan, is grow-
ing into such a closely linked industrial region that it is
difficult to differentiate clearly between its cities. As a
result we have referred to it collectively as “the South”
in this report.

While Hong Kong has lost its manufacturing to the
mainland and became a logistics, finance, trade and ser-




vice center, the surrounding area has become a strong
hub for the production of fast-moving light industrial
consumer goods (consumer electronics, bicycles, house-
hold appliances, toys, apparel and watches are typical ex-
amples). The South has also evolved specific industrial
clusters, such as Shenzhen and Zhuhai for the watch in-
dustry, and Humen for die-casting.

The 2006 Swiss-China survey shows that costs in gen-
eral are increasing more rapidly in the South than else-
where in China' (see chart below: In your industry and
field of activity, how do you expect the following costs
to evolve? Data collected in 2005).

In addition, Swiss companies clearly perceive the
South as being the most challenging when it comes to

finding sufficient quantity and quality of employees.
This is exemplified by employee turnover: the rates in
Shenzhen and Guangzhou are among the country’s high-
est.

Shanghai and the Yangtze Delta

In addition to becoming the mainland’s main commer-
cial, financial and logistics center, Shanghai and the
Yangtze Delta have also developed into a leader in the
production of chemicals, pharmaceuticals, machinery,
industrial electronics, precision and high-tech compo-
nents. Shanghai also attracts the most investment for
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R&D centers. The automotive industry is present in all
three first-tier locations, but automotive suppliers have
settled in larger numbers in the Shanghai area.

Based on all of the survey findings, Shanghai is cer-
tainly the area that best matches the needs of Swiss com-
panies, often against the common perception:

— Among first-tier locations, Shanghai does best in
terms of employee turnover; it is more successful at re-
taining its employees.

— In terms of the ease of finding staff, Shanghai still per-
forms the best among first-tier locations (and also
compares favorably with lower-tier locations).

— Additionally, costs in Shanghai are not increasing any
more rapidly than in other locations (in fact it is quite
the opposite case for key employees, such as techni-
cians and engineers).

A salary comparison

When looking at the trends in average salary increases
across the country for all foreign-invested firms, Shang-
hai proves to have one of the lowest rates of growth, along
with Shenzhen and Guangzhou.

2006 China Salary Increase Rate - By City

0
Changzhou Wuxi Shanghai

Guangzhou Company
Overall

Suzhou Nanjing Beijing Shenzhen

I 2006 Actual

B 2007 Projected

Source: 2006 Hewitt Associates China TCM Study Over-
all Findings

The table on top of page 67 shows that compared to other
first-tier locations (Beijing and Guangzhou), Shanghai
is not significantly more expensive in terms of the cost
of its human resources. Beijing is 10% more expensive
than Shanghai for service (non-manufacturing) opera-
tions and 7% cheaper for manufacturing, while Shang-
hai is just 3-4% more expensive than Guangzhou, over-
all.

Success in Human Resources Management

The survey results show that Swiss companies with ef-
fective HR are more numerous in Shanghai and Beijing,
while the South again emerges with the least effective
HR management. Across all the survey respondents, the
South was found to have the lowest proportion of sub-
sidiaries with successful HR management.

Third-tier locations also have a lower proportion of
successful companies when compared to Beijing and
Shanghai, but they still fare better than the South.

Successful HRM by location
N=17 (Survey respondents with successful HRM)
50
40
13 30
[
I~
[
a
20 ——
10—
0 B
Beijing Shanghai Other South
25% 24% 17% 6%
n=4 n=9 n=3 n=1

Source: Swiss China HRM Survey, 2007

Shanghai or Beijing, rather than the South

While the South is clearly at a disadvantage against Bei-
jing and Shanghai in terms of employee turnover and dif-
ficulty in finding the right staff, Beijing is more or less
on a par with Shanghai in this respect. Cost-wise, differ-
ences among the first-tier locations are not very signifi-
cant.

The main differences between Beijing and Shanghai
lie in the smaller number of well-developed industries in
the Beijing area and Beijing’s perceived higher level of
corruption when compared to Shanghai; two points that
should also be taken into consideration (see page 68: Se-
lection of location and HR for IP loss prevention).

Geographically, Shanghai’s position in the middle of
China’s coastline presents the added advantage of more
convenient access to the rest of the country, while con-
nections to other parts of Asia are also generally good.

In summary, unless a certain industry depends on
central government lobbying or is definitely stronger
in the Beijing area or in the South, Shanghai is a bet-
ter first-tier location for Swiss companies.




2007 Differential Pay Index

Manual General Professional Supervisor Manager Sr. Overall

Worker  Staff Manager
Beijing Non Manu - 132 134 132 125 132 131
Shanghai Non Manu - 121 121 119 118 119 120
Guangzhou Non Manu - 110 109 106 104 124 110
Shenzhen Non Manu - 111 109 105 102 112 108
Shanghai
Beijing 101 100 99 96 97 102 99
Guangzhou 109 102 94 89 86 87 95
Shenzhen 91 94 98 97 93 92 94
Tianjin 90 86 82 81 83 87 85
Suzhou 79 79 79 82 86 89 82
Xi‘an > Manu ¢ 77 76 79 82 87 80
Dalian 94 83 74 69 69 75 77
Wuxi 80 76 72 70 69 76 74
Qingdao 82 74 67 66 69 83 74
Changzhou 69 65 62 65 67 70 66
Wuhan J 71 67 63 59 56 57 62

Source: 2007 Hewitt TCM Study

Second- and third-tier regions: not generally
recommended

Many people perceive first-tier areas as expensive when
compared to other areas, with Shanghai being taken as
the best example of an expensive location: “If I set up a
factory in Switzerland, I will not do it in Zurich!” goes
the typical argument.

Yet, while direct costs in the first-tier locations are cer-
tainly a little higher than average (particularly in terms
of real estate and labor), the human resources manage-
ment difficulties experienced in lower-tier cities, on the
other hand, can lead to considerable indirect costs. Ad-
ditionally, the cost evolution chart above clearly shows
that the cost of skilled or unskilled labor in first-tier lo-
cations is not increasing any faster than in the second-
tier areas (represented by Jiangsu and Shandong in the
chart above), with the exception being the South. As a
consequence, labor costs in Beijing or Shanghai are not
necessarily a disadvantage, although management costs
are increasing more rapidly in first-tier locations. In fact,
the capabilities of the available management personnel
in second-tier locations are not comparable to those of
the available management personnel in first-tier regions,
nor are they suited to sophisticated operations. This can
lead to other indirect costs.

The indirect cost of inadequate human resources is dif-
ficult to measure. All will agree, though, that a lack of
sufficiently qualified-staff generates prohibitively large
costs through inefficiency, reduced productivity, missed
business opportunities and increased material wastage.
These issues are particularly acute when the products
(and the equipment used to produce them) are compara-
tively expensive; both of which usually apply in the case
of Swiss companies. All in all, this is a very important

element to bear in mind, as such indirect costs may far
outweigh the higher costs of staff and premises in first-
tier locations. Moreover, the situation is unlikely to
change in the near future, as Shanghai and Beijing con-
tinue to attract the best of the country’s talent, sustaining
high competition between management professionals,
keeping salary costs in check and ensuring that employ-
ees continue to improve in quality and ability.

The lower suitability of employees in more distant lo-
cations becomes more apparent when looking at the dif-
ficulties faced by Swiss companies in finding suitably-
qualified employees. Excluding manual or unskilled
workers, these difficulties are definitely higher on aver-
age in lower-tier cities (“Other”) than in Shanghai and,
to a lesser extent, Beijing.

Finding employees in the South is as difficult as in low-
tier locations, though for different reasons. In the South,
low availability results from that area’s high rates of de-
velopment, with demand outstripping supply, while in
out-of-the way cities it is almost impossible to find can-
didates with the experience and exposure required by for-
eign companies.

Even so, the results also show that it is easier to keep
employees in low-foreign-investment second- and third-
tier locations. Shanghai and Beijing rank in the middle
of the scale, while a location in the South is clearly the
most problematic for Swiss companies in their goal to re-
tain employees.

As a matter of fact, a number of Swiss subsidiaries ac-
tually achieve lower-than-average staff turnover rates in
second- and third-tier cities, along with satisfactory
HRM results, as illustrated by some of the survey’s case
studies (Guilin Virgil and Firmenich).

Analyzing the two above-mentioned examples, one re-
alizes that these subsidiaries are focused on production
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Employee turnover by location

N=68 (Survey respondents)
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How is your subsidiary’s empl compared to your industry in China?

Source: Swiss China HRM Survey, 2007

activities and are located in areas with comparatively low
foreign investment.

Actually, a foreign company is perceived as an em-
ployer of choice by the Chinese. As a consequence,
should a foreign company be able to manage its opera-
tions with generally unsophisticated personnel in a
lower-tier location, it will certainly be able to attract the
best of the local employees, and retain them as well. Even
the best of those employees, however, are unlikely to have
sufficiently high skills, so the sophistication of the oper-
ation, and the ability of the company to train its employ-
ees, will be critical for success in such low-tier, low-in-
vestment locations.

This situation reverses, however, as soon as the lower-
tier location becomes a focus for foreign investment.
Newly-arrived foreign enterprises invariably seek to
poach trained staff from established foreign companies,
offering higher salaries to attract qualified people in or-
der to minimize start-up difficulties. The available pool
of such employees in lower-tier locations, particularly
managers, rapidly shrinks when compared to the local
market needs, so that employee turnover and costs sud-
denly grow considerably faster than anywhere else.

Suzhou is a typical example of such a situation. The city
attracted enormous amounts of foreign investment (even
higher investment than Shanghai, at times) due to its con-
venient proximity to Shanghai’s infrastructure and lower
salaries. Yet human resources in general — and personnel
trained to work in international firms in particular — are
considerably lower in number in Suzhou than in Shang-
hai, creating a much tighter labor market than in the first-
tier cities. This is evidenced by foreign companies’ staff
turnover rates in Suzhou: the highest in the country!

To compound the problem, Chinese people perceive
smaller cities to be much less attractive than the large me-
tropolises. The situation is very similar to that of west-
ern countries when they were developing: it is normal
that opportunities, consumer goods and social life are
considerably more interesting in the big cities when a
country is not yet fully-developed.

As a result, Shanghai, Beijing (and to some extent,
Shenzhen/Guangzhou) have the additional advantage of
being at the right end of the brain drain chain, attracting
the best available talent from the lower-tier areas.

In summary, smaller or higher-technology firms need
to very carefully evaluate the HR situation of any loca-
tion that may be too distant to allow employees to com-
mute from the big centers (Shanghai, Beijing and Hong
Kong).

On the other hand, should a company only need skilled
labor and unsophisticated technicians and middle man-
agement, second-tier cities may also be considered. In
such cases, the management still needs to keep a long-
term perspective to be sure that future plans will not force
a move later on: should the manufacturing facility need
to incorporate an R&D function, for example, the ready
availability of research or application engineers, and
proximity to good universities, becomes crucial.

Location selection and HR for IP loss prevention

Losing key people almost always means losing intellec-
tual property, and human resources are the most obvious
area in which an enterprise may take preventative action
to safeguard its intellectual property and know-how
(once all the legal measures have been properly taken).
Naturally, human resource selection and management is
a key tool in IP protection. The combination of China’s
volatile situation, both in terms of HR and IP, makes
HRM particularly important in the struggle to protect IP.

With the above in mind, the location that a foreign en-
terprise selects therefore plays a very prominent role, as
it generally determines the mentality — and with it, the
ethical behavior — and volatility of its employees.

Less obviously (but not so surprisingly), location ad-
ditionally influences the ability to protect intellectual
property through another human factor: that of judges
and the legal system.

Indeed, while laws are valid on a national level, their
implementation in the courts still depends enormously
on local judges. Jurisprudence, for example, is very
rarely used in China to determine the issue of a legal case.
A strong and objective legal system allows not only the
validity of commercial contracts but also the enforce-
ment of the Chinese laws that protect companies from
the theft of knowledge by their employees.

This in turn contributes to the local sensitivity of em-
ployees towards the protection of company knowledge
and ultimately, their behavior.

In this aspect, the Shanghai area is again more favor-
able than any other: corruption is rated by Shanghai sub-
sidiary managers as their least worry, while it comes at
the middle of the list of concerns of those working in Bei-
jing and the South.f

By Nicolas Musy, VP SwissCham China

Footnotes:

! Middle management and technical personnel often buy
their own home but need both spouses’ salaries to pay the
mortgage. On the other hand, top level management is
more willing to relocate for good opportunities as they can
live on just one spouse’s income and thus are able to af-
ford an additional apartment with the other salary.

i Behind the China Kaleidoscope, 2006, p. 47

ii Behind the China Kaleidoscope, 2006, p. 48
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Finding Qualified Employees in China

Martin Schneider
Chairman and CEO
of Brainforce AG

When it comes to the topic of Human Resources the hur-
dles are manifold. The central question is: How to find
the right people for the specific tasks. Nowadays there
are well-educated and skilled qualified employees in
China. Nevertheless, it is sometimes recommendable to
work with external professionals for certain jobs and in
certain situations.

A crucial requirement is the choice of the “right” man-
agers in the relevant project phases. The success of every
project “building up business in China” is decisively de-
pendent on the quality and the experience of the project
leader who is in charge. This is a truism but in practice

1

this is all too often “forgotten”.

Especially fora Swiss SME (small and medium-sized en-
terprise) which takes the risk of entering faraway China,
the solution which in the beginning looked inexpensive,
turns out to be the most expensive one in the end, because
the company has to pay the learning and follow-up costs
when the project leadership is incompetent. Such costs
arise, for example, due to project delay and a suboptimal
selection of qualified employees and suppliers.

Internal employees may have the appropriate technical
know-how, however they often lack the experience con-
cerning the implementation in such a unique project. Ex-
ternal qualified employees can provide target-oriented
experience and are able to lead the internal organisation
with the necessary tact and sensitivity, thanks to their
competence and specific project experience.

It would often be wiser to hire the best possible west-
ern China specialist. Such an interim project leader costs
more per month than a regular member of staff, but he or
she knows what they are talking about and is aware —
based on personal experience — of the necessary “dos and
don’ts” in China. He is a guarantor for a successful exe-
cution of a project in terms of timing and costs.

Typical pitfalls

Of course every company owner would like to hold on to
the reins and move as much as ever possible himself on
site. As a preparation he attends intercultural seminars
and events concerning China, travels to China a few
times in order to establish contacts, to find partners and
to evaluate the location for the new manufacturing plant.
He seeks advice from various chambers of commerce
and official institutions. He shapes his image of the coun-
try in discussions at business lunches and after an ex-
tensive ripening process, decides what is right or wrong.

And yet he makes very serious mistakes. It may be that
he then gives “a chance” to a young, energetic and hope-
ful talented employee from Switzerland and hands him
over the task to build up a manufacturing plant in China.
Or he follows the recommendation of a local HR con-
sulting company in Shanghai which proposes a very in-
expensive Chinese manager who may earn some 1’000
Swiss francs a month.

Such patterns of behaviour of Swiss SMEs can often
be witnessed in everyday business life and sometimes
this approach may even lead to success.

Unfortunately, you encounter problem cases much
more frequently; problem cases which primarily can be
traced back to a selection of employees which is not op-
timal. Not for nothing do international statistics of for-
eign investments in China show a high failure rate of up
to 80% regarding reaching the financial performance
within a defined time period in comparison to the origi-
nal business plan.

Different phases

An important insight from the above-mentioned problem
cases is that in the build-up of a manufacturing plant
there should be a clear distinction between the build-up
phase and the operational phase. The build-up phase is
very demanding and for this an experienced project
leader is needed. One can assume that the same project
leader is hardly the right person for the operational phase,
because in this phase there are simply other criteria and
skills which are required.

Therefore, the model that can often be seen — to hire a
plant manager who builds up a plant and then in a next
step leads it himself — often does not bring the desired
result.

Successful strategies

Imagine a successful Swiss SME in China. It has hired a
non-Chinese (e.g. Swiss or German) interim project
leader. He is responsible for the build-up phase in China,
typically for 12—18 months, and secures his succession
in the operational phase.

This non-Chinese project leader has a track record in-
cluding solid experience with China and has at least man-




aged successfully a similar build-up task of a plant al-
ready. He ensures that the foundations for the production
in China are established in line with Swiss quality.

He takes care of the numerous decisive details which
are not obvious to see for a local person who has little
experience of for a foreigner who is inexperienced re-
garding China (e.g. in the initialising of the various op-
erational processes and in connection with the recruit-
ment and the relations to the employees, partners,
suppliers and local customers). He also ensures that the
know-how does not already drain in the build-up phase
and that a short time after starting the production, no lo-
cal competitor — a few steps away — starts manufacturing
fake products at half the price which then are introduced
in the market.

If the build-up phase has been completed in a suc-
cessful way and the first finished products leave the as-
sembly line, then the time has come for a successor. This
new General Manager must have the quality to enjoy rou-
tine work. It could either be an expatriates or a local per-
son.

Local solution

If the decision is taken in favour of a local Chinese plant
manager there is a challenging and time-intensive re-
cruitment task to solve. In China there are different chan-
nels how to find such a local General Manager. The
search costs rise rapidly in the sequence from cost-free,
maybe 10% “friendship commission” regarding the for-
mer (networking), to up to 30% of the first annual salary
regarding the latter (executive search). In this way nu-
merous candidates can be found quickly who seem — at
first sight — to be ideal candidates. However, in most
cases they lack the experience to lead an enterprise and
particularly to lead more than only two or three employ-
ees. The money-driven thinking and behaviour is rooted
much more deeply in the booming area of China than in
lethargic Europe. You also have to accept the fact that a
local person more often than not also runs a private side
business. This is common in China and is not considered
to be immoral. The company owner in faraway Switzer-

land can actually only prevent the situation from being
overly exploited by having a friendly relationship with a
carefully chosen local manager and by implementing a
strict controlling including regular personal supervision
of the financial procedures in China.

Success factors

There are numerous successful examples of Swiss en-
terprises in China, such as ABB, Hoffmann La Roche,
Nestlé but also SMEs such as Geberit, Sarnafil, Zehnder
etc. They have all made mistakes in the past and learned
their lessons from them. Now it is important to imple-
ment the respective success factors in an adapted form
also in the case of SMEs. The company Zehnder (radia-
tors), for example, has learnet that the search for a suit-
able joint venture leader justifiably must be given plenty
of attention and effort and that the Swiss company owner
has to deal with this matter personally. A further success
factor included establishing a very close and stable rela-
tionship with the Chinese partner. The effort was great
in every respect but it pays off today. This is particularly
so because in China, contracts are always seen a basis for
discussion and what really matters is the “negotiating
power” which has been created in a co-operation process.

By Martin Schneider
Chairman and CEO of Brainforce AG

For further information:

BRAINFORCE AG

Hardturmstrafe 161

CH-8005 Ziirich

Phone: +41 (0)44 448 41 41

E-mail: management@brainforce-ag.com
www.brainforce-ag.com

Brainforce AG is the leading Swiss provider for the de-
ployment of experienced interim project leaders and
managers in Switzerland and abroad.

The Art of Keeping Chinese Staff

Staffing issues remain a headache for many HR man-
agers in China, according to a study recently conducted
by the Economist Intelligence Unit. The decisive factor
why local potentials turn down job offers is not neces-
sarily the demand for higher wages or more vacation
time. If companies look at some of the secondary factors
that keep Chinese workers from leaving their jobs, they
might end up with some new and possibly more success-
ful retention methods.

Training and a clear career path

Employees are less likely to leave a company if they feel
that it is a place where they can grow and add value to
their careers. This could be said about most employees
anywhere in the world, but in China, the ideas of career
and personal growth are often not separated. Learning
and training are considered critical factors for staff as ed-
ucation is highly valued in Chinese society. This is a fact
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that companies which are looking to localise should take
advantage of. The McKinsey Global Institute estimates
that China will need 75,000 business leaders in the next
ten years with currently about 3,000 to 5,000 leaders
available. So instead of fighting over the existing pool,
the development of “internal” talent may be a more
promising approach. Local employees are already in
China and they speak the language. Most importantly,
they are willing to learn — according to a survey by the
China Market Research Group, 90% of Chinese youth
between the age of 18 and 28 look for continuing edu-
cation. 41% of those same people see continuing educa-
tion as the way to raise their salary and obtain their ca-
reer goals. More often than not, simple practical training
such as budget planning for department managers, pre-
sentation seminars for sales staff or assessment training
for HR personnel will help update and improve employ-
ees’ skill sets — and their willingness to stay. A success-
ful example is Cisco System’s Shanghai office which
runs a “management kindergarten class” for all young
managers teaching them basic concepts such as how to
handle key decisions.

New challenges and travel

Another way to retain employees is to provide new op-
portunities. One way to gauge this is by asking them at
their quarterly or annual review where they see them-
selves going in the company, what other departments in
the company they wish to experience working in. IBM
has another method to see which of their employees
would be ideal for which department. It uses “Personal
Business Commitment (PBC)” which measures how em-
ployees meet company and department targets. An “In-
dividual Development Plan (IDP)” contains details of
training an employee feels he needs to reach these tar-
gets. If an employee has been with the company for at
least two years and met their goals for IDP and PBC, they
cannot be refused a transfer to another part of the com-
pany without a valid reason. That opens up a whole new
window of possibilities for many employees and gives
them a much larger incentive to stay with a company.

Giving local staffthe chance to go abroad e.g. to a com-
pany’s head office for training can be a positive chal-
lenge, especially when international travel is difficult for
many Chinese. It also gives them a chance to work in an
international context and gain a new perspective. This
can allow for easier communication between the head of-
fice and this staff at a later stage. It will also help them
develop a range of management skills they may be lack-
ing in their current position in China. Companies such as
L’Oreal and Starwood Hotels & Resorts have employed
this method in China with great success.

Local networks and care

It cannot be said often enough: when doing business in
China, relationships and local networks are key. That
means when hiring a Shanghainese employee, one is not
only benefiting from that person’s skills, but also tapping
into the relationships he or she has with family, friends
and colleagues from previous jobs — in Shanghai. Em-

ployees are more willing to stay with a company when
they work in their home city or area where they have their
social network and can have the most impact. This does-
n’t conflict with letting staff travel — if you are allowed
the chance to return home.

Since there is no strong social safety net in China, many
elderly people rely on their children to care for them. As
this is still considered a duty by the children in Chinese
society, it certainly restricts mobility. Employees might
be happier to stay if their company’s location allows them
to fulfill their career aspirations while still living up to
their filial duties. Local advantage can also be created by
making sure that it is easy for employees to get to the of-
fice — either through a central office location or through
transportation support such as corporate shuttle buses or
a pick-up service for managerial positions.

Personal attention by superiors and the often-quoted
“open door policy” can contribute significantly to job
loyalty and retention. Caring for employees can also
mean extending benefits to their children or elderly rel-
atives — offering education plans or family medical care
are other incentives that can be used to keep your em-
ployees from becoming job hoppers.

Find and bind

Employee retention is still the number one issue of em-
ployers in China and a tough issue to tackle successfully.
The main challenge besides hiring a promising talent is
making sure they will stay. Looking beyond primary con-
siderations such as salary or annual leave might help
strengthen their loyalty to the company to an unexpected
extent.

For further information please contact:

Fiducia Management Consultants
Beijing, Hong Kong, Shanghai, Shenzhen

www.fiducia-china.com




Summary of Changes in China Laws 2007

The year 2007 has brought many changes to China's
Legal System. Here is a guideline of the recent changes
and the effects that may occur in the New Year for Foreign
Invested Enterprises (FIEs).

Anti-Monopoly Law

Amidst rising concerns of market domination by large
companies, the anti-monopoly law promulgated on 30
August 2007 is a first attempt at regulating all kinds of
monopolistic activities. It will come into effect on 1st Oc-
tober 2008.

Under the new law, monopolistic conduct includes col-
lusions between companies, abuse of a dominant market
position and concentrations that will eliminate or restrict
competition in relevant markets. An anti-monopoly
Committee will be established under the State Council
to determine competition policies, issue guidelines
against monopolistic conduct and coordinate enforce-
ment efforts. The Anti-monopoly Enforcement Author-
ity shall investigate monopolistic conduct and upon con-
firming the existence of monopolistic conduct may
confiscate illegal gains, impose fines based on total sales
volume and order other measures to punish the involved
companies or to rectify the situation. If through monop-
olistic conducts, companies cause damage to third par-
ties, they shall bear civil liability and thus may be used
in court.

Formalities for Trademark Registration
by Natural Persons

Natural persons can register trademarks in China based
on the 2001 amended Trademark Law. In recent years,
more and more persons have registered trademarks and
then offered them to third entities for high prices. To
tackle such illegal bad-faith registrations, the State
Trademark Office promulgated new rules on February
6th 2007.

A self-employed merchant may apply for registration
of a trademark in the name of his company or in his own
name. Private partners may apply in the name of the part-
nership, or in the name of all partners. Other persons ap-
proved by competent authorities to operate businesses
can apply in the name of operators as registered with such
authorities. A natural person may only apply for regis-
tration of a trademark regarding goods and / or services
which are in the business scope as registered with the
competent authorities. In case of the transfer of regis-
tered trademarks, the above provisions shall apply to the
transferee.

Property Rights Law

The first version was drafted in 2002, and only last year
its anticipated promulgation was stopped after accusa-

tions that it would be unconstitutional. Finally passed,
this marks the first time that the equal right to property
of the state and private individuals is confirmed in Chi-
nese law.

The law contains 247 articles covering numerous is-
sues relating to the creation, transfer and ownership of
real estate and movable property in the PRC, which came
into effect on October 1st 2007. It confirms the equal
protection of the state and private properties, “The prop-
erty of the state, collective, the individual and other
obliges is protected by law, and no units or individuals
may infringe upon it.” It consolidates property-related
provisions from existing laws, including the General
Principles of Civil Law, the Land Administration Law
and the Security Law. It further clarifies the right to pos-
sess, utilize and profit from real estate or movable prop-
erties owned by others. It expressly allows for new fi-
nancing through mortgages on future equipment, raw
materials and semi-finished products and pledging of
unit funds and receivables. It announces that fixed terms
of residential land use rights will be automatically re-
newed upon expiry. Non-residential land use rights will
be subjected to other laws and regulations.

China’s New Bankruptcy Law

The new law came into effect on June 1st 2007 and cov-
ers all kinds of insolvent entities including private and
state owned enterprises (SOEs) and foreign investment
enterprises and is clearly one of the cornerstones of
China’s efforts to expand its use of market forces to bring
efficiency to its economy. Prior to the implementation of
the new law, China did not have unified bankruptcy law
covering all types of enterprises, and the bankruptcy of
debtor enterprises (including SOEs) was governed by an
amalgamation of laws, rules and procedures which
tended to make things complicated and confusing.

The new law provides that secured creditors will have
priority over the assets pledged to them by the bankrupt
entity. Workers will then be ahead of all other (unse-
cured) creditors, stipulating that after settlement of bank-
ruptcy expenses and debts for the common benefit for
creditors (such as debts incurred to continue operations),
the bankrupt entity’s unsecured assets will first be ap-
plied to settle employees’ entitlements (for example, out-
standing wages, medical expenses, physical disability
subsidies, general pension funds, etc).

Reforms in Foreign Exchange Control

In the first half of 2006, China became the largest holder
of foreign currency in the world. Growth has continued
and it reached USD 1.32 trillion at the end of June 2007.

In 2006 the State Administration of Foreign Exchange
(SAFE) granted 15 banks overseas investment quotas to-
taling USD 13.4 billion. These figures increased to USD
20.5 billion in July 2007, with 19 banks being granted
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USD 14.8 billion and four insurance companies being
granted USD 5.2 billion. One fund management com-
pany was granted USD 500 million.

Residents

In February 2007, the annual quota for foreign currency
fund conversion by a Chinese or Foreign Individual was
raised from USD 20,000 to USD 50,000.

Insurance Companies

In July 2007, the CSRC, CIRC, the Bank of China and
SAFE jointly issued a new rule which raised Chinese in-
surer’s overseas investment ceiling from 5 percent of
their assets to 15 percent. With this new rule in place,
more than RMB 300 billion (USD 39.5 billion) is now
ready to flow into the international market.

Non-financial Companies

Until 2002, Chinese companies were required to bring
home all the money they made abroad and obtain gov-
ernment permission to make new foreign investments.
However as 0f 2002, companies were allowed to keep 20
percent of foreign revenues which was raised further to
50 percent in 2004 and 80 percent the following year. In
July 2007 China scrapped rules requiring domestic com-
panies to convert a portion of their foreign earnings into
Chinese currency. Chinese companies are now allowed
to decide how to use money earned abroad.

Franchise Law

Since the first regulations on Business Franchising were
passed by the Ministry of Domestic Trade in 1997, many
of the biggest international franchisors have entered
China, and domestic franchising has increase dramati-
cally. In the new regulations, the State Council provides
some new limitations and requirements. The regulations
became effective as of May 1st 2007.

A business franchise is defined as one that licenses op-
eration resources such as registered trademarks, trade
names, patents or know-how to other business operators.
A franchisor shall have a proven operational mode and
the capacity to provide franchisees with directions, tech-
nical support and training on a continuous basis. A fran-
chisor shall have at least two directly operated outlets
with at least one year of operation for each. Within 15
days, a franchisor shall record its franchising contract.
Under the contract, the franchisee shall have the right to
terminate the contract after a certain period.

Enterprise Income Tax Law

After many years, China finally integrates its separate tax
regimes for Chinese- and foreign invested enterprises
into one. This marks a complete overhaul of the tax sys-
tem, with marked changes especially for many foreign
invested enterprises.

The standard tax rate for resident enterprise is set at
25% regardless of industry and location. Preferential tax
rates for qualified small and low-profit companies (20%)
and high or new technology enterprises (15%) will be
available. Tax incentives will be provided to encouraged

industries, including environmental protection and con-
servation, venture capital and advanced technologies.
The new tax regime will be applied as of 1st January
2008. Companies enjoying existing holidays may be
given a transition period of maximum five years. Com-
panies established after March 16th 2007 will fall under
the new regime immediately. Detailed implementation
regulations and explanatory circulars to be issued soon.

Value-Added Tax Refunds

China offers a rebate of up to 17 percent on the Value
Added Tax (VAT) paid on certain products, if such prod-
ucts are exported. The amount of available rebates is
gradually being scaled back, with the most recent ad-
justments on 19th June 2007 being particularly exten-
sive. This will increase the manufacturing / export price
of these products.

VAT tax rebates are cancelled for 553 items (listed by
their PRC tariff numbers) including leather, particular
chemical products, fertilizers, minerals and mineral-
based products, metal carbide and activated carbon prod-
ucts, simple-processed non-ferrous metals, and certain
non-motorized vessels.

VAT tax rebates have been reduced for 2268 items, in-
cluding leather suitcases (11 percent) and other leather
products (5 percent); clothing, shoes, hats, umbrellas (5
percent); plastics, rubber and related products (5 per-
cent); certain stones, ceramics, glasses, pearls, jewels,
precious metals and related products (5 percent); certain
iron and steel products (5 percent), various types of ma-
chinery (9 or 11 percent), home furnishings (9 or 11 per-
cent), watches, toys and other sundry products (11 per-
cent).

The new tax rebate levels were effective for goods ex-
ported after July 1st 2007, excluding products to be ex-
ported under contracts signed before July 1st 2007 and
recorded with the relevant tax bureau.

Restrictions placed on Processing Trade

China announced a new policy in July 2007 to curb the
growth of processing trade in labour-intensive sectors,
including the manufacturing of plastic raw materials and
products, weaving yarn, cloth and furniture. Processing
trade is the import of all raw materials, parts, components
accessories and packaging materials from abroad as
bonded materials, then re-exporting the finished prod-
ucts after processing or assembly by enterprises within
the mainland. Entities carrying out processing trade with
imports or exports categorized as restricted items must
pay an import deposit upon the registration of the cus-
toms logbook. The import deposit will be refunded, to-
gether with interest, on verification of the customs log-
book.

Manufacturers of items on the lists of restricted items
will face great financial pressure in order to finance the
import deposit. In general, the more the amount regis-
tered in the customs logbook, the more the amount of the
import deposit will be. The longer the period covered by
the customs logbook, the longer import deposit will be
held by the Customs. In addition to the import deposit,




the VAT refund rates of most of these items were reduced
from July 1st 2007, meaning a significant increase of
cost on related exports from China.

The new policy targets high polluting and energy con-
suming industries in China’s developed eastern regions.

Labour Law

In theory, the new labour law, which be implemented on
January Ist 2008, should go far in improving the situa-
tion. Under the law, employer-employee contracts are
mandatory and employers are encouraged to grant long-
term contracts, which ensure that they can only be fired
with good cause. Additionally, any employee who ful-
filled consecutive short-term contracts, which typically
last no longer than a year, will also be entitled to a long-
term contract that ensures job security. The law also man-
dates severance pay of at least one month per year of em-
ployment.

Trade unions are also given greater room to organize
under the new law. Moreover, if government officials
charged with oversight of the new regulations fall in their
duties, they now are exposed to the possibility of a civil
suit.

While the new law is an important step in improving
labour conditions in China, it does contain loopholes. For

instance, a new penalty against employers who fire work-
ers without good cause before their contracts expire
merely doubles the employees’ severance pay, however
this can encourage employers to lay off workers early in
their contracts, when they are not entitled to significant
severance packages. The larger issue will of course be
enforceability.

Conclusion

The year 2007 has brought further laws, such as the third
phase to the Closer Economic Partnership Arrangement
(CEPA) between Hong Kong and China as well as the
Double Taxation Arrangement. The year 2008 will be an
interesting year to see how well these laws will be en-
forced and what additional laws will be implemented that
could effect Foreign Invested Enterprises in China.

By Klaus Koehler
Managing Director
Klako Group

If you require assistance with the above subject, please
contact us at info@klako.com with your detailed ques-
tions.

New Corporate Income Tax Law

Latest Insights into China’s New Corporate Income Tax Law

Stefan Schmid
Leader of the
Tax Chapter
China Business
Group, PwC

On 16 March 2007, China s legislature passed the much-
anticipated Corporate Income Tax Reform which will be-
come effective on 1 January 2008. With the new Corpo-
rate Income Tax Law mainly providing a framework of
general provisions, numerous details on the application
of the new rules have been left to the accompanying im-
plementation regulations and tax circulars.

The Detailed Implementation Regulations were re-

leased by the Chinese State Council on 11 December
2008. The regulations contain 8 chapters and 133 arti-
cles which include numerous details and definitions as
well as interpretation guidelines regarding the applica-
tion of the new Corporate Income Tax Law. The Detailed
Implementation Regulations will also become effective
on I January 2008.

This analysis focuses on the implementation regulations’
possible effects on foreign China investors, foreign in-
vested enterprises in China and foreign enterprises with
business activities in China. The respective parties are
provided with detailed information to assess the poten-
tial tax impact of the new provisions.

We wish to emphasize that the following article re-
flects the state of discussion as of 14 December 2007.

Impact on Foreign Investors

Tax Structuring

Under the current tax regime, dividends repatriated by a
Foreign Invested Enterprise (“FIE”) to its foreign in-
vestors are exempted from withholding tax. The new
Corporate Income Tax Law (“CIT Law”) no longer
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grants a general withholding tax exemption. Instead, a
generally reduced withholding tax (“WHT”) rate of 10%
applies according to the Detailed Implementation Regu-
lations (“DIR”). For enterprises qualifying as high / new
tech enterprises under the new rules, an extension of the
current WHT exemption on dividends is still being dis-
cussed and remains subject to the State Council’s final
endorsement.

The tax-free reorganisation concession currently ap-
plicable to the restructuring of FIE shareholdings within
a 100% group is no longer available after 2007 if the
China equity interest is transferred onto an enterprise not
incorporated in China. However, specific corporate re-
structuring provisions have not been included in the DIR
in favour of detailed rules to be released separately.

Financing

The CIT Law contains a specific “thin-capitalisation”
rule to disallow interest deductions on borrowings from
related companies if the interest-bearing loans of the en-
terprise exceed a prescribed debt-equity ratio. The DIR
provide for the definition of “equity” to include invest-
ments obtained by an enterprise without the need of re-
payment and entitling the investors to the enterprise’s net
assets, while “debt” is defined as an interest bearing loan
from a related party. This definition of debt applies to
both direct and indirect loans, the latter including back-
to-back arrangements, loans guaranteed by related par-
ties with joint repayment obligations as well as other
loans provided by related parties.

However, the prescribed debt-equity ratio was inten-
tionally left out of the DIR and will instead be addressed
in the form of future tax circulars.

Anti-avoidance measures

Proper consideration should also be given to the general
anti-tax avoidance rules in Article 47 of the CIT Law
which empower the Chinese tax authorities to make ad-
justments where business arrangements entered into by
an enterprise are regarded as without bona fide com-
mercial purpose, resulting in the reduction of taxable
gross income or taxable income of the enterprise.
Arrangements without bona fide commercial purpose
are defined in the DIR as arrangements where the main
purpose is to reduce, exempt or delay the payment of
taxes. Companies entering into structuring, restructur-
ing, financing and other business arrangements under the
CIT Law should be prepared to justify the transactions
with valid commercial reasons.

Impact on Foreign Invested Enterprises

According to the DIR, the calculation of an FIE’s taxable
income is subject to various important changes broadly
summarised in the following categories: gross income,
preferential tax treatments, special tax adjustments and
deduction of expenses.

After much discussion, detailed provisions on corpo-
rate restructuring were removed from the DIR and will

instead be addressed via separate circulars. The final DIR
only include a fundamental provision stating the general
recognition of gain or loss for corporate restructurings
and the determination of the tax basis according to the
transaction price.

Gross income

The DIR provide elaborated details on the term “gross
income” with implications to include all receipts. The
DIR also provide better clarity on the timing as to when
to recognise certain types of income as taxable under the
CIT Law.

Furthermore, the DIR introduce the “income deem-
ing” provision. For instance, if an enterprise has engaged
in barter trade or uses its stock, assets and services for
donation, repayment of debts, sponsorship, fund raising,
advertising, sample, staff welfare or profit distribution,
it is deemed as if it had sold the products and services
and should recognise the related income. Although a sim-
ilar income deeming provision currently exists in the
VAT regime, it is important to keep in mind the additional
income tax impact and compliance requirements brought
about by this new provision.

Preferential tax treatments

High / new tech enterprises: The CIT Law stipulates a
reduced CIT rate of 15% for high / new tech enterprises
specifically promoted by the State. Furthermore, high /
new tech enterprises newly set up in the Special Eco-
nomic Zones and Pudong may enjoy tax holidays. FIEs
which have attained the “high / new tech enterprise” sta-
tus under the current regime will likely be subject to a
re-assessment exercise based on the new requirements.
The existing high / new tech FIEs should consequently
pay particular attention to the new parameters. The DIR
define high / new tech enterprises under the CIT Law
based on the following requirements, which will be sup-
ported in detail by future administrative measures:

— the enterprise should own its core proprietary intel-
lectual property rights;

— a prescribed percentage of annual Research & Devel-
opment (“R&D”) expenses;

— aprescribed proportion of income from high /new tech
products and services to the enterprise’s total income;

— a prescribed proportion of the number of technicians
(i.e. R&D personnel) to the total employees;

— other conditions as prescribed in the administrative
measures for the assessment of high / new tech enter-
prises.

Super R&D deduction: The DIR provide for an addi-
tional 50% deduction on top of the actual deduction for
qualified R&D expenditure incurred by an enterprise for
the development of new technology.

Venture Capital enterprises making an equity invest-
ment in a non-listed small-to-medium sized high / new
tech enterprise for more than two years may offset 70%
of their investment amount against their taxable income




in the year after the holding period has reached two years.
The DIR further state that any portion not utilised in that
year may be carried forward and deductible for an in-
definite period.

Other encouraged industries: For public basic infra-
structure projects specifically supported by the State as
well as for qualified environmental protection and en-
ergy or water conservation projects, the DIR grant a tax
holiday consisting of a three-year exemption followed by
a 50% tax reduction for the three years thereafter, ap-
plying only to income related to the aforementioned pro-
jects and beginning from the tax year in which the pro-
ject derives its first production and operation income.

According to the DIR, an enterprise acquiring and actu-
ally using specific equipment for the purposes of envi-
ronmental protection and energy or water conversation
etc. may offset 10% of its investment in this type of
equipment against its income tax payable for the current
year with a five-year carry-forward period. A claw-back
period of five years is also stated in the DIR.

For agricultural, forestry, animal husbandry and fish-
ery projects, the DIR provides a catalogue of project
types qualifying for either full tax exemption (e.g. culti-
vation of forestry) or 50% tax reduction.

Small and thin-profit enterprises are according to the
DIR eligible for a reduced tax rate of 20% if they are not
engaged in industries restricted or prohibited by the State
and meet the following prescribed criteria:

— industrial enterprises: the annual taxable income does
not exceed RMB 300,000, the number of employees
does not exceed 100 and the total assets do not exceed
RMB 30 million;

— other enterprises: the annual taxable income does not
exceed RMB 300,000, the number of employees does
not exceed 80 and the total assets do not exceed RMB
10 million.

Grandfathering rules: Further details on the grandfa-
thering rules such as the gradual transition of tax rates
from e.g. 15% at present to the new rate of 25% over a
S-year period as stipulated in the CIT Law are not con-
tained in the DIR. The reason for this omission is the Chi-
nese policymakers’ decision that it is more appropriate
to address tax treatments of transitional nature in sepa-
rate circulars rather than in the DIR which will be in force
for many years. However, the Chinese tax authorities
have on various occasions confirmed the following tran-
sitional arrangements:

— The new 25% tax rate will apply as of 1 January 2008
for enterprises which are currently taxed at 33% and
24%, respectively.

— For enterprises taxed at 15% under the current regime,
the tax rate will be gradually increased over a five-year
period. The transitional period will be captured as fol-
lows: 18% for the year 2008, 20% for 2009, 22% for
2010, 24% for 2011 and 25% for 2012.

— As the CIT Law allows unused tax holidays to be car-
ried forward to 2008 and beyond until expiry, any un-
used tax holidays currently enjoyed by FIEs engaged
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in specific industries and activities will overlay with
the gradual increase of the tax rate from 15% to 25%.
Unused general tax holidays for production-oriented
enterprises will therefore start running as of 1 January
2008 and phase out within five years, irrespective of
whether the company is in a loss position.

— No grandfathering treatment is provided for incentives
currently enjoyed by export-oriented enterprises. The
possibility of reinvestment tax refunds will also be
abolished under the new CIT Law.

Also in this regard, the DIR reconfirm a circular issued
on 31 August 2007 by the Ministry of Finance and the
State Administration of Taxation to clarify the term “en-
terprises which have been approved to be established be-
fore the promulgation of the CIT Law (16 March 2007)”
—or so-called “Old Enterprises”: Old Enterprises thus re-
fer to those companies which have performed their busi-
ness registration with the Administration for Industry
and Commerce on or before 16 March 2007. These com-
panies will be eligible for the grandfathering treatments
of the CIT Law.

Special tax adjustments

Transfer pricing has been regarded as a very important
tax issue in China. The DIR move a step further in terms
of transfer pricing documentation by introducing the
“contemporaneous documentation” requirement. The
latter will require taxpayers having related party trans-
actions to record and compile the information of pricing
/ expense determination basis, computation methods and
explanations, etc. Taxpayers will be expected to be able
to respond to tax authorities’ requests for such informa-
tion within a short period of time (e.g. 30 days); hence
taxpayers will need to prepare transfer pricing docu-
mentation on a contemporaneous basis. Not having
transfer pricing documentation will result in interest levy
on special tax adjustments. We understand that the State
Administration of Taxation is preparing a separate cir-
cular to address the related details regarding the con-
temporaneous documentation requirement which may be
issued soon. FIEs in China typically have engaged in re-
lated party transactions and will thus need to deal with
the new compliance requirements. For previous years, it
is still advisable for FIEs to assess their TP profile and
to prepare appropriate TP documentation as an effective
tax management tool.

Cost Sharing Agreement (“CSA”): The CIT Law newly
introduced this concept allowing participants to share the
joint costs incurred for the research and development of
intangibles and provision / receipt of services. The DIR
require the CSA to state the details on the sharing ratio,
joint costs, benefits of the ownership, rights to use the
developed interests, etc. CSA applicants are required to
submit the relevant transfer pricing information to the
Chinese tax authorities for review after conclusion of the
agreement. The shared costs may only be deductible if
the required information is duly prepared and submitted,
the CSA is in line with the arm’s length principle and if
the CSA is supported by a reasonable commercial pur-
pose or possesses economic substance.

Advance Pricing Agreement (“APA”): For taxpayers
seeking the acceptance of their CSA by the tax authori-
ties, the DIR encourage the use of an APA because this
approach would allow the Chinese tax authorities an op-
portunity to review the contents and reasonableness of
the CSA before the related costs are allowed for tax de-
duction.

Controlled Foreign Company (“CFC”): Under the CIT
Law, undistributed profits which are kept by CFCs lo-
cated in low tax rate countries/regions without valid busi-
ness reasons may be taxed in China as deemed distribu-
tion. A “low tax rate” refers to an effective tax burden
lower than 50% of the China tax rate (i.e. 12.5%). De-
tailed CFC rules are expected to be released separately
at a later stage.

Thin-Capitalisation Rules and Anti-Avoidance Mea-
sures have already been discussed in the Chapter on For-
eign Investors. Please see previous text.

The DIR also provide details about the interest levy to be
imposed on any special tax adjustments, namely transfer
pricing, CFC, thin-capitalisation and anti-avoidance
rules. The interest levy rate is set at 5 percentage points
above the RMB lending basic interest rate published by
the People’s Bank of China. The interest levy would re-
sult in additional costs for taxpayers on top of the charge
for the delayed tax payment and is thus viewed by tax au-
thorities as a deterrent to aggressive tax avoidance
schemes. The additional 5% penalty interest may be
waived if the contemporaneous documentation for TP
purposes is available. Finally, the DIR include a statute
of limitations of 10 years for special tax adjustments by
the Chinese tax authorities.

Deduction of expenses

General deduction criteria: The CIT Law stipulates that
an enterprise can deduct reasonable expenses that are ac-
tually incurred and are related to the generation of in-
come. The term “reasonable expenses” is defined in the
DIR as necessary and ordinary expenses incurred in the
course of normal production and business operations,
and the term “related expenses” is defined as expenses
that are directly relevant to the generation of income. As
this is a principle-based rule, the taxpayers and the Chi-
nese tax authorities may adopt their respective judge-
ments on what is to be regarded as deductible expenses;
different interpretation may lead to tax audit challenges.

Wages and salaries: The DIR confirm that reasonable
salaries and wages actually incurred by an enterprise
shall be deductible without specific deduction caps. The
current tax regime’s cap on deductions allowed for staff
welfare costs (limited to 14% of total salaries) was
adopted by the DIR as well.

Interest expense: The DIR adopt a new term called “bor-
rowing costs” with a larger scope than mere interest. This
allows the future explanatory circulars to capture addi-
tional costs and expenses associated with borrowings un-
der the deduction rules, which may take different forms




or terminologies, such as guarantee fees, handling fees,
standby fees, arrangement fees or any others.

“Business Entertainment Expense”: The DIR only al-
low the deduction of 60% of business-related entertain-
ment expenses incurred by an enterprise. In addition, the
deduction is capped at 0.5% of the sales income for that
year.

Advertising and business promotion expenses: The DIR
restrict the deduction of advertising and business pro-
motion expenses incurred by an enterprise in a tax year
to 15% of the sales income for that year. Any excess
amount is allowed to be carried forward and deductible
in future years. Due to such a threshold not being con-
sidered appropriate for all taxpayers and the resulting
lobbying effort of the business community, an exemption
clause has been added to provide some leeway for the
Chinese authorities to allow special concessions which
enable enterprises to deduct advertising and business
promotion expenses exceeding the 15% threshold, if jus-
tified.

Sponsorship expenses: The CIT Law specifically disal-
lows the deduction of sponsorship expenses. The DIR de-
fine sponsorship expenses as all types of expenditures
that are not in the nature of advertising and not relevant
to the production and business operation of the enterprise.

Depreciation of fixed assets: The DIR no longer require
a 10% residual value to be placed on fixed assets for the
purpose of calculating tax depreciation expenses. There
will still be prescribed years of tax useful lives for dif-
ferent categories of fixed assets as before, e.g. three years
for electronic equipment.

Amortisation of acquired goodwill: The DIR do not al-
low the amortisation of acquired goodwill for tax pur-
poses until the acquiring enterprise disposes of its entire
business or liquidates. This treatment deviates from the
current tax treatment for FIEs in similar situations which
generally allows the amortisation of goodwill over ten
years. Tax timing differences may be caused by this pro-
vision as gains arising from taxable business restructur-
ings may be taxed upfront to the transferor whereas the
acquirer may not claim amortisation of acquired good-
will until the abovementioned critical events occur. As of
now it is uncertain whether FIEs having previously ac-
quired businesses with goodwill may be able to continue
amortising their goodwill for tax purposes after 2007.

Some of the above changes are also made to be in line
with the new accounting standards in China, so as to min-
imise the number of the book / tax differences between
the income tax filings and the accounting profits.

Impact on Foreign Enterprises

Tax residence

Under the CIT Law, an enterprise established outside
China (foreign enterprise or “FE”) which has its effec-
tive management organisation in China shall be consid-

ered a “tax resident enterprise” (“TRE”) and subject to
Chinese corporate income tax on its worldwide income.
A Chinese registered company is per se considered a
TRE. The DIR consider the place of effective manage-
ment to be in China if the “exercising, in substance, of
the overall management and control over the production
and business, personnel, accounting, properties etc. of an
enterprise” is located in China. The determination of tax
residence will thus require a review of the particular facts
and circumstances surrounding each case.

Permanent establishment

The CIT Law also stipulates that a non-TRE having an
establishment or place in China shall be subject to Chi-
nese corporate income tax on income derived by that es-
tablishment or place from sources within China and on
income derived from sources outside China which is ef-
fectively connected with such establishment or place.
The DIR adopt a definition of “establishment or place”
which is very similar to the current regime; however, the
term “business agents” within that definition includes
persons / entities which regularly represent the non-TRE
in business other than the purchase and sale of goods.
This expanded definition may potentially include agents
who regularly provide services in China on behalf of
overseas principals.

Passive income from China sources

The DIR reduce WHT on passive income (e.g. dividends,
interest, royalties, rental income, gain on transfer of
properties, etc.) received by a non-TRE with no estab-
lishment or place in China from 20% to 10%. In addi-
tion, the following passive income is amongst others to-
tally exempt from tax:

— interest income from loans made by international fi-
nancial organisations to the Chinese government and
TRE:s at preferential rates;

— dividends derived by a TRE from its direct investment
in another TRE, with the exception of dividends stem-
ming from investments in publicly listed shares if the
preceding holding period amounted to less than a year;

— dividends derived by a non-TRE with an establishment
or place in China from its equity investment in a TRE,
provided that said income is effectively connected with
such establishment or place and with the exception of
investment income stemming from investments in
publicly listed shares of a TRE if the preceding hold-
ing period amounted to less than a year.

Implications and Recommendations
for Swiss Investors

The DIR adopt various international tax principles and
practices in detailing the articles of the CIT Law while
also including various tax rules reflecting the new Chi-
nese accounting standards. Taxpayers will consequently
be faced with several new compliance requirements un-
der the CIT regime. However, the DIR are far from pro-
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viding all the answers to the framework provisions found
in the new CIT Law and will cause various questions to
be addressed in the form of future circulars and admin-
istrative rulings. Detailed rules on e.g. corporate re-
structuring or grandfathering treatments are expected to
be issued gradually during the coming months to support
the DIR.

Swiss investors are advised to review the new CIT
Law’s potential impact on their China operations and
their current tax profile. For existing Chinese invest-
ments, the distribution of dividends as of 1 January 2008
will no longer be exempt from withholding tax. Trans-
fers of equity in a Chinese company between two 100%
commonly-owned foreign group companies may also re-
sult in additional tax costs as of 1 January 2008.

Swiss businesses with substantial operations in China
will need to review their business structures to ensure
compliance with the new “thin capitalisation” rules, the

new anti-avoidance measures and the more stringent
transfer pricing requirements.

Foreign companies with current or planned business
personnel in China are advised to clearly define the func-
tions to be performed in China in order to prevent acci-
dental exposure to tax residence.

We wish to emphasize that the article reflects the state of
discussion as of 14 December 2007. For further infor-
mation, including subsequent developments, please con-
tact PricewaterhouseCoopers’ China specialist in
Switzerland:

Stefan Schmid

Tax Partner, Leader of the Tax Chapter
China Business Group

Phone +41 58 792 44 82

Key-factors: Innovation & Human Resources

While China has taken its place as a key driver of global
economic growth and an important market for European
investors, European investors were suggested to be more
localised and to increase innovation and human re-
sources inputs in China by experts at Pricewaterhouse-
Coopers China-Europe Conference 2007 in Beijing.

The Conference was held in Beijing on 15-16 Novem-
ber2007. It provided a good platform for specialists from
Asia and Europe to exchange views on the most current
and fundamental topics regarding investments in China,
to learn about the latest changes in rules and regulations,
including the most recent Tax Reform, and to share the
views and experiences with industry counterparts from
Europe and China. More than 170 senior executives from
European companies and PricewaterhouseCoopers pro-
fessionals including 52 speakers attended the conference
and shared their insights.

PwC China & Hong Kong: Executive Chairman and
Senior Partner Silas Yang during opening speech.

About PricewaterhouseCoopers — Hong
Kong, Macav and Mainland China

PricewaterhouseCoopers is the leading profes-
sional services organisation in Hong Kong,
Macau and mainland China, with a total staff
strength of 9,000, including close to 330 partners.
Our offices in mainland China comprise: Beijing,
Chongqing, Dalian, Guangzhou, Qingdao,
Shanghai, Shenzhen, Suzhou, Tianjin and Xi’an.

Complementing our /depth of industry exper-
tise and breadth of skills is our sound knowledge
of the local business environment in Hong Kong,
Macau and mainland China.

PricewaterhouseCoopers is committed to work-
ing with our clients to deliver the solutions that
help them take on the challenges of the ever-
changing business environment.

Over the past 29 years, China has undergone remark-
able transformations. The economy has sustained rapid
growth averaging 9.7% per annum. As of 2006, the na-
tion’s GDP reached RMB 21,000 billion, earning China
the rank of being the 4th largest economy in the world;
total foreign trade volume reached USD 1,700 billion,
ranking 3rd in the world; foreign exchange reserve ex-
ceeded USD 1,000 billion, ranking 1st in the world; and
GDP per capita increased from USD 226 in 1978 to more
than USD 2,000 in 2006. In tandem with its significant
economic achievements, China also faces some serious
issues and challenges brought on by its rapid economic




growth. These include the large gap between rich and
poor, the unbalanced development between the east and
the west of China, social welfare issues, high costs of ed-
ucation, health care and housing, and growing environ-
mental issues.

“Challenges that the European companies are facing
in China fall into three categories — ambiguous and fast-
changing regulatory environment, IPR protection and
human resources”, said Frits Litjens, Pricewaterhouse-
Coopers Eurofirms Markets Leader. “Keeping the above
in mind, I think that we, as foreign companies investing
in China, can also lend a hand in helping to develop the
investment environment in this country. Problems can al-
ways be perceived, and therefore also solved, in different
ways. The investments should benefit both the develop-
ment of China, and our companies’ growth.”

“PricewaterhouseCoopers is confident about China’s
future. We are devoted to helping Chinese enterprises to
globalise and realise their international business aspira-
tions and providing professional services and local ex-
pertise to multinational companies in China”, said Silas
Yang, Executive Chairman and Senior Partner of Price-
waterhouseCoopers Hong Kong & China.

About PricewaterhouseCoopers — Globally

PricewaterhouseCoopers provides industry-fo-
cused assurance, tax and advisory services to
build public trust and enhance value for its clients
and their stakeholders. More than 146,000 peo-
ple in 150 countries across our network share
their thinking, experience and solutions to de-
velop fresh perspectives and practical advice.

For further information please contact:

Claire Chen, Manager
European Desk — China Outbound Business Services

PricewaterhouseCoopers Center, Shanghai
Phone: +86 (21) 6123 3986

Mob: + 139 168 53889
claire.j.chen@cn.pwc.com
WWW.pWcen.com

Boasting Ongoing Relations with China

The Fachhochschule Nordwestschweiz (FHNW) has only been in existence since 1 January 2006, but benefiting from
the historical connections between its predecessor schools (the three Fachhochschulen Solothurn, Aargau and beide
Basel), it can boast an ongoing relationship with China which stretches back into the early 1990's.

This China connection stretches from research projects involving professors from both countries across student pa-
pers to regular visits and exchanges. In this issue of the Bulletin we focus on three FHNW projects to give a flavour
of recent and ongoing collaborations.

The iTrust project is an interdisciplinary research project which brings together academic and business partners
from Switzerland and China to investigate one of the key factors in successful cooperation. Our second article de-
scribes the findings of a paper written by bachelor students in the School of Business s International Management Pro-
gramme which discuss optimal preparation for Swiss expatriates travelling to China. Finally we examine Insight China,
a student led project which will, for the seventh consecutive year take FHNW students to explore the culture and econ-

omy of China first-hand.

iTrust — Building Trust in
Business Relationships with
Chinese Partners

At a time when the Chinese Government is making con-
certed attempts to further develop the country’s knowl-
edge based industries and international corporations are
moving beyond treating the country as purely a cost-ef-
fective production centre, the issue of trust between Swiss
and Chinese business partners is ever more urgent.

Many studies have shown that the ability of companies
and their employees to build trust in business relation-
ship is a key success factor for intercultural cooperation.
Business relationships and daily collaboration that is
based on trust are the foundation of long-term profitable

international business. However, developing trust in an
international context is a great challenge.

Most writing on the issue of trust tends to focus on ei-
ther interpersonal or system trust. Put simply, trust is
seen either as a function of a personal relationship be-
tween person A and person B or as trust in an institution
or system. In the former case the success of business re-
lies on key individuals, in the latter on the reputation of
an organisation to deliver its usual service (e.g. mobility
in the case of SBB). While both of these concepts have
value, they do not capture the changing and volatile
process of trust building, stabilisation and repair. There
have been a wide range of cases where a situation of in-
terpersonal trust exists between senior individuals and/or
trust between organisations exists, but the projects them-
selves fail to develop a trust dynamic of their own and
subsequently fail to deliver the returns expected. The
steering of the very process of trust building thus be-
comes a key success factor that is ready for increased
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management attention as this soft factor heavily influ-
ences hard business outcomes. This especially holds for
trust formation in an intercultural environment.

In the Chinese context, we have identified a number of
issues which complicate the trust building process,
specifically intercultural misunderstandings based on
differing expectations as to the negotiation process, the
degree of specification required or expected in contracts,
how strictly paper agreements are interpreted and en-
forced and differing expectations of the behaviour of
partners during a business relationship. Such misunder-
standings can quickly develop into hurdles which can
hinder or even prevent a successful outcome of business
relations and common projects.

iTrust, an interdisciplinary project including acade-
mics from the FHNW School of Applied Psychology
and School of Business together with partners from the
University of London, Birkbeck College (U.K.) and
Shenzhen University (PRC) are working with industry
partners to investigate the key success factors in build-
ing and maintaining trust in this challenging environ-
ment.

In the first stage of our project, we have interviewed a
number of experienced “China Hands” to test our initial
hypotheses and refine our methodology. In 2008 we will
move to phase two of the project which will entail data
collection both in Switzerland and China.

Research Focus

Our research process focuses on detailed analysis of key
events in specific projects, the expectations of those in-
volved and whether these were met. By uncovering the
key psychological moments in the trust building process
and mapping these to business objectives and project
milestones, we can develop a rich and detailed picture of
both subjective and more objective stages in a business
relationship and uncover strategies to aid trust develop-
ment.

Through further investigations into actions taken to
stabilise, or reaffirm failing or uncertain trust we can be-
gin to see the dynamic interrelationships between spe-
cific actions and behaviours and positive outcomes for
the participating companies.

Our initial research has strengthened our beliefin a hy-
pothesis that the existing trust definitions, specifically
those relating to interpersonal or system trust need to be
extended to encompass the messy, exhilarating, frustrat-
ing reality of a developing relationship.

When our investigations into particular cases have
been completed, the results will be consolidated and the
following questions addressed:

1. What are typical ways of initiating business relations
with China and how do experienced actors evaluate
their respective strengths and weaknesses?

2. What are the necessary preconditions for building trust
in business relationships in China?

3. Whatare key factors which maintain and stabilize trust
in already established business relations with China?

4. Which practical strategies help cope with “crises of
trust” and which means are available to “repair” trust
that has become vulnerable?

Ultimately, the project will deliver both detailed reports
on individual projects for participants and publishable re-
sults created during the consolidation process.

Although our participating companies for the first
phase of the project have been selected, it is still possi-
ble for companies to join phase two should they be in-
terested.

Contribution of Industry Partners. The participating in-

dustry partners should

— have an interest in discovering new means to steer and
strengthen trust building in Sino-foreign business re-
lations

— be motivated to reflect on structures and processes sup-
porting trust building in collaboration with Chinese
partners

— be based in Switzerland and / or China

— have (if possible comprehensive) experiences with
Sino-Swiss collaboration

— be willing to share experience and data on the nature
and type of the cooperation they have (however, con-
fidentiality issues will certainly be respected)

— be ready to set aside time for interviews (for each pro-
ject to be investigated about four to six interviews with
a max. length of 2 hours each)

— a half-day workshop (with participation of the people
involved in the interviews), and

— ahalf-day workshop to share final outcomes across the
participating industry partners (benchmark)

— be willing to make a small financial contribution to the
project.

Benefits for Industry Partners

Each participating industry partner will receive

— context and organisation sensitive description of sup-
portive (inter-) organizational frame conditions and
strategies for trust building in IICs

— in depth description of culture-sensitive best practices
in creating and maintaining trust in business relations
with China

— benchmarks of current strategy based on a cross-case
comparison

— manual on the development of trust in intercultural
business relations encompassing core issues to be re-
flected on, to be regulated, to be monitored, etc.

Should you be interested in participating in i Trust, please
contact:

Prof. Dr. Christoph Clases

FHNW — Hochschule fiir Angewandte Psychologie
ifk — Institut fiir Kooperationsforschung und
-entwicklung

Riggenbachstr. 16

CH-4600 Olten

christoph.clases@fhnw.ch

www.fhnw.ch/ifk




CONTINENTAL TRAVEL LTD.
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Preparing Swiss Expatriates —

How to Avoid Losing a lot of Money

Early repatriation is one of the most expensive causes of

incautious expatriate management. Expatriates in China
not only face opportunities but also difficulties and nu-
merous differences, which have to be addressed. Swiss
companies should therefore follow a best practice for the
preparation.

This article aims to show SMEs a “best practice” for
the preparation of future expatriates and their partners,
spouses or children by illustrating the most relevant as-
pects pertaining to preparation.

Definition of the Preparation Phase

The preparation phase is the time duration in which the
expatriate and his or her family are prepared for their new
living and working environment. It begins in Switzerland
after the company has selected the candidate and ends
when the expatriate and his or her family have basically
adapted to China. The preparation phase contains several
steps.

The steps belonging to the preparation in Switzerland
begin with the pre-visit, which takes place after the se-
lection process. This is followed by cultural training, lan-
guage preparation, and the relocation package, where the
order is not relevant as long as the activities take place
before the expatriate leaves for his or her host country.

After arriving in China, the expatriate is specifically
prepared for the future job and daily life. The host coun-
try’s Human Resources (HR) department will provide a
language course if this was not done in Switzerland. Ad-
ditionally, a “buddy” who has been assigned to the ex-
patriate will give support as long as necessary.
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Pre-visit to the Location in China

An integral part of the preparation is a pre-visit to the lo-
cation where the expatriate and his or her family are go-
ing to live. Typical activities on this trip are getting to
know future colleagues and managers in person, visiting
the company facilities and the living environment,
house-hunting, checking possible schools for children
and medical institutions as well as getting in touch with
other expatriates.

Such a pre-visit typically takes around a week and
should be arranged early on in the preparation procedure
if the situation allows. It enables a better psychological
preparation for expatriates and their families and reduces
the risk of early repatriation. Also, if the expatriate’s ex-
pectations are not met or if the family is unhappy with
the imminent expatriation, there is still a possibility to
cancel the international assignment. In this case, the
company would have more time available to find an al-
ternative solution.

It is important that this trip is not regarded as a vaca-
tion and it should ideally take place in the most unfavor-
able season. In Beijing for example, this would be in win-
ter. In Hong Kong, as another example, it would be in
summer so that high temperatures and humidity can be
personally experienced and not just heard about in
Switzerland.

The benefits and relatively low costs of a pre-visit
compared to the total costs of expatriation underline the
importance of such a trip.

After the candidate and his or her family have agreed
to the international assignment, the actual preparation
phase can begin.
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Pre-visit +Cultural training
«Language preparation

*Relocation preparation

Cultural Training

Cultural training and preparation is key to a successful
international assignment.

Training might range from descriptions of daily life in
China to development of interpersonal skills for the
workplace. Providing cultural training cannot reduce the
risk of premature returns to zero but can help people bet-
ter deal with cultural differences.

It should also be taken into consideration that cultural
training is dependent on the respective job or function of
the expatriate and the already existent knowledge. Cul-
tural training can be divided into business related and
non-business related cultural training.

Business Related Cultural Training

This business related side of cultural training primarily
addresses the expatriate. Expatriates have to develop
their intercultural communication competence so that
they can live meaningfully and productively in the global
workplace. Therefore, business related cultural training
is essential for the expatriates at the pre-departure stage.

Training may include topics such as negotiation skills,
Chinese business law, business dos and don’ts, leading
the Chinese workforce, conflict management and the
Chinese art of networking, the so-called Guanxi. Train-
ing can be provided by trainers or in seminars. Also writ-
ten information such as booklets, books and magazines
can be handed out.

Non-business Related Cultural Training

Unlike the business linked cultural training, this training
is dedicated to both expatriates and their families. Fam-
ilies, in this sense, means spouses and children; if the lat-
ter are old enough to make training meaningful. This ac-
climatization could cover isolation and loss of personal
network. It is imperative to have an understanding of Chi-
nese social customs and daily life in China.

end of preparation

*Buddy phase

eIntroduction to new job

«Language preparation

Communication Training

Although English is accepted as the predominant inter-
national business language, language skills are important
in adapting to a new environment. Providing language
training courses for expatriates and their families is ad-
vantageous. The Chinese highly appreciate Westerners
making an effort to learn their language, which results in
an easier integration into Chinese society. This does not
mean one has to speak excellent Mandarin or Cantonese,
but rather possess some basic knowledge. Such language
courses can be attended prior to or during the stay in
China.

Regarding non-verbal communication, most Chinese
are reluctant to articulate what they think to avoid re-
jecting others or challenging their power. Consequently,
it would be beneficial for expatriates to understand fa-
cial expression when communicating with the Chinese
and when making decisions.

What should not be taken for granted is that all candi-
dates considered for an international assignment have
good English skills. Most expatriates sent from Switzer-
land are non-native English speakers. Good English
skills are a pre-condition for a successful assignment and
cannot be taught during a relatively short preparation pe-
riod in which numerous other issues have to be dealt with.
Therefore, it is important to only select candidates with
sound English skills.

Relocation Package

Before embarking on an international assignment, an
employee faces a wide range of considerations. Some ex-
amples are how to get to the host country, what to take
along, where to live, the settling in of the family mem-
bers and schooling for the children. All such concerns
and costs are regarded as relocation costs. Therefore, it
is important for a company to arrange a good relocation
package for the expatriate before he or she leaves the

(continued on next page)
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home country. A good relocation package raises the at-
tractiveness of expatriation, while ameliorating the
morale of the expatriate and family.

The following issues have to be included in the relo-
cation package:

Housing

Critical issues for the success of an expatriate assignment
are the assistance given in finding a house or apartment
and settling into the new environment. Smoothly moving
into a new home will help the expatriate return to a nor-
mal life as soon as possible.

A factor that should not be underestimated is the mov-
ing of personal goods and pets which increases general
well being because the expatriate feels more comfortable
in the new home.

A company should provide housing allowances, rented
housing or company-owned housing.

Schooling
Good schooling opportunities for an expatriate’s children
are another vital issue. If the children feel uncomfortable
in their new environment, then often their parents will
feel so too.

During the pre-visit the schooling issue needs to be
taken into consideration. If possible, different schools
should be considered, visited and investigated. In many
places in China, international schools exist. If this is not
the case, however, parents may face the choice of send-
ing their children to international boarding schools or
provide home schooling. For a company, sending an ex-
patriate who has “school-age children” means higher
costs because the company typically covers schooling
expenses.

Besides this monetary disadvantage, sending an expa-
triate with children has a significant advantage. Parents
get to know other parents in the same situation. Social-
ization thus becomes easier and makes spouses less
prone to social deprivation. Also, spouses with children
are busy bringing them up and may have a weaker need
for furthering their own career.

Spousal Support

One of the most critical issues in expatriation is the chal-
lenge of integrating the spouse to the new living envi-
ronment. The spouse’s inability to adjust is the number
one reason for expatriate failure. Therefore a company
has to ensure that expatriation is not only attractive for
the expatriate, but also for his or her spouse or partner.
Spousal support means identifying the needs of a spouse
and trying to meet those needs as much as possible.

Spouses often go abroad without having a job or any
friends in the host country. It is a fact that in many cases
spouses do not have a job during the assignment period
and do not find one. While the expatriate is busy with the
international assignment, his or her spouse often is at
home and may feel isolated and lonely. The increasing
number of well-educated women, pursuing their own ca-
reers has exacerbated this problem even further.

There is no standard solution to this problem. One
gleam of hope is that companies could try to offer more
opportunities for dual-career couples. This could mean
offering an international assignment also for the husband
or wife of the expatriate if circumstances allow. Another
possibility is to support the spouse by hiring a job hunter
in China or by offering continuing education.

Taking this into consideration, the selection process of
expatriates is of paramount importance. Not only the per-




FURNESS

YOUR SOLUTION PROVIVER IS EXPECTING YOU

CONTAINER
BREAK BuULK
HEAVY LIFT

RORO-GOODS

TR R e

g
P e A

&
N?

ol N W O

Ll Iw{ T W T P Y T
L SR T T - s—

Furness Shipping Ltd.

Hohlstrasse 610, CH-8048 Ziirich
Phone 044 436 91 11, Fax 044 436 91 22
www.furness.ch, furness@furness.ch

Zertifiziert nach 1SO 9001:2000




NEWS FROM MEMBERS

BULLETIN 2/07  SWISS-CHINESE CHAMBER OF COMMERCE

[}
o]

This article is based on a semester project about
the preparation of expatriates of Swiss compa-
nies for their stay in China.

Sources of information were interviews con-
ducted with several Swiss multinational compa-
nies operating in China as well as desk research.
The authors are fourth semester students of In-
ternational Management at the University of Ap-
plied Sciences Northwestern Switzerland. Two of
the authors are exchange students from the Poly-
technic University of Hong Kong who actively
contributed with first-hand information.

sonality and character of the expatriate, but also the per-
sonality and character of the spouse is vital because mi-
nor problems may become major problems under the dif-
ferent circumstances in the host country.

Furthermore, companies can support spouses by help-
ing them get in touch with other expatriates’ spouses or
certain organizations such as Swiss communities or ed-
ucational institutes. However, this depends on the com-
pany’s resources, the location of the expatriate and per-
sonal interests.

The preparation phase in Switzerland normally ends at
this point and continues with further preparation in
China.

Assigning a Host Country Buddy

Companies can assign a host country mentor or so called
“buddy” to their expatriates. Such a buddy, located in
China, needs to be experienced with the relevant com-
pany, its business, and is acquainted with Chinese cul-
ture, as well as with the local environment. It is advanta-

geous if the cultural gap between the expatriate and the
mentor is minimal. The mentor’s task is to support his
protégé with adapting to the new job, environment and
share his or her experiences. Such mentors should be eas-
ily approachable by the expatriate. The advantage for the
company is that having a mentor disburdens home and
host-country HR departments, which may have limited
personnel resources. If problems or questions arise, ex-
patriates and their families can first seek help from the
mentor. This mentor should be assigned during the prepa-
ration period in Switzerland. Questions concerning the
relocation, for example, can be posted to the mentor. He
or she, in turn, can help in relocating and supporting the
expatriate after arrival.

Conclusion

Various types of training and assistance need to be of-
fered by the company to make expatriation successful.

Since companies, their industries, employees and the
different needs may vary significantly, a “best practice”
should not be seen as a pre-made solution for the prepa-
ration of expatriates but rather as a guideline with dif-
ferent recommendations. Preparing a future expatriate
and his or her family as described is no panacea but will
unquestionably increase the probability of successful ex-
patriation.

For further information or a full copy of the semester pro-
Ject paper please contact:

Andy Werner
andy.werner@students.fhnw.ch
Roman Hallwyler
roman.hallwyler@students.fhnw.ch

Students Exploring Chinese Business Environments

The Insight China project heads to the “Middle King-
dom” for the seventh consecutive year. In China students
explore internationally operating Swiss and Chinese or-
ganizations, to get an insight into the economy and cul-
ture. While travelling in Beijing, Lanzhou, Yichang and
Shanghai, the delegation will experience the many faces
of China s culture and meet Swiss expatriates as well as
Chinese officials and business people to share knowl-
edge and experience of life in Asia’s most dynamic econ-
omy. Andrea Dummermuth, of Blaser Swisslube AG says:
“With Insight China 2008 the FHNW provides future ex-
ecutives the opportunity to practice their knowledge, to
network and to build relationships through the intercul-
tural experience in China. As a leading manufacturer of
coolants for the metalworking industry, we consider our
support of this project as an investment in the future.”

Insight China is an international business project orga-
nized by International Management students at the

School of Business of the University of Applied Sciences
Northwestern Switzerland FHNW. Students in the fields
of Business Administration, Engineering, Applied Psy-
chology and Social Work will participate in two semi-
nars. The first seminar will be held in February "08 in
Olten, it will be open to all final year students of the
FHNW and will give a theoretical background for those
18 students who will be travelling to China in March "08.
The project aims are:

— Fostering intercultural exchange

— Building networks and strengthening relationships

— Knowledge transfer

— Combining theoretical knowledge with hands-on
experience onsite

— Investigating major business and economic fields
related to China




Theoretical Preparation in Switzerland

The preparatory seminar “Doing Business in China”,
which will take place from the 11-15 February and will
provide background information about China to up to 50
students. Executives from banking, consulting, engi-
neering and global retailing companies and lecturers
with china experience, will give a personal view of “Do-
ing Business in China”. This experts will talk about their
experiences in China and will demonstrating what it
takes to be successful in this highly competitive market.
The seminar will focus on economic. Political and legal
aspects of doing business as well as intercultural man-
agement and behavioral aspects in Asia, and students will
participate in a workshop on Chinese language and eti-
quette. The preparatory seminar will finish with podium
discussions in cooperation with other FHNW projects,
Focus India and Networking New York, on relevant in-
ternational issues giving all participants and guests the
opportunity to discuss their points of view and a presen-
tation where internationally known politicians will dis-
cuss Swiss international relations.

Applying the Theory Onsite

One month later, from the 14-30 March, 18 highly mo-
tivated students will take their first step into Chinese cul-
ture onsite. Beijing will be the starting point of the on-
site seminar, an unforgettable cultural experience, which
will be combined with a visit to Olympic organizations
and governmental institutions. The delegation will meet
Swiss Business Hub and Embassy officials. The next
visit on this trip will be to Lanzhou to foster the 15 year
long relationship with the Gansu Training Center for Se-
nior Management Officials GTCSMO. There the dele-
gation will meet students, lecturers and government of-
ficials as well as visiting state and privately owned
businesses. According to Xu Jian of the GTCSMO,
Lanzhou will lead to the first cultural shock for the del-
egation, as it is less developed than the coastal region but
steadily growing to an economically strong point in
China. From there the delegation will travel to Yichang,
site of the Three Gorges Dam. The final destination is
Shanghai, the business hub of China and one of the
fastest growing cities in the world. There the delegation
will get a closer look at Chinese and Swiss businesses
that are operating in China. The Suzhou Industrial Park
will be one of the highlights in Shanghai, and the dele-
gation will visit logistics, consulting and textile and
firms amongst others. Meetings with expatriates will be
an opportunity for participants to learn about working
and living in China.

Contribution

The Insight China seminar is only possible with support
from partners in the Swiss private sector. They help stu-
dents afford such an expensive trip and they profit/ben-
efit from students researching economic, social and
other China related subjects. Direct contact to highly mo-
tivated students in the fields of Business Administration,
Engineering, Applied Psychology and Social Work,

International Football Arena Beijing

IFA Beijing — May 23 and 24, 2008
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The International Football Arena is going
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from 23 countries.
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gives firms opportunities to network and opens possibil-
ities to recruit students who are finishing their studies in
Summer 2008. The FHNW School of Business and its
China-Hub is well known for its international network,
which is strongly reflected in the Insight China project,
the first of its kind in Switzerland. This highly presti-
gious project will be organized by International Man-
agement (Business Administration) students for the sev-
enth time as a part of the International Business Project
module. The major part of the initial phase is fund rais-
ing, where business partners are sought who would like

to help highly motivated students afford this unique op-
portunity to advance their studies.

For further Information or to become a sponsor please
contact:

Insight China 2008
Jean-Philippe Persico
Sponsoring/PR
info@insightchina.ch
www.insightchina.ch
+41 (0)79 652 30 92

The Future House Is Here Now

Imagine, living in comfort at the South Pole', Honolulu,
Hawaii®, or Beijing, China’. Actually, imagination is not
required since each of these three distant locations cur-
rently use SIP'S to solve the “comfort” issues; climate,
family budget, and the “peace of mind” that a SIP struc-
ture will help reduce your carbon footprint. In fact, a SIP
is so efficient that operational carbon use can just dis-
appear as in the NET ZERO ENERGY structure featured
in these pictures of the Future House USA just completed
in Beijing.

What is a SIP (Structural Insulated Panel) and can it
really create housing that consumes so little energy that
residents can leave a smaller carbon footprint on the
planet? The answer is YES.

A SIP is a pre-manufactured structural element used for
residential or light commercial buildings (three levels or
less). A SIP structure can easily be assembled in a fac-
tory or at the construction site. By applying the SIP mod-
ular construction technology, building a structure re-
quires much less skilled effort and is completed in less
time. These labor and time reductions generate costs sav-
ings for the builder/owner. But the advantages of SIP
building do not stop once construction is complete. A SIP
building is so energy efficient (compared to homes built
with traditional construction techniques) that the bene-
fits keep coming throughout the life of the house. Bene-
fits such as energy savings come from the fact that a SIP
completely eliminates thermal bridging* by structural
supports. This fact is counter intuitive to most home-
owners. Just think insulation can actually be the struc-

ture that surrounds the living space in the home. Yet, that
is exactly what happens with a SIP; the foam insulation
(EPS or expandable polystyrene) is a component of the
structure. There is no other price or performance com-
petitive insulation material that can serve as insulation
and a structural component.

Most people that want to live a GREEN lifestyle might
be satisfied to simply have a more efficient house i.e. one
that uses less energy. With a SIP, however, the desire to
have a green lifestyle extends also to the materials used
to create a SIP. For example, expandable polystyrene is,
by volume, mostly air and less than 5% petroleum based
plastic. Since most plastics result from maximum uti-
lization of the waste products left over after fuel is re-
fined from crude oil; one could say that not only is ex-
pandable polystyrene less than 5% by volume oil based,
but the oil used to make the material is not useable for
any other purpose beyond combustion. Then there is the
wood facings of the SIP call oriented strand board. These
structurally rated sheets of wood are made from flakes or
strands of wood rather than whole veneer sheets that are
used to make plywood. By using the flakes and orienting
them to yield the greatest strength the inventors of OSB
created a plywood equivalent with pieces or flakes that
might otherwise be used only for burning. Truly, SIPs
have initiated the green building era by more fully uti-
lizing raw materials (scraps); being able to meet the re-
quirements of (inter-) national building codes (fire, sta-
bility, etc.) for the construction of safe buildings; and
performing so well that the operational carbon footprint
is minimized.

GREEN SIP’s = SMALL CARBON FOOTPRINT




Lifting a panel by hand.

A SIP also makes good economic sense to local mar-
kets since housing components made locally can offer
jobs and support the innovations needed to modernize
and make more efficient surrounding communities.
Making a structural insulated panel (SIP) is not difficult
and can be managed by individuals with manufacturing
experience, a supply of raw material components (EPS
and OSB), and sound management skills. Usually the
real objective for a SIP manufacturer is the production
of environmentally correct energy and labor saving con-
struction products. Profit or just building houses for a de-
velopment may figure as a lesser objective for many.
Nevertheless, a producer of SIP’s will find many uses for
the SIP and for specialty laminates for the renovation of
older existing structures all of which will make for an
economic viable operation whether publicly or privately
owned. While a key part of a manufacturers role is in-
suring that the product meets consistently high and ac-
cepted standards of performance demanded by archi-
tects, engineers, and craftspeople; a SIP operation can
succeed in giving more to the community by setting an
example as an economically sustainable operation that is
improving the environment.

The most effective way to achieve establishment of a
sustainable operation that makes SIP’s and other energy
and labor savings construction products is to follow the
leader; a firm that has been making SIP’s for decades. R

Second floor going up.

CONTROL, by AFM Corporation, has developed ex-
perience, collected test data, and regulatory reports to in-
sure the most effective pathway to qualification of SIP
products promptly, efficiently, and profitably. It was the
AFM Corporation and Mitsui Home who united to in-
troduce SIP construction to Japan in the 1980’. Passing
on this expertise and formal qualification is normally
done via issuance of a license that allows the new SIP
producer to be assigned, as a listee, all of the approvals
and test documentation assembled over the years. Of
course, such an assignment of data and license for tech-
nology carries with it many strong agreements that the
licensee will follow strict quality assurance procedures
that must be verified by independent inspection firms
such as Underwriters Laboratory. Following the license
approach from the outset allows the building products in-
novator to work on the startup without the distractions
caused by replicating building regulatory testing and
qualification procedures.

House with curved walls.

Establishing a factory to make laminated
building panels - SIPy’s

Step one is to manufacture a SIP to meet the structural
standards set or required by regulatory authorities lo-
cated close to where the building is to be built. Step two
is to demonstrate to architects, engineers, and regulatory
officials that the SIP made under an R CONTROL li-
cense meets all of the requirements for a residential or
commercial structure. Step three is to be able to present
and execute a marketing program to capture the con-
sumer of the SIP (home or building owner) by effectively
demonstrating that the selection of an R CONTROL SIP
is a wise environmental and economic decision.
Housing or commercial structures are meant to protect
people. A SIP, correctly made, will perform to extraor-
dinary levels to meet the expectations demanded by reg-
ulatory agencies. A SIP is pre engineered, for a specific
purpose to meet wind, earth movements, or stresses that
can be forecast. The factory must follow the engineering
requirements when making a SIP. Significant to the en-
gineering qualification of the SIP is the fact that the OSB
and EPS are both “engineered” materials. After manu-
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Footnotes:

! The National Science Foundation, USA, research living
center built in the last five years precisely at the South Pole
relies on SIP’s to provide the insulation and performance
needed in this extreme weather location.

2 School temporary buildings and homes were selected to
offer comfort and energy savings to the Hawaii consumer.
3 The FUTURE HOUSE USA (www.futurechouseusa.org)
is featured in the pictures. This house represents the best
of the NON TOXIC ZERO NET ENERGY structures de-
signed in the United States. The Future House USA, and
nine other entries from nine different countries, is 8 kms.
distant from the China 2008 Olympic Village. The intent
of the Future House exhibition is to teach environmental
technology to visitors during the 2008 Olympics and un-
til 2012.

4 A thermal bridge occurs when a material with lower in-
sulation values is allowed to span the distance from the
outside wall of a structure to the inside wall thus permit-
ting the movement of heat to cold with less resistance than
other parts of a well insulated wall unit. Stick framing of
walls is the best example of a thermal bridge. The dimen-
sional lumber has little insulation value yet its positioning
connects directly the exterior with the interior.

facture, the craftsperson takes a SIP and must install it
correctly to avoid structure failure that may occur quickly
or slowly over time due to installation or detailing mis-
takes related to water penetration, bracing, or fastening.
The SIP manufacturing firm must have the knowledge
and skill to be able to train craftspeople to execute a cor-
rect assembly. Becoming part of a licensed group of com-
panies that already produce SIP’s (AFMT) and that al-
ready have a culture of documentation, performance
evaluation, and process improvement is the best guaran-
tee of success for any firm wanting to offer SIP’s.

Some primary objectives to establishing a SIP produc-
tion factory would include:

1. Introduce environmentally friendly, non toxic, build-
ing products and techniques to the local market. Su-

Happy working crew.

perior wall and roof insulation will save on fossil fu-
els plus the efficient use of basic renewable materials
to make the SIP’s (OSB).

2.Reduce the number of pieces necessary to build any
structure by introducing large panelized and/or pre-
fabricated wall sections — Labor cost reductions occur
when piece counts are reduced.

3. Illustrate that consumer demands for quality housing
and protection from earthquake, wind, and the impacts
of mold, mildew/fungus, and termites/insect infesta-
tion can be offered by using SIP’s.

4.Improve the quality of the work and living environ-
ments for the residents through the creation of good
construction jobs for lesser skilled persons, increasing
the control homeowners have over the quality of their
living environment (inside air or temperature of their
habitations), and by extensively using insulation — re-
duce the financial drain on family budgets resulting
from rising energy costs.

5. Offer housing design, price, and performance compe-
tition to markets that rely on historical methods of con-
struction using wood, concrete, or stone — all of which
are costly and slow to complete.

Before entering into any new venture most entrepreneurs
carefully evaluate the strengths, weaknesses, opportuni-
ties, and threats that could impact their proposed venture.
Briefly, the SWOT analysis is presented below.

Strenghts

1. A recognized R CONTROL brand name offers docu-
mented performance examples from different parts of
the world, supported by test and performance data, and
prescriptive manufacturing methods.

2. Entry costs are modest for a SIP plant depending on the
size and labor efficiency of the operation (€ 150,000) and
production space can be limited to 500 square meters.

3. Equipment supplier credits are available.

4. Technical assistance and staff training to implement.

5. Operating plants in other locations available for advice
and trouble shooting.

6. Outside inspectors keep plant producing high quality
products to reduce liabilities.

‘Weaknesses

1. Local expertise may not be available in regions where
SIP’s are unknown.

2. Preconceived notion in the market about the value and
environmental benefits of EPS foam.

3. Buyers who fail to understand the “engineered” values
of EPS foam and that foam can carry tremendous com-
pressive loads and can be used safely.

Opportunities

1. Government mandated energy efficient buildings may
give SIP buildings a preference.

2.For an EPS foam producer; SIP’s give 10x the margins
of simple EPS.

3. SIP structure can offer builders, designers, or engi-
neer’s better control and design flexibility and reduce
liabilities.
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Total house with crane lifting.

4.Become the “green” building material supplier in re-
gion.

5. Offer pre fabricated or packaged housing that even an
owner can erect.

Threats

1. Consumer is not comfortable with EPS foam let alone
foam in buildings.

2.Raw materials, mainly coming from petroleum based
products, become too expensive to compete with nat-
ural products and more labor intensive building tech-
niques.

3. Firms that also make panels, but without quality con-
trol, create a bad name for SIP’s in the general market.

4.Government regulations on production or building
codes.

Summary

Over 60 million square feet of SIP’s are made every year
in North America. At an average production cost of $3
per square foot, this translates into an industry of at
least $180 million in production value and well over
$250 million in wholesale or installed sales revenue.
While custom designed homes are the typical use for
SIP’s, labor and energy cost savings plus environmen-
tal air quality will mean that more and more home own-
ers will be seeking the SIP constructed home. SIP’s us-
ing EPS were developed and are principally made in
North America.

With increasing concerns for the quality of life, deliv-
ery time, and construction cost containment; the SIP is
also making progress in Japan, China, and Europe. Man-
ufactured housing that currently relies on stick lumber to
make panels is a growth industry. But stick building is a
very labor intensive way to make a final panel that per-
forms worse than a SIP. As markets drive to greater cost
efficiency expect an increased demand for larger build-
ing elements, fewer small piece components, easier as-
sembly, and superior energy performance. European
builders/consumers will soon discover the enhanced per-
formance of a SIP structure and the greater builder prof-
itability that comes from using SIP’s. With the discovery
that one can improve the individual and world quality of
life through greater use of SIP structural elements; the
European housing industry will seek out SIP production
capacity. The first firm producing a solid SIP brand sup-
ported by extensive worldwide test/regulatory compli-
ance might be instrumental in doing for Europe what
AFM and Mitsui did for the development of the SIP in-
dustry in the US and Japan. The challenge to create the
better performing house is on the table. Who will lead
and accept the challenge in Europe?

By Future House USA — Beijing, China
For further information see:
AFMT (AFM TECHNOLOGIES CORPORATION)

“Licensing lifestyle innovations.”

www.afmtechnologies.com
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The Best of Switzerland to Pop-Up

Stand-up-Switzerland AG, the publishing house in Zurich
dealing with the production of 3D pop-up picture books
has only been founded in 2006. Since then, six of those
veritable volumes in 3D large format have been pub-
lished, from which Swiss landmarks pop-up, from the
Bundeshaus to the Rhine Falls; nearly a quarter meter
high and half a meter wide, true to scale, colorfast and
true to the original down to the very detail. And, an ideal
gift to bring along when visiting the Olympic Games
2008 in Beijing for example.

Currently, Albi Matter, the editor, who has also launched
two of the most successful music events for years, the In-
ternational Country Music Festival and the International
Dixie & Blues Festival, is editing the volume “Best of
Switzerland” as the up-to-date high point. In the center-
fold, even three of the impressive, spot-lacquered pop-
ups arise, showing the motifs of Eiger, Mdnch and
Jungfrau, the Matterhorn and the Kapell-Bridge pro-
duced by specialists in extravagant handicraft in China.
The remaining 78 pages contain many colorful and il-
lustrative pictures and a lot of information in German,
French, English, Spanish, Chinese and Japanese.

In addition, the picture book includes the CD “Best of
Swiss Folk Music” inside the cover as a special gag. In
its period style Emmentaler-cheese cover, it contains a

collection of coherent pieces of music, from the ringing
of cow bells to original yodeling sounds gathered by
Swiss folk music star Carlo Brunner.

Along with the six volumes published before and the
Best-Of edition hot off the press, there is also a series of
3D double-cards with a variety of 15 motifs available. All
these pieces of art, well worth to be collected, may be
purchased in bookstores and at kiosks or ordered straight
from direct sales at www.stand-up-switzerland.ch. And
whoever fears such a purchase to tear a hole in his purse
may be pleasantly surprised. The Best of Switzerland
edition costs no more than CHF 69.80, a volume of the
first series CHF 49.80 and one double-card CHF 14.50.

For further information please contact:

Albi Matter

Stand-up-Switzerland AG

Im Tiergarten 23

B.0.Box

CH-8036 Zurich

Phone: +41 (0)44 461 00 66
matter@showandmusic.ch
http://www.stand-up-switzerland.ch

Members of the Swiss-Chinese Chamber of Commerce
get a rebate, if ordering ten and more books.




SWISSeau — Trendy Life-Style Water

New Swiss Bottled Spring Water to Represent Modern

Switzerland Around the World

Swissness communicates quality and instills trust. World-
wide, Switzerland enjoys a reputation of excellence and
among Swiss’ well known exports such as banks,
watches, cheese, and chocolate, Switzerland is also the
source of many pure, pristine and natural products.

SWISSeau — Pure Alpine Spring Water aims to bring
the natural beauty of Switzerland to a worldwide audi-
ence with a healthy natural product while communicat-
ing the high standing and excellent reputation of a mod-
ern Switzerland.

Today’s “high-end” water market

The total world-wide bottled water consumption in 2005
was 171 billion liters and is expected to grow 35% over
the next 5 years. 25% was consumed in Asia, 25% in Eu-
rope, 17% in the US and 33% in the rest of the world.
China is the 2nd largest consumer market for bottled wa-
ter after the US and is among the fastest growing mar-
kets in the world. It is expected to become the largest
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market globally within the next 10 years. Even though
there are thousands of water brands available, fine ho-
tels, restaurants, bars and health & sports clubs are usu-
ally only offering one or two different “high-end” water
brands. Consumers are served Evian when asked for non-
carbonated water and Perrier or San Pellegrino when
asked for carbonated water. Average “end-user” prices
for these waters range between $3.50 and $8.00 for a
0.25 1 or 0.33 1 bottle. Some hotels and restaurants are
starting to carry “water menus” where patrons can
choose from different “high-end” waters. There are cur-
rently no major “ultra-premium” Swiss bottled water
brands available outside Switzerland.

Our Mantra: 100% Pure Swiss Alpine Spring
Water

SWISSeau is bottled at the source in Switzerland. The
water is one of the — if not THE — best water in Switzer-
land and maybe even in Europe. It is pure and tastes great.
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The water has a low mineral content and neutral pH value
which makes it extremely healthy and suitable even for
babies and the elderly. The bottle and label were specially
designed to be simple, modern and easy recognizable
with its own Swiss identity to appeal to our target con-
sumers: sophisticated women in their 20’s to their 60’s.
The water is available in 0.33 1, 0.5 1 and 1.0 litre PET
bottles.

SWISSeau Water Analysis

SWISSeau Pure Alpine Spring Water is very light, with
a low mineral content (total dissolved solids of 49 mg/1)
and a balanced pH value of 6.5. It is naturally pure and
well suited for low-natrium and low-sodium diets. In
fact, SWISSeau has been proven to be particularly well
suited for the delicate bodies of babies and the elderly,
but is very well suited for daily consumption by every-
body.
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Our Target Markets

We are positioning SWISSeau as an “ultra-premium”
bottled water alternative to Evian. We are selling SWISS-
eau to these primary target markets:

1. Fine hotels, restaurants, bars & private health & sports
clubs, spas, and selected high-end retail stores.

2. Primarily in fast growing emerging markets around the
world: China, Japan, India, Middle East, Russia, and
Singapore.

3.0nce established, we will expand to other markets
around the world including Western and Eastern Eu-
ropean countries and Switzerland.

4. Our primary target audience are:

— Women, 25-60

— Upper middle class

— Hip, urban, trendy, sophisticated
— Health conscientious

— Beauty conscientious

The way we position ourselves

SWISSeau = Health, Beauty, Youth and Fitness

“Sure, it’s a pretty bottle but what’s important is what’s
inside.”

“ultra-premium” water

— Bottled at the source in Switzerland

— The product is 100% “Made in Switzerland”, includ-
ing the bottle, label, etc.

— Limited supply

— Great tasting

— High quality water

— “nearly perfect” water based on “ideal” water con-
tent

— low mineral content (see water properties and com-
parison)

—ideal pH value, Ohm value, and conductivity

— recommended by the Swiss Association of Pediatrics
in accordance with the Swiss Federal Food Com-
mission

— Attractive, “sexy” packaging

— Slim, sensual bottle

— Attractive easy brand: “SWISSeau”; “eau” = water
(French)

— Exclusive label (silver paper, double sided printed,
self adhesive, with Swiss pictures on the inside of the
bottle)

— Available in 3 sizes: 0.331,0.51, and 1.0 1 PET

— Exclusivity

— Only available at fine hotels, restaurants & bars,
health & sports clubs, and spas, and selected “high-
end” retail stores

— Upper price segment

Why we choose China as our first market to
introduce SWISSeau?

According to Merill Lynch, China is now the world’s
third largest luxury market. Discriminating consumers
love their luxury brands. BMW, Audi, Zegna, Cartier,
Louis Vitton and Mont Blanc are iconic and big sellers.
For example, there are over 30 5-star hotels in Shanghai
alone with occupancy rates over 75-80% throughout the
year. Furthermore, health and beauty conscientious con-
sumers are buying more and more wholesome products
being aware of the content and the origin of its ingredi-




SWISSeal

WWW.Swisseau.com

ents. For example, organic foods in China enjoy double
digit growth rates and spas and health clubs see enor-
mous increases in their memberships. SWISSeau’s man-
agement believes, even though China is a challenging
market to enter and to operate in, SWISSeau is the right
product for the right market at the right time.

“China is the heartbeat of the world and its growing
health and beauty conscientious middle class represent
a terrific growth opportunity that we don’t want to miss.
Chinese people are excited about new products and
SWISSeau — Pure Alpine Spring Water from Switzerland
doesn't need much explaining. Everyone here knows
Switzerland and dreams to go to there at least once in
their lives”, says Oliver Kay, CEO of SWISSeau.

About SWISSeau

SWISSeau was conceived two years ago by its founder
when he was frustrated to get only “foreign” bottled wa-
ter in any restaurant and hotels while he was travelling
abroad. The result is SWISSeau — Pure Alpine Spring
Water. Since August of this year we are shipping SWISS-
eau and selling it as an exclusive ultra-premium bottled
water brand to the finest hotels and restaurants, spas and
health clubs in Asia and around the world.

Pure.
Refreshing.
Natural.

Swiss Alpine Spring Water.

SWISSeau was recently reviewed and featured on
www.FineWaters.com. A website dedicated to fine wa-
ters around the world.

For more about SWISSeau, please visit our website:
www.swisseau.com or contact us

by email: info@swisseau.com
by Phone: +41 (0)44 500 4066

by Fax:  +41 (0)44 500 4069
by Mail:  SWISSeau AG
PO Box 152
8808 Pfiffikon SZ
Switzerland

Are you interested in carrying SWISSeau at your estab-
lishment? Please contact our sales department at:
sales@swisseau.com

Swisseau © is a registered trademark of SWISSeau Cor-

poration. All rights reserved.

By Oliver Kay
CEO & President of SWISSeau Corporation
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Chinese Culture Celebrated in Weggis

After the great success of the first China festival one year
ago, travellers and friends of fine cuisine could experi-
ence the rich and diverse culture of China again in Jan-
uary 2008 within the spectacular setting of the luxury
five-star resort next to the Lake of Lucerne in the historic
village of Weggis in Switzerland.

From January 5th to 27th visitors could enjoy a com-
plete China experience at the Park Hotel Weggis. Not
only in view of the upcoming Olympic Games 2008 in
Beijing, the Middle Kingdom has been put in the spot-
light with exhibitions and a series of lectures: A broad
gastronomic and cultural programme structure has also
introduced the guests to the world of Chinese culinary
traditions, arts and music. Headlining this unique festi-
val will be authentic Chinese cuisine featuring culinary
customs that have indelibly revolutionized the country’s
gastronomical importance in the culinary world.

Peking Duck — best known Chinese speciality

During the Chinese Festival, specially prepared Chinese
dinners have been presented in the hotel’s fine-dining
restaurant Sparks (evenings with Chinese live-music).
Guests have enjoyed the food from a team from the
Quanjude Restaurant in Peking. The business which

was established in 1864 became famous with what is
probably the best known Chinese speciality — Peking
Duck. Its characteristic Quanjude flavour, the special
roasting technique and superb quality made the restau-
rant famous well beyond the country’s borders. Govern-
ment leaders, officials and VIPs from many countries
and regions have visited Quanjude roast duck restau-
rants.

The Grand Chinese New Year Concert

As part of the great China Festival the Park Hotel Weg-
gis has presented a musical spectacular in the Lucerne
Culture and Convention Centre (KKL Lucerne). The
China Traditional Orchestra Guangdong ushered in
the Chinese year of the rat with music and is considered
to be one of China’s best traditional orchestras. Guang-
dong music reflects feelings and passion as well as the
mundane aspects of life. The Chinese instruments which
are largely unknown in the West and the traditional cos-
tumes of the orchestra transform the music into a colour-
ful spectacle and overwhelmed the audience. The con-
ductor for this performance has been the prominent
Chinese conductor Hu Bingxu, who conducted Asia’s
most outstanding Chinese orchestra.

The China Traditional Orchestra Guangdong, celebrating the Chinese Year of the Rat at the Lucerne Culture and Con-
vention Centre (KKL Lucerne), is considered to be one of China's best traditional orchestras.




Relais & Chateaux-Park Hotel Weggis % % %% ¥ ¢ tho [ake of Lucerne is open year round.

Series of lectures

In a series of lectures at the hotel, information on polit-
ical, economic and cultural issues have been passed on
by well-known speakers such as Urs Schoettli, Far East
correspondent of the journal “Neue Ziircher Zeitung”,
Dr. Ing., Lic. oec. et phil. Peter Wiesendanger, Vice
President Zehnder Group AG, Wei Zhang, author,
teacher of languages and translator, Prof. Dr. phil. Dr. iur.
Harro von Senger, Professor of sinology since 1989, Dr.
med. iur. Thomas Wagner, President association Swiss-
China, Kurt Haerri, President Swiss-Chinese Chamber
of Commerce and last but not least, Dr. Adolf Ogi, for-
mer Swiss Federal Council.

Exhibitions

Complimenting the culinary and informative side of the
festival, there have been two exhibitions on site:

«Between Two Worldsy», an exhibition by Susanne
Scherer

Susanne Scherer, who has lived for some time in
Peking, presented an exhibition with impressive images,
which show amazing similarities between everyday life
in China and in Switzerland.

«Dream of the Olympic victory and the Olympic move-
menty, an exhibition by Donghua Li

Donghua Li presented an exhibition with important
objects of his career.

An overall glance at the hotel

Newly refurbished Relais & Chateaux-Park Hotel Weg-
gis R K I offers 53 guestrooms and suites, in-
cluding the uniquely designed Adara Suites featuring
unadulterated views of Lake Lucerne, luxurious baths
and amenities, in-room wine coolers and the latest in
technology. Tibetan private spa cottages, Tibetan themed
spa treatment rooms and therapies and Japanese gardens
provide a tranquil respite in which to unwind. The refur-
bishment features the incorporation of modern day Iux-
ury design and style in the original hotel structure that
housed the Mark Twain and Queen Victoria Suites.

Award-winning fine-dining restaurants, The Grape,
Sparks and The Annex offer fusion cuisine and ambience
in an atmosphere of elegance and high style. The signa-
ture Aquarius Hall is the perfect venue in which to cre-
ate unique occasions with its glass panels and specially
designed lighting executed in Murano glass by Philippe
Starck. A century-old restored Vinothek hosts private
wine pairings and over 2,600 labels lovingly overseen by
award-winning Sommeliers. The hotel is open year
round.

Park Hotel Weggis
Hertensteinstrasse 34
CH-6353 Weggis
Switzerland

Phone: +41 41 (0)392 05 05
www.phw.ch, info@phw.ch
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The RADO
Chronograph

New Original
Split-Second
Chronograph

Precision and sophistication come naturally

The case, a luminous ellipse. The dial, a mysterious cir-
cle. The eye is drawn from one to the other, taking plea-
sure in the contrast. The gentle touch of night gives way
to the smooth, frank brightness of the day that flashes
from the steel links of a sinuous bracelet on the wrist.
The strength and elegant simplicity of this chronograph
are the source of its innovative character and authentic-
ity. Forthright and precise, challenging and demanding,
it may choose to reveal a thoughtless spontaneity. Sub-
tle, minimal, essentially free of superfluous detail. The
Rado New Original Split-Second Chronograph. Blue.
Black. Instantly beautiful.

A polished oval hardmetal case and a lithe satin-finish
steel bracelet give this watch its glittering, slender pro-
file. Though its look is uncomplicated, it nevertheless
houses a split-second chronograph accessed by three
pushers. And each second, suspended for a moment in
the passage of time, is captured by the metallic heart that
beats beneath the sapphire crystal. The darkening twi-
light of the dial is studded with indices tipped with light;
three counters measure the seconds that turn into min-
utes and hours, and a moving anchor in a porthole rep-
resents the oscillating mass of this automatic model. Lu-
minous hands, a titanium clasp and a screw-down crown
with crown protection are the finishing details that make
all the difference.

Book
Recommendation

DUHCAN HEWITT

GETTING
RICH
FIRST

Duncan Hewitt

455 pages

Published by

Chatto and Windus, 2007
ISBN: 978-0701178970

China is a society that has “been dragged from Stalinism
to the extreme fringes of capitalism in less than 20 years”,
says Duncan Hewitt. “It’s not unlike the changes in East-
ern Europe, but on a much bigger scale. The whole value
system has been shaken, but people are still expected to
believe in Communism.”

Experienced journalist, Hewitt — a respected China
hand who first studied in Xi’an in 1986 and who lives in
Shanghai—has just published his first book: Getting Rich
First: Life in a Changing China. The book is one of the
most accessible and finely balanced dissections of mod-
ern Chinese economy and society currently available.

“It’s the book I said I would never write”, Hewitt says.
“But I wanted to explore the human side — how people’s
lives have been affected and how they rationalise this
amazing ongoing urban transformation.”

Hewitt knows China well, a fluent Mandarin speaker
he first visited the country to study in 1986. He returned,
via a stint in Hong Kong, in 1997 as a correspondent for
the BBC, firstly based in Beijing and later in Shanghai.
He now writes for Newsweek and other publications.

The book is centred around Deng Xiaoping’s famous
assertion that national wealth generation would best be
served by allowing some of the people to get rich first,
and then funnelling this newly created affluence through-
out Chinese society from the top down. “Since then”, He-
witt says, “China has experienced a social as well as eco-
nomic revolution. We have seen many of the enormous
changes that western countries went through over forty
years following World War II, but compressed into less
than half that amount of time.”

A sharp observer and fine storyteller, Hewitt recounts
personal tales and musings from Chinese people he en-
countered on his journeys across this vast country. Along
the way, he discusses the young “Me” generation, analy-
ses media industry changes, meets migrant children in
an unlicensed mountain school, ponders religion with a
Shanghai Bishop and talks with young fans of the Japan-
ese costume game Cosplay. He also looks at the growing
generation gap between the economically empowered
young generation and the nation’s often bewildered el-
derly citizens for whom New China is rapidly passing by.

Summary by Gary Bowerman




Books Available
at the Chamber

Hans Jakob Roth
133 pages

CHF 30.—

Hans J. Roth
Publishing, 20007

Hans J. Roth is among the few experienced China
hands who had already started their contact with
the People’s Republic of China in the 1970s. His
extensive work on political, economic, legal and
cultural issues gives him an excellent overview
over the last 30 years of Chinese development.

Extensive contact with foreign and Chinese
companies during his posting in Shanghai as
Swiss Consul-General from 2001 to 2006 and his
current assignment in the same position in Hong
Kong have given him a deep insight into man-
agement issues of companies operating in China.

His long China experience led him to the de-
velopment of an intercultural model, allowing to
grasp behavioural differences as well as other
thought patterns in a very convincing way. Oper-
ational issues being in general quite well known,
this book goes one step further and provides a
manager with a model to better streamline the
strategic issues of management in a Chinese so-
cial environment.

ISBN-10: 978-988-99874-3-5

© 2007 Hans J. Roth Publishing

Edition is published by Hans J. Roth Publishing
in association with China Economic Review Pub-
lishing, Units C&D, 9/F Neich Tower, 128
Gloucester Road, Wanchai, Hong Kong

See order form in this Bulletin.

CHF 30.— (excl. postage & handling)
10% rebate for orders of ten or more issues.

Please send order/s to: info@sccc.ch
or send a fax to: +41-(44)-421 38 89

Urs Schoettli

240 Seiten, 50 s/w
Abbildungen,
CHF 38.—

NZZ Libro —
Buchverlag Neue
Ziircher Zeitung

China ist wieder zu einer Grossmacht mit glo-
balen Ambitionen geworden. Seinem rasanten
wirtschaftlichen Aufstieg stehen grosse innere
Probleme gegeniiber:

gesellschaftlich, politisch, 6kologisch.

Mit Riesenschritten ist China in den letzten zwei
Jahrzehnten auf die Weltbiihne zuriickgekehrt.
Die Renaissance des Reichs der Mitte ist fiir alle
Staaten von Bedeutung. Der wirtschaftlichen und
sozialen Modernisierung steht aber ein geféhrli-
cher politischer Reformstau gegeniiber. Das Rie-
senland sieht sich mit gewaltigen Umweltproble-
men, einem eskalierenden Reichtumsgefille und
wachsenden sozialen Spannungen konfrontiert.
Die westlichen Industriestaaten leiden unter der
Abwanderung von Jobs ins Billiglohnland
China. Die USA befiirchten, dass China zu einer
fiir sie bedrohlichen Macht aufsteigen wird. Die
Weltgemeinschaft muss ein Interesse an einem
stabilen, wohlhabenden und friedlichen China
haben. Chaos in einem Land mit 1,3 Milliarden
Menschen wiirde die ganze Erde in Mitleiden-
schaft ziehen. Dies muss Anlass fiir eine diffe-
renzierte Beurteilung der Risiken und Chancen
in Chinas kiinftiger Entwicklung sein. Urs Scho-
ettli, Korrespondent der «Neuen Ziircher Zei-
tungy in Peking, fiihrt in die Geschichte und die
Gegenwart Chinas ein, kompetent und spannend
wie kaum ein anderer.

Dr. Urs W. Schoettli

geboren 1948 in Basel, Studium der Philosophie

an der Universitdt Basel.

—1978-1991 Generalsekretir, spéter Vizeprasi-
dent der Liberalen Internationalen in London.

— 1983-1989 Siidasienkorrespondent der «Neuen
Ziircher Zeitungy in Delhi.

—1990-1995 weitere berufliche Tatigkeiten in
Spanien und Portugal.

— 1996 Riickkehr zur «Neuen Ziircher Zeitungy,
Korrespondent in Hongkong, Tokio und Peking.

Bestellung

CHF 38.—/+Versandkosten

Bei der Wirtschaftskammer Schweiz-China,
E-mail: info@sccc.ch

oder in jeder Buchhandlung.
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Usetful Contacts in China & Switzerland

Doing Business
in P.R. China

Swiss Diplomatic Mission and
Consular Representations in
P.R. China

Embassy of Switzerland
Sanlitung, Dongwujie 3, Chaoyang
District

Beijing 100600

PR. China

Phone +86-10-8532 8888

Fax +86-10-6532 4353
bei.vertretung@eda.admin.ch
www.eda.admin.ch/beijing

Consulate General of Switzerland
Shanghai

22F, Building A,

Far East International Plaza
319 Xian Xia Road, Honggiao
Shanghai 200051

PR. China

Phone +86-21-6270 0519/20
Fax +86-21-6270 0522
sha.vertretung@eda.admin.ch
www.eda.admin.ch/shanghai

Consulate General of Switzerland
Guangzhou

Grand Tower, 27th Floor

228, Tianhe Lu, Tianhe District
Guangzhou 510620

PR. China

Phone +86-20-3833 0450

Fax +86-20-3833 0453
ggz.vertretung@eda.admin.ch
www.eda.admin.ch/guangzhou

Swiss Government and Trade
Organizations

Swiss Business Hub China

(Hubs are integrated in Swiss Embassy in
Beijing and Consulates General in
Shanghai and Guangzhou)

Head office and Hub Beijing:
c/o Embassy of Switzerland
Sanlitun, Dongwujie 3
Beijing 100600

PR. China

Phone +86-10-8532 8787
Fax +86-10-6532 4353
bei.sbhchina@eda.admin.ch
www.osec.ch/sbhchina

Hub Shanghai:

c/o Consulate General of Switzerland
Shanghai

22F, Building A,

Far East International Plaza
319 Xian Xia Road, Honggiao
Shanghai 200051

P.R. China

Phone +86-21-6270 0519
Fax +86-21-6270 0522
bei.sbhchina@eda.admin.ch

Hub Guangzhou:

c/o Consulate General of Switzerland
Guangzhou

Grand Tower, 27th Floor

228, Tianhe Lu, Tianhe District
Guangzhou 510620

P.R. China

Phone +86-20-3833 0450 ext. 129
Fax +86-20-3833 0453
bei.sbhchina@eda.admin.ch

Swiss Business Organizations

SwissCham China

(Swiss Chinese Chamber of Commerce
China)

(The organizations in China are indepen-
dent from the SCCC in Switzerland.)

SwissCham Beijing:

Suite 100, CIS Tower

38 Liangmagqiao Road, Chaoyang District
100016 Beijing

PR. China

Phone +86-10-8531 0015

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

SwissCham Shanghai:

Room 1710/1711

No. 1388 Shaan Xi North Road
200060 Shanghai

PR. China

Phone +86-21-6149 8207
Fax +86-21-6149 8132
info@sha.swisscham.org
www.sha.swisscham.org

SwissCham Guangzhou:

3rd floor, Julong Pavilion, 221 Longkou
W. Rd., Tianhe

Guangzhou 510630

PR. China

Phone +86-20-6121 0950

Fax +86-20-6121 0951
info@gz.swisscham.org

Swiss Center Shanghai

(private ownership)

Room 216, Affiliated Building

3688 Jin Du Road, Shanghai Xinzhuang
Industry Park

Shanghai 201108

PR. China

Phone +86-21-5442 8880

Fax +86-21-5442 8881
WWW.swisscenters.org

Swiss Tourism and Social
Organizations

Switzerland Tourism China
Phone +86-10-6512 5427
Fax +86-10-6512 0973
www.myswitzerland.com.cn

Swiss Society Beijing
info@ssbj.org
WWWw.ssbj.org

Swiss Club Shanghai
info@swissclubshanghai.com
www.swissclubshanghai.com

Doing Business
in Switzerland

China Diplomatic Mission and
Consular Representation in
Switzerland

Embassy of the People’s Republic of
China

Kalcheggweg 10

CH-3006 Bern

Phone +41-31-352 73 33/34

Fax +41-31-351 4573
china-embassy@bluewin.ch
www.china-embassy.ch

Commercial Section

J.V. Widmannstrasse 7
CH-3074 Muri

Phone +41-31-951 14 01/3/4
Fax +41-31-951 05 75
info@sinoswiss.net
WWW.sinoswiss.net

Consulate General of the People’s
Republic of China

Bellariastrasse 20

CH-8002 Ziirich

Phone +41-44-201 10 05

Fax +41-44-201 77 12
www.china-embassy.ch

Swiss Government and Trade
Organizations

Federal Department for Foreign
Affairs (FDFA)

Bundeshaus West

CH-3003 Bern

Phone +41-31-32221 11

Fax +41-31-322 40 01
info@eda.admin.ch
www.eda.admin.ch

State Secretariat for Economic Affairs
(SECO)

Effingerstrasse 1

CH-3003 Bern

Phone +41-31-322 56 56

Fax +41-31-322 56 00
info@seco.admin.ch
www.seco.admin.ch

Osec Business Network Switzerland

Head office Zurich:
Stampfenbachstrasse 85
P.O. Box 492

CH-8035 Zurich

Phone +41-44-365 51 51
Fax +41-44-365 52 21
info@osec.ch
www.osec.ch

Lausanne:

Avenue d’Ouchy 47

PO. Box 315

CH-1001 Lausanne

Phone +41-21-613 3570
Fax +41-21-613 35 02
info.lausanne@osec.ch
www.osec.ch




Lugano:

Corso Elvezia 16

P.O. Box 5399

CH-6901 Lugano

Phone +41-91-911 51 35
Fax +41-91-911 51 39
info.lugano@osec.ch
www.osec.ch

LOCATION Switzerland China
(responsible for the location promotion
of Switzerland)

Herrenacker 15

CH-8200 Schaffhausen
Phone +41-52-674 06 00
Fax +41-52-674 06 09
www.locationswitzerland.cn

Presence Switzerland
(responsible for the general and image
promotion of Switzerland)

Bundesgasse 32

CH-3003 Bern

Phone +41-31-322 01 83
Fax +41-31-324 10 60
prs@eda.admin.ch
www.presence.ch
www.swissworld.org

Swiss Business Associations
Swiss-Chinese Chamber of Commerce

Head office Zurich:
Hoschgasse 89

CH-8008 Zurich

Phone +41-44-421 38 88
Fax +41-44-421 38 89
info@sccc.ch
www.scce.ch

Section Romande:

4, bd du Théatre

CH-1204 Geneva

Phone +41-22-31027 10
Fax +41-22-31037 10
info.geneva@sccc.ch
www.sinoptic.ch/scccgeneva/

Section Ticino:

c/o Brun Studio Legale e Notarile
Via Ariosto 6

Case postale 5251

CH-6901 Lugano

Phone +41-91-91339 11

Fax +41-91-913 39 14
info@brunlaw.ch

www.sccc.ch

Legal Chapter Zurich:

c/o Négeli Attorneys-at-Law
Auf der Mauer 9

CH-8001 Zurich

Phone +41-43-343 99 93

Fax +41-43-343 92 01
law(@naegeli-rechtsanwaelte.ch

Legal Chapter Geneva:
c/o Pictet & Cie.

Blv. Georges-Favon 29
Case postale 5130
CH-1211 Geneva 11
Phone +41-58-323 19 03
Fax +41-58-323 29 50
pknupfer@pictet.com

SwissCham (Association of Swiss
Foreign Trade Chambers)
(address valid until end of 2007)

Stauffacherstrasse 45
CH-8026 Zurich

Phone +41-44-249 45 65
Fax +41-44-249 31 33
info@swisscham.ch
www.swisscham.ch

Swiss Tourism and Social
Organizations

Switzerland Tourism
Todistrasse 7

P.O. Box

CH-8027 Zurich

Phone +41-44-288 1111
Fax +41-44-249 12 05
www.switzerlandtourism.ch

Schweizerisch-Chinesische
Gesellschaft

Fraumiinsterstrasse 9

P.O. Box 2978

CH-8022 Zurich

Phone +41-43-344 82 07

Fax +41-43-344 82 09
thomas.wagner@officewagner.ch

Chinese Tourism and Social
Organizations

Fremdenverkehrsamt der V.R. China
Genferstrasse 21

CH-8002 Zurich

Phone +41-44-201 88 77

Fax +41-44-201 88 78
chliu@cnta.gov.cn

Gesellschaft fiir chinesisch-
schweizerischen Kulturaustausch
Ziircherstrasse 6

CH-8640 Rapperswil

Phone/Fax +41-44-720 43 50

Chinese Union in Zurich (CUZ)
cuz@swissinfo.org
www.cuz-online.org

Doing Business
in Hong Kong

Swiss Diplomatic Mission in
Hong Kong

Consulate General of Switzerland
Hong Kong

Suite 6206-07, Central Plaza

18 Harbour Road

Wanchai, Hong Kong

Phone +852-2522 7147/48

Fax +852-2845 2619
vertretung@hon.rep.admin.ch
www.eda.admin.ch/hongkong

Hong Kong Government and
Trade Organizations

Hong Kong Special Administrative
Region Government

Hong Kong Economic & Trade Office,
Brussels

(responsible for EU countries)

Rue d’Arlon 118

B-1040 Brussels

Belgium

Phone +322 77500 88
Fax +322770 09 80
general@hongkong-eu.org
www.gov.hk

Hong Kong Trade Development
Council (TDC)

Head Office Hong Kong:

38/F, Office Tower, Convention Plaza
1 Harbour Road, Wanchai

Hong Kong

Phone +852-2584 4333

Fax +852-2824 0249
hktdc@tdc.org.hk
www.tdctrade.com

Frankfurt Office:

P.O. Box 50 05 51

D-60394 Frankfurt

Phone +49-69-95772-0
Fax +49-69-95772-200
frankfurt.office@tdc.org.hk
http://germany.tdctrade.com

Federation of Hong Kong Business
Associations Worldwide

(The Secretariat of the Federation is
served by the Hong Kong Trade Develop-
ment Council.)

38th Floor, Office Tower, Convention
Plaza

1 Harbour Road, Wanchai

Hong Kong

Phone +852-2584 4333

Fax +852-2824 0249
hkfederation@tdc.org.hk
www.hkfederation.org.hk

Swiss Business and Social
Associations

SwissCham Hong Kong
(Swiss Chinese Chamber of Commerce
Hong Kong)

GPO Box 9501, Hong Kong (HKSAR)
Phone +852-2524 0590

Fax +852-2522 6956
admin@swisschamhk.org
www.swisschamhk.org

Swiss Association of Hong Kong
secretary(@swiss-hk.com
www.swiss-hk.com

Swiss-Hong Kong Business Association
Hoschgasse 89

CH-8008 Zurich

Phone +41-44-421 38 88

Fax +41-44-421 38 89
info@swisshongkong.ch

Are You a Member ?

SCCC —The largest Swiss network
for China business

To become a member of the Swiss-
Chinese Chamber of Commerce,
founded by pioneer Swiss business-
men in 1980, please visit the website
at www.scce.ch. Look under Mem-
bership Application and join a net-
work with a vast variety of experi-
ences in/with China, starting with the
first industrial Joint Venture in China
“made by Switzerland” and connect-
ing you to the fastest growing region
of the world today.

SERVICES
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The Membership Card of the Chamber is a gesture to say
thank you and to give you a special status as a member
ofthe Swiss-Chinese Chamber of Commerce. The Mem-
bership Card is valid for one year and will be renewed
with every consecutive year after the payment of the
membership fee.

The card not only identifies you as a legitimate mem-
ber of the Chamber but also entitles you to benefit from
services rendered by us and the Chapters in Switzerland
and the People’s Republic of China. Besides our events,
members can take advantage of hotel-bookings, con-
sumptions at Chinese restaurants and suppliers of Chi-
nese goods at reduced rates.

Further services will be added according to new part-
ner agreements and are regularly going to be announced
in the Bulletin. Below you find the list of Chinese
restaurants and suppliers in Switzerland, where you get
10-30 % off the regular price, when showing your per-
sonal membership card.

RESTAURANTS

China Restaurant Rhein-Palast
Untere Rheingasse 11

CH-4058 Basel

@ 061-681 19 91 Fax 061-261 99 46

China Restaurant BAO TAO
Bernstrasse 135

CH-3627 Heimberg

@ 033-437 64 63 Fax 033-437 64 62

Restaurant Ziiri-Stube
Steinwiesstrasse 8

CH-8032 Ziirich

@ 044-267 87 87 Fax 044-2512476
E-Mail: info@tiefenau.ch

BAMBOO INN

Culmannstrasse 19

CH-8006 Ziirich

@ 044-261 33 70 Fax 044-870 38 88
closed on mondays

Restaurant CHINA-TOWN

Billiz 54

CH-3600 Thun

@ 033-222 99 52 Fax 033-222 99 52

Mishio Restaurant & Take away
Sihlstrasse 9

CH-8001 Ziirich

@ 044-228 76 76, Fax 044-228 75 75
Website: www.mishio.ch

RESTAURANT ORSON’S
Steinwiesstrasse 8

CH-8032 Ziirich

eig. Parkplitze

@ 044-267 87 02 Fax 044-251 24 76
E-Mail: info@orsons.ch

Website: www.orsons.ch

SHANGHAI

Bickerstrasse 62/Helvetiaplatz
CH-8004 Ziirich

@ 044-242 40 39

ZHONG HUA

Ziahringerstrasse 24

CH-8001 Ziirich

@ 044-251 44 80 Fax 044-251 44 81

TRAVEL/DELEGATIONS

Alpine Sightseeing GmbH
Heerenschiirlistr. 23
CH-8051-Ziirich

@ 044-3117217, Fax 044-3117254
E-mail: otofrei@yahoo.com

CULTURE AIR TRAVEL S. A.

8C Avenue de Champel

Case postale 434

CH-1211 Gengeve 12

@ 022-839 81 81, Fax 022-839 81 80
E-Mail: info@catvoyages.com
Website: www.catvoyages.com

FIRST TRAVEL ENTERPRISE
Bubentalstrasse 7

CH-8304 Wallisellen

@ 044-322 66 88, Fax 044-322 66 90
E-Mail: victor@FTE.ch

Website: www.FTE.ch

Tian-Tan Horizon SA

55, Rue des Paquis

CH-1201 Geneve

@ 022-731 06 66 /59; Fax 022-731 06 75
E-Mail: info@tiantan.ch

Website: www.tiantan.ch

HOTELS

CLARIDGE HOTEL ZURICH

specialised in hosting Chinese Customers

(we serve Chinese zhou and xifan for breakfast, we offer
Chinese TV and tea kettle in every room, Chinese spoken)
Steinwiesstrasse 8—10

CH-8032 Ziirich

@ 044-267 87 87 Fax 044-251 24 76

E-Mail: info@claridge.ch

Website: www.claridge.ch

(For hotel-bookings in China, please turn to the Chamber
directly.)





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed false
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage false
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo true
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 250
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 72
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 250
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 72
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1000
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /RunLengthEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check true
  /PDFXCompliantPDFOnly true
  /PDFXNoTrimBoxError false
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition (ISO Coated \050Prozess-Standard Offset, gestrichenes Papier, 60 L/cm, ISO 12647-2:2004\051)
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /CHT (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /DAN (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /ESP (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /FRA (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /ITA (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /JPN (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /KOR (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /NLD (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /NOR (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /PTB (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /SUO (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /SVE (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /ENU (OFFSET: Creates PDF for offset printing from Composite-PostScript of layout applications \(XPress, InDesign\) with process and spot colors. Quality: 300/1200 dpi, JPEG Medium. Increase JPEG quality for critical images. Increase resolution for higher screen ruling. Preflight: images below 250/1000 dpi generate a warning; job is cancelled if fonts are missing. Attention: can only be used with Distiller 7.x Professional! \(050418/StJ. Use at your own risk. For more information: www.prepress.ch\))
    /DEU ( )
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /HighResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [14400.000 14400.000]
>> setpagedevice


