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Mercuria Energy Group

Mercura is one of the world's largest independent energy and commodity
groups. The Group focuses primarly on energy commodities, with a
presence through-out the commedity value chain sustained by a balanced
combination of giobal commodity flows and sirategic assets.

In fast converging commodity markets, the Group's expertise covers all
segments of the energy complex, and now includes trading n oll, coal, iron
ore, freight, base metals and agricultural products. Through its trading hubs
in Europe, Morth America and Asia, the Group has business relaticnships
with the major producers and consumers araund the world

Mercuria Energy has consistently invested in upstream cil, gas and coal
mining assets arcund the world and benefits from wide-ranging infrastructure
capabiliies, including oll petroleum products storage terminals and
production assets. These investments underpin the Group's growing
presence as a major player in the giobal commodity markets.

Mercuna {China) Investmenl Co_, Ltd. has been established to integrate the
business of Mercuna Beijing and Shanghai, and to manage trading and
investment activities for the Group in China.

Mercuria Beijing focuses on international and domestic trading of fuel oil,
coal. and iron are. In 2012, Mercuria expanded its global trading activities
irto base metals. The business is conducted In London and Shanghal,
primarily focusing on Copper, Aluminum, Zing, Nickel, Tin and Lead, with
coverage spanning the Londen Metal Exchange, Chicage Mercantile
Exchange and Shanghai Futures Exchange Mercuria Shanghai is the
decision making center of metal business of the Group,

Mercuria Energy Group |s working with our Chinese counterparties to bring
energy and other products to China to help this great nation grow and
prosper

Mercuria (China) Investment Co. Lid.
4703 Yintal Office Tower C
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Beijing, July 6th 2013:
Federal Councillor Johann
N. Schneider-Ammann and
the Chinese Minister of
Commerce Gao Hucheng
signed the bilateral free
trade agreement between
Switzerland and China.
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Dear Members of SwissCham China,
Members of the Swiss Business Community in China,

Friends of Switzerland,

It is my great pleasure to reach out to you today, especially since
the occasion of doing so couldn't be a more joyful one. In July of
this year, I had the great pleasure to sign, on behalf of our country, a

Free Trade Agreement (FTA) with the People’s Republic of China.

Looking back, I recall the illustrious moment when my counterpart,
Minister of Commerce Gao Hucheng, and I put our signatures
under the agreement - a treaty consisting of more than 1000 pages,
weighing almost ten kilos. Admittedly, it was a moment deeply filled

with joy and pride.

But my personal feelings are only of secondary importance. This
FTA has been concluded first and foremost for you - the ever
growing Swiss business community doing business with China, and
also for the benefit of the whole Swiss economy. This is why Iam
happily reaching out to you with this message, as you will be the true
beneficiaries of the FTA, together with Chinese beneficiaries doing

business with Switzerland.

This agreement is a milestone in the history of foreign economic
affairs of Switzerland and clearly the most important of its kind.
Essentially, it creates a predictable legal framework, rooted in
international law, for economic exchanges between our two
countries. It improves mutual market access for goods and services,
anditincreaseslegal security in the field of intellectual property and

for bilateral economic relations in general.

However, the FTA goes far beyond that. Thanks to this agreement,
the bilateral relation between Switzerland and the world's second
largest economy will be significantly affected, and for sure, the
relations will intensify considerably. Bear in mind that the FTA does
not stand alone. At the same time, we also signed an agreement
concerning labour and employment issues, which strengthens the

social dimension of the Sino-Swiss cooperation. Furthermore, both

sides are committed to continue the dialogue on human rights that
had started in 1991, and agreed to intensify cooperation regarding
education and research. In these fields, which are reaching beyond
trade, Switzerland has a lot to offer, and Switzerland is prepared to

contribute to further improving overall living conditions in China.

With the FTA, the story that started with Switzerland’s early
recognition of the People's Republic of China in 1950 continues to
be written. Our country was amongst the first nations to establish
diplomatic relations with China. And many years later, Switzerland
once again, was amongst the first countries to recognize China’s
status as a market economy. Furthermore, it was the Swiss elevator
and escalator company Schindler with which China signed its first
industrial joint venture. Through all this, Switzerland and China set

marks that stretch beyond normal protocols of diplomacy.

Once ratified by both sides, the agreement will make the already
flourishing Sino-Swiss trade relations reach new heights. Only
then the agreement can be considered a true success, and for the
benefit of both countries. Your visions, courage, and entrepreneurial
spirit will turn paper into impressive trade figures and jobs. For this
endeavour, and as a former entrepreneur myself,  wish you another

very important ingredient of success - the very best of luck!

Sincerely yours

Johann N. Schneider-Amimann

Head of the Federal Department of Economic Affairs,

Education and Research
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Expanding your business in
China? Talk to us first.

As the global leader in Market Expansion Services with a focus on Asia,
DKSH employs almost 26,000 specialists across 680 business locations
worldwide. We help companies to grow their business in and with Asia,
providing all the knowledge, advice, relationships and on-the-ground
logistics they need, from government registration, market entry, and sales
and marketing to after-sales services.

In China, our in-depth experience dates back more than 100 years. Today,
DKSH partners with 500 clients representing more than 50,000 individual
products in the dynamic China market. To find out more about out
professional services in Business Unit Healthcare, Technology, Consumer
Goods and Performance materials, visit us at www.dksh.com.cn

Think Asia. Think DKSH.
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FTA between Switzerland and China

“Most Important
FTA since 1972”

PR RBRSE: )i €
“B1972FE L3k :
BB = HJFTA”

Heis Switzerland's most powerful
“free-trade weapon’. Ambassador
Christian Etter, Chief Negotiator
and head of the Swiss delegation
negotiating the F'TA with the
People’s Republic of China, grants a
rare glimpse into hisjob asatrade
diplomat.

Interview Fabian Gull, Berne

[1 Now that the FTA with China is signed, is the China file now off

your desk?

LT S

Christian Etter: Not at alll An important step has been
accomplished, yes. The ratification of the agreement is next. This
means that the competent authorities of both sides need to approve
the FTA before it can enter into force. On the Swiss side, approval by

both Chambers of Parliament isrequired.

[ Will the Swiss Parliament haveits say in the plenary session this fall?
If all goes as planned, the first Chamber of the Swiss Parliament will
vote on the FTA coming December, and the second Chamber in
March 2014.

[ What happens until then? Please walk us through the next steps.
During summer, an explanatory report was established. This
report, which includes the texts of the agreement in an appendix,

was submitted to the Parliament by the Federal Council (the Swiss



cabinet) in September. Now the parliamentary committees are
evaluating the agreement. In this process, many questions have to
be answered, requiring carful research and preparation. As you can
imagine, all this means that China-related work will continue for

some time to be a priority task for me and my team (laughing).

[ And in China?
As far as I was told by my Chinese counterparts, China will take its
decision either late this year or early next year. In other words: the

process is moving simultaneously in both countries.

[ In the best case, when will the FTA enter into force?

After completion of the internal procedures on both sides, the two
capitals will notify each other accordingly. This should be possible
sometime in the first half of next year, allowing the agreement to
enter into force as early as possible in the second half of 2014, once
the three month waiting period foreseen by the final provisions of
the FTA willbe over.

“More than 95% of bilateral
trade will be covered by tariff
reductions.”

[ What are the reactions on the Swiss side?
Mostly very appreciative. The FTA is widely considered as a
milestone, providing for a new dimension of the bilateral relations

between China and Switzerland.

[ Any negative feedback?
As always with such complex projects, it is not possible to fully meet

all expectations.

[ How do you respond?
The result is a real win-win situation for China and for Switzerland.

We havereached substantial results in all areas under negotiation.

[ Like what?

The FTA provides for elimination or substantial reduction of tariffs on
the vastmajority of bilateral trade. It will enhance transparency and legal
security relating to, in example, trade in services and the protection of
intellectual property rights. In many more fields, intensified cooperation
is foreseen. The FTA includes provisions promoting implementation of
theagreement consistent with the objective of sustainable development,

including protection of the environment and social progress.

[ What makes you believe these are more than just “nice but
empty” words?

Any agreement is as good as the will of the parties to abide by it.

China and Switzerland enjoy longstanding relations of friendship
and mutual trust. Both China and Switzerland are reliable partners,

so there isno doubt that both sides are serious about it.

[ Let’s recap the evolution of the FTA briefly.

[ was in Beijing for the first time with this mission in late 2007,
establishing working level contacts, after the two respective Trade
Ministers had decided to explore the possibility of a bilateral free
trade agreement. In the following two years, both sides studied the
issue internally, and industry workshops were organized bringing
representatives of industry associations and government officials
of both sides together to exchange views on opportunities, risks and
possible positionsrelating toa FTA. Then, a joint feasibility study was
established, which was finalized in 2010. Based on the report of the
joint study group, Federal Councillor Johann Schneider-Ammann
and the then Chinese Minister of Trade, Chen Deming, launched the
negotiations in January 2011. Between April 2011 and May 2013, nine
rounds of negotiations were held, with the meetings taking place

alternatively in China and in Switzerland.

[ Overall, arelatively quick process, right?

Iam glad you think so. Well, it always depends when in the process you
start counting. [ have been involved in other negotiations that lasted
for between six months and close to ten years (laughing). Both were

special cases. A process of two yearsis, indeed, arespectable pace.

[ Switzerland, unlike the WTO and the EU, does recognize China
asamarket economy.

Switzerland decided on a bilateral level to recognize China's status
as a market economy in 2007, taking into account the great efforts

China has taken opening up its economy in the past decades.

[ Is mutual recognition as a market economy a prerequisite to
enter into free trade talks?

Itisn'taformal requirement. But China appreciated the step.

[ In the media, the FTA with China was widely considered as a
milestone. Your view?

Switzerland's foreign economic policy seeking market access is
based on three main pillars: WTO membership, bilateral agreements
with the EU, and free trade agreements with trading partners around
the world. After the FTA with the EU concluded in 1972 the FTA with

China is the second most important trade agreement Switzerland

“IThavebeen involved in free
trade negotiations that lasted
for between six months and
close to ten years.”

ever signed. After the EU and the US, China is Switzerland's third

mostimportant trading partner.

[ The Doha round of the WTO is blocked - no objectives have been
reached in the past decade.

The Doha negotiations have, indeed, reached an impasse and came
to a virtual standstill. Not much progress seems to be possible in
the short term. With now close to 160 WTO members, it has become
difficult to find common ground. However, the multilateral trading
system of the WTO has not lost in importance. The tariff reductions
of the Uruguay round are still valid, and so are the other existing
agreements of the WTO, such as the General Agreement on Trade in
Services (GATS) and the TRIPS Agreement (protection of intellectual
property). Multilateral liberalization in the framework of the
WTO, if feasible, would still be the best way, in particular from the
perspective of a midsized economy like Switzerland with broadly
diversified export markets. Think of it as one agreement for all WTO

members, which would cover practically the whole world.

[} Is there a clear trend towards preferential agreements?
Clearly, yes. As prospects for further liberalization in the WTO
remain uncertain, bilateral or preferential agreements among two or

alimited number of parties gain in importance.

[d Federal Councillor Johann N. Schneider-Ammann labelled the
FTA asa “good, but not an ideal treaty”. What is missing?

Mutual interests are covered to a very large extent. The agreement
ensures significant improvements in all sectors. Overall, more than
95% of bilateral trade will be covered by tariff reductions. Then,
there are substantive provisions on technical barriers to trade, trade
facilitation and customs procedures, on trade in services and on
intellectual property rights, as well as on other policies related to
trade. On the other hand, there is potential for further improvements.
The conclusion of a broadly based free trade agreement is not so
much the end of a negotiation process, but rather the start of a new
partnership. Therefore, the FTA includes review clauses allowing to

do even better in the future.

[ Some say, Switzerland did not negotiate well because of long
transition periods relating to tariff dismantling.

Transition periods are a proven device in trade negotiations, e.g.
in situations where initial conditions differ substantially. The
average incidence of Swiss customs duties on industrial products
amounts to less than 2%, China's average equals around 8%. Under
such circumstances, transition periods affording time to adjust to
considerable tariff reductions may make tariff concessions possible
- which would otherwise not be available. However, not all products
are subject to transition periods in the Switzerland-China FTA. There

are four categories of products. Those that are tariff-free according

“After the FTA with the EU,
concluded in 1972, the one
with China is the second most
important FTA Switzerland
ever signed.”

to the WTO or that will become tariff-free with the FTA entering into
force. Then there are products subject to gradual tariff elimination,
typically over 5 or 10 years. A third category of products will be
subject to partial tariff reduction. And lastly, for some particularly

sensitive products, tariffs will remain unchanged.

[ The wealth generating and mutually beneficial effect of trade is
abasicrule in economic theory. Inreality, however, this is anything
but widely accepted. Why?

According to welfare economics, lowering barriers to trade allow
to make better use of comparative advantages, thereby enhancing
productivity and income. If this was the dominating view in politics,
we would live in a world without tariffs and other obstacles to trade
-and there would be no need to negotiate FTAs (laughing). In reality,
protectionist interests come into play. Trade liberalisation may meet
with resistance as ensuing adjustment processes raise concerns in

certain sectors of the economy.

[ Chinese have a reputation for being very tough, maybe even
cunning, negotiators. What is your perception?

Swiss negotiators are also cunning (laughing). Joking aside, the spirit
was good and friendly, and the proceedings were constructive. I
enjoyed working with the Chinese delegation, and I am looking
forward to future opportunities to stay in touch. I have the
impression that their approach is similar to ours, having clear
objectives, being pragmatic and oriented towards results. Still, there

were sometimes difficult situations to overcome when positions

seemed tobe insurmountable.




[ Did cultural differences play an
importantrole?

The legal and political systems differ,
as well as economic and trade policy
traditions. Yet, when professionals on
both sides come together dealing with
topics both sides know well, you can
do real work - without suffering from a

cultural shock.

[1 How big were the delegations?

The Swiss delegation included some 15

i

to 30 people, which is larger than what
is usually the case when we negotiate

free trade agreements. On the Chinese

side, between 25 and 60 persons were
involved, depending on the agenda of a
particular meeting. Negotiation rounds
usually lasted for several consecutive days, during which the teams
worked on the various subjects in up to ten parallel working groups.

So you canimagine that the delegations were very busy, indeed.

[1 How do you gain your counterpart’s trust in a negotiation?

Establishing a relationship of confidence and trust is crucial.
An open-minded willingness to cooperate is required. Other
important ingredients are credibility and reliability. You have to
be well prepared and behave consistently. Otherwise, you will not
be convincing and will not earn the respect of your counterpart.
Personal characteristics like empathy and a genuine interest for the
other side's motivations, goals and constraints are very important,
too. Paired with imagination and creativity, this is the key to

successful negotiations.

[} In an interview with the Swiss media only shortly before the
breakthrough was announced, you were extremely cautious about
a conclusion to happen anytime soon. Were you just being modest
or was the deal really on the brink of failure?

In a multidimensional process such as this, with many influences
at work on both sides, you better be careful. Much can happen till
the very end, new concerns or unpredicted requests may come up.

Thereisalwaysalast hour uncertainty to deal with in this business.

[ The term “free trade” is misleading. Wouldn’t it be more accurate
speaking of a “tariff reduction agreement”?

Discussions about what “free trade” really means last for a long time.
Legally, the term "free trade’ roots in the General Agreement on
Tariffs and Trade (GATT), the multilateral agreement on trade in
goods dating form 1947, which is now part of the WTO. The definition

requires coverage of "substantially all the trade’, without specifying

X
Y, =

R
_.‘ ‘

7w N

{
»

a percentage. Already in 1947, a zero tariff agreement without

exceptions was considered anillusion.

[ The secret winners are the Swiss farmers, as they won't have to
make big concessions, contrary to what they feared.

This is your assessment. The Swiss farmers association puts it
differently, saying it does not harm agriculture much, but does
not provide many benefits for the sector either. In my view, they
underestimate the potential of the Chinese market for Swiss
agricultural products. Time will show. Fact is, that the agreement
does provide additional market access opportunities for both sides

alsoregarding agricultural products.

[} What are the benefits for Swiss banks and insurers?

The banking, securities and insurance businesses of both sides are

covered by the provisions on trade in services. There are information
and transparency rules regarding financial regulations and
application procedures, and there are rules on national treatment
concerning prudential measures. As China is currently revising
its banking legislation, the possibility for commitments regarding
specific activities was limited. However, China enhanced the scope of

market access guaranteesrelating to certain securities services.

[} Easier movement of persons also facilitates trade. Were you also
discussing this, e.g. easier visa requirements?

Visa policy has much broader implications than trade. Therefore,
general visa policy cannot be efficiently dealt with in a free trade
agreement. However, supply of services is an important part of
the Switzerland-China-FTA, including supply of certain services
by personnel transferred abroad by their companies. Hence,
the agreement includes rules for transparent and expeditious
application procedures regarding work permits for specific services

listedinthe FTA, as well as for granting visa.

[] What are theimplications, if any, on foreign directinvestment (FDI)?
FTAs do have a positive impact on FDI. Statistical analysis shows that
not only two way trade between Switzerland and its FTA partners,
but also FDI, grows significantly faster compared to the trade and
investment flows with other trading partners. This effect isreinforced
by Investment Protection Agreements, which Switzerland concluded

with alarge number of countries, including China.

[ How do you know those positive impacts are because of the
FTA? This can have numerous other reasons.

Strictly speaking, it is not possible to identify the specific impact of
an FTA. But the empirical finding is nevertheless a fact. Whether
the observed statistical correlation reflects causality is of course
arguable. But inversely, it is also hard to imagine that the correlation
hasnothingat all to do with the effects of FTAs.

[ Will there be less fake Swiss watches in China due to the
agreement?

The Chinese authorities increasingly take efforts to fight
counterfeiting and piracy. They also recognize that there is still a
lot to do. The FTA includes provisions to that effect, including as

regards cooperation between the competent authorities.

[J Let’s talk about first-mover risks. What if the EU, one day,
concludes a FTA with China at more favourable terms? Is it possible
torenegotiate?

First-mover benefits prevaill Besides, the FTA includes several
review and evolutionary clauses, foreseeing that both parties will,

from time to time, jointly review the agreement and try toimprove it.

“The FTA includes review
clauses allowing to do even
better in the future.”

[ The FTA also enhances legal security in bilateral trade. What can
a Swiss company do when encountering problems in China?

When encountering difficulties in China - or vice versa with difficulties
encountered by Chinese companies in Switzerland - you should try
to clarify the issue with the competent authority of the host country,
including making use of readily available judicial or other review
procedures. Embassies and Consulates could also be asked for advice.
Swiss companies could then turn to SECO, Chinese companies to
MOFCOM, the two authorities designated by the agreement as contact
points for FTA matters. The contact points of China and Switzerland would
theninteract witha view to examiningand solving theissue. Thereisalsoan
intergovernmental Joint Committee established by the agreement where
both governments may bring up any issue arising under the FTA. These
institutional settings of the FTA create an environment for facilitated

cooperation of competent authorities of both sides.

[1 What negotiations are next in the pipeline?

Switzerland presently has a network of 28 FTAs, including the
agreement with China. Currently under negotiation are new FTAs
with India, Indonesia, Vietnam and the Customs Union of Russia-

Belarus-Kazakhstan. Alsoin the pipeline are Thailand and Malaysia.
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From Switzerland's early recognition of the PRCto the
conclusion of a free trade agreement. A quick recall on history.

A Relationship Rich

in Milestones

H¥mok 2 & FE O]
MimTRERINFHEZRLIERBHRSHE

The signing of the F'TA is only the latest of a series of milestonesin the
history of bilateral relations between China and Switzerland - both
politically and economically. Switzerland was amongst the first countries
to accept the newly found PRC and to accept China’s status as a market
economy. The Bridge takes a look back at some of the highlights of 64
years of diplomatic links, with a special focus on a crucial 100 days
following the foundation of the People’s Republic of China in 1949.

Writtenby_swissinfo.ch
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1.From left: Zhu De, Commander-in-Chief of the People's Liberation Army, Swiss Minister Clemente Rezzonico and Nie Rongzhen, Head
of PLA General Staff Headquarters and Mayor of Beijing. 2. Mr. Zhou Enlai, Prime Minister and Foreign Affairs Minister, and Mr. Clemente
Rezzonico, Minister, presumably in 1950. Switzerland first opened a legation, which became an Embassy in 1957. 3. National Day

Celebrations 1955: From left: Chairman Mao Zedong and entourage waving at crowds in Beijing. 4. Picture of a private jurney of Fernand

Bernoulli, Swiss Ambassador to China from 1954-1958. Shown in the photo is his wife and their translator.
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n January 14th, 1950, the Swedish government sent a
Otelegram to Zhou Enlai, China's premier and foreign minister,
recognising the new state of China. Just three days later, Switzerland
joined Sweden in announcing that it too recognised the newly
founded PRC. Talks on diplomatic links began immediately, and on
September 14th of the same year, China and Switzerland officially
established a diplomatic relationship, exchanged envoys, and

opened embassies in each other's capitals.

In January 1956 and April 1957, the two countries upgraded their
diplomatic relations and exchanged ambassadors. Though China
had been quickly recognised by the Soviet Union and the socialist
states of Eastern Europe and the Balkans, Switzerland was among
the first group of non-socialist European countries to establish
diplomatic ties with the PRC.

US led trade ban against China

The founding of the PRC was a serious setback for the USA's
international strategy of suppression of the communist bloc.
The USA therefore used NATO to politically isolate China, and
attempted to minimise its international influence. The USA

demanded that its allies grant the PRC no more recognition than

Switzerland was among the
first group of non-socialist
European countries to
establish diplomatic ties with
the PRC

the US government did. And it blocked China's attempts to take a

placein the United Nations.

Economically, the USA led a trade ban against China, and through
the Coordinating Committee for Multilateral Export Controls
(CoCom) applied complete trade sanctions to China before the PRC
was even 30 days old. Because of American coercion, a startling 45

countries announced trade bans with China.

The USA continued to give military support to Chiang Kai-shek and
interdicted the Taiwan Strait. It supported the South Korean government
and opposition forces within South Vietnam, and encircled Beijing by
signing treaties with Southeast Asian countries, Japan and Australia,and

setting up 800 military bases around China, including thebasesin Japan.



Shrugging off US pressure

The latest declassified records from the Chinese Foreign
Ministry reveal that as early as June 1949, the USA had sent
a telegram to the Swiss government warning specifically
that "it would be highly inappropriate for you to recognise
a communist government in Asia too soon." However,
Switzerland held out against the sustained pressure from
Washington, maintained its traditional policy of neutrality
and autonomy in international affairs, and joined the group
of nations which broke the American political blockade on
China. Less than one hundred days after the founding of the
PRC, Switzerland shrugged off American political pressure

and recognised the young state.

Source: Private assets of Federal Councillor Markus Feldmann (1897-1958)
(B B 5kiE.: Bt$PZ R Markus Feldmann (1897-1958) %A A415)

Swift talks on diplomatic relations
On January 17th, 1950, Max Petitpierre, chair of the Swiss Federal

Council and foreign minister, sent a telegram to Chairman Mao
stating, "Switzerland has decided to legally recognise the new China,
and is prepared to establish diplomatic relations with your country
On February 6th, Petitpierre again cabled Zhou Enlai, saying that
Switzerland had appointed Sven Stiner, the Swiss consul general in
HongKong, a temporary charge daffaires in China. On February 10th,
Vice Foreign Minister Li Kenong cabled a response to Petitpierre,
indicating that the Chinese government was ready to accept Stiner
as the Swiss representative in discussions on establishing formal
diplomatic ties, but that Switzerland must first end its diplomatic

relationship with the Kuomintang (KMT).

Now that the two states had made clear their
positions on establishing diplomatic relations,
the Swiss were able to accelerate the process.
Between May 26th and September 13th, 1950,
Vice Foreign Minister Zhang Hanfu and the
Swiss charge d'affaires held four rounds of
talks on establishing diplomatic relations.
The talks focused on two areas of the Swiss
position: How would the Swiss handle existing
KMT organisations in Switzerland? And how
would the Swiss deal with assets in Switzerland
belonging to the state of China but controlled by
the KMT?

Very quickly, Switzerland developed responses
to these questions. First, on the question of
KMT organisations, Switzerland had in fact
already broken off all relations with KMT
organisations when it recognised the People's
Republic of China. These organisations would
automatically lose their legal status and
recognition as representatives of a national
government. On the issue of Chinese assets in
Switzerland, given that Switzerland recognised
the PRC as the only lawful government of
China, all Chinese assets in Switzerland would
now become the legal property of the Central

People's Government of the PRC.

The President of Switzerland Markus
Feldmann (right) and Federal Councillor Max
Petitpierre (left) after receipt of the letter

of credence of the Chinese Ambassador to
Switzerlnand, Feng Hsuan. Undated picture
takenin Berne.

Theseresponses satisfied the Chinese government, so on September
14th, the two countries issued a statement saying that they had
established diplomatic relations. The first Swiss envoy to China was

Clemente Rezzonico; China's envoy to Switzerland was Feng Xuan.

Switzerland was also host to China's first engagement with the
international community, at the Geneva Conference in 1954. Once
China began its reforms in the late 1970s, the Swiss watchmaker

Rado etched its name into China's history books by becoming

BHAZMENZBZ T M EN N X Z——BFEBUS
REAMBFRRA—RRHEEAZEREBTN—

the first foreign company to advertise in China. Schindler, a Swiss
elevator and escalator company, was the first foreign company
signing an industrial joint venture with China. And the first
European insurance company licensed to operate in China was
also Swiss. Switzerland was also one of the first group of countries
to recognise China's market economy status. The conclusion of a
free trade agreement with China in 2013, as the second European
country after Iceland, marks the latest highlight of a relationship

thatisrich in milestones.
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FTA - The Voice

Positive Knock-on Effects
AR SR

The positive spillover effects for the Swiss watch industry due to the
F'TA with China, and indeed for other exporting branches, go far beyond
customs duties reductions, says Jean-Daniel Pasche, President of the
the Swiss watch industry's leading trade association (FH).

“An initial
reduction of 18%
of customs duties
will apply when
the agreement
enters into force.”

Concretely, the effects for the Swiss watch industry can be summed
up as follows. It will be noted firstly that, overall and according to
statistics published by the General Directorate of Customs, the
balance of watch industry trade between the two countries is
largely in Switzerland's favour, and has been for many years. In
fact, Swiss watch exports to China totalled CHF 1.653 billion in 2012,
while imports of the same type from China amounted to CHF 740

million.

In value terms, finished watches accounted for 98% of Swiss
watch exports to China. Under the terms of the agreement, these
will benefit either from the total removal of customs duties over a
period of five to ten years, according to the type of product, or from
a staggered 60% reduction over ten years. An initial reduction of 18%

willapply when the agreement enters into force.

More precisely, three types of watches, namely automatic
watches manufactured from precious metals and common
metals, and quartz watches with non-digital displays, which
alone account for 90% of the total value of exports, will benefit
from this 60% reduction. In concrete terms, customs duties on
these products will drop from the current level of between 11
and 12.5% to rates varying between 4.4 and 5% at the end of the

adjustment period.

“Chinais the Swiss watch
industry’s third largest
customer.”

Further measures to remove or reduce customs duties will apply
to other watchmaking products such as alarm clocks, movements,
exterior components, supplies, etc. Only watch bracelets
manufactured from precious metals exported separately will see
their 20% customs duty maintained on arrival in China. In 2012, these

products accounted for less than 0.05% of Swiss exports by value.

The positive knock-on effects for the Swiss watch industry, and
indeed for other exporting branches, are not limited to customs
duties. The wide-ranging agreement also includes provisions to
protect intellectual property rights and promote investment. It thus
creates an additional institutional framework and places trade on a
more secure legal footing. For the Swiss watch industry it means also,
and above all, improved conditions for the protection of trademarks

and indications of origin (Swiss made).

China, the Swiss watch industry’s third largest customer, thus
becomes the fifth Asian country to have signed such an agreement
with Switzerland or EFTA, after Singapore, South Korea, Japan and

HongKong.
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Ready for the Renminbi

ErRIARTIKFNE

Heinrich Siegmann, Head Asian Affairs of the Swiss Bankers
Association welcomes the FTA and China’'s anouncement to consider
Switzerland as an offshore Yuan center.

“With a share of
11% of GDP, the
financial sector <
is Switzerland’s
largest business
sector.”

As the leading professional organization of the Swiss financial centre,
representing around 300 institutional members, including 140 foreign
banks, the Swiss Bankers Association (SBA) welcomes the Free Trade
Agreement. The agreement will increase trade and investments and
hence boost bilateral business relations. It will facilitate market access

for goods and services and enhancelegal security.

With a share of 11% of GDP, the financial sector is Switzerland's
largest business sector (the banking sector accounts for almost
7% of GDP). Some restrictions to market access will persist due to
regulatory carve-out provisions (common to such agreements).
The FTA is expected to improve the business environment
for securities trading, and make business rules and approval
procedures more transparent. The FTA also provides for a bi-

annual review of the services commitments.

The conclusion of the FTA was accompanied by an agreement
between both governments to launch a financial dialogue. Prime
Minister Li Kegiang welcomed closer financial cooperation when
he visited Switzerland in May and recently at the summer World
Economic Forum in Dalian, when he announced that the government

will consider making Switzerland an offshore Yuan center.

The Swiss financial center has considerably expanded its
Renminbi business, serving clients in China as well as clients
in Switzerland and other locations around the world. Renminbi
accounts with banks in Switzerland are available to private and

corporate clients, and a rapidly growing number of products and

“We highly welcome Chinese
banks establishing a presence
in Switzerland.”

servicesare available to commodity trade finance, private banking,
and asset management clients. Swiss financial firms will continue
toidentify new business opportunities and to build a long-term and

sustainable presence in China.

The Swiss Bankers Association would highly welcome Chinese
banks establishing a presence in Switzerland and being authorized
to provide Renminbi clearing through a branch in our country. We
also support a CNY-CHF currency agreement (swap line) between
the Swiss National Bank and the People’s Bank of China. A swap
line would assure liquidity, and RMB clearing through a bank in
Switzerland would lower transaction cost. A swap line and RMB
clearing would increase trust in transacting RMB via Swiss banks
and Swiss infrastructure, and provide a strong signal to current and
prospective clients in China, Switzerland, Europe and elsewhere.
Such an arrangement would further establish the CNY as currency
of choice for invoicing and settling trade, as unit of account, as store
of value and, ultimately, foster its role as a
global reserve currency. In train, it would
strengthen trade and investments, and

foster economic and political ties.
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Big Market Hurdles Remain

TiARRE AR K

Markus Ritter, President of the powerful Swiss Farmer’s Union, sees
the interests of the Swiss agriculture sector largely incorporated in the
F'TA with China, and points out the differences of the failed agreement
with the USin 2006. Aside from some niche products in the premium
segment, Ritter only sees a modest potential for Swiss farmers to
succeed in China.

"As opposed to
the US, China

respected certain
Swiss principles.”

The Voice

Swiss agriculture supports the signed Free Trade Agreement,
as it respects agriculture’s key requirements while opening up
new possibilities for the Swiss economy. This bilateral agreement
demonstrates that it is possible for Switzerland to find a satisfactory
solution for both sides that have significant economic power, while
also enabling the interests of Swiss agriculture to be incorporated. We
are aware that our country imports practically half of all the food it
requires, which is why trading agreements are not necessarily a bad
thing. Nevertheless, it is important for us that sensitive Swiss products
that are produced according to very stringent legal requirements,

continue tobe protected by the tariff and quota system.

Wewereagainsta FTA with the US, at the time. There were,and still are
significant systematic and ideological differences in the non-tariff area
between Switzerland and the USA, as there are between the EU and
the USA. For example, ideas about the rules in the areas of banking,
pharmaceutical, food safety or intellectual property were so different

thata harmonisation wasimpossible.

For the SBV, but also for Swiss consumers, it was important that our
high standards in food quality - buzzwords “hormones in meat” and
“GMO’ (genetically modified organism) - just as declaration and
indication of origin etc. should be maintained. That was not acceptable
for the USA, as they were working towards harmonising with their

system. China, on the other hand, respected these Swiss principles.

“Switzerland imports half of its
food. So trade agreements are
not necessarily a bad thing.”

We have conducted many,in some cases, difficult discussions with the
government and other business associations over the past two years.
We have clearly communicated and defended our position right from
the outset. The most important requirements were ultimately taken
into account. No compromises for sensitive products, compromises
only within the WTO quotas and products out of season, maintenance
of the high requirements in food quality, declaration and indication of
origin. We have been less successful with the long transition periods
and the fact that the tariffs have only been partially reduced - although

cheese, in particular, isinteresting for producers in export.

Overall, export opportunities for farmers are relatively modest.
Despite this, we see opportunities in the premium segment, for
example, with Swiss cheese. The examples of Korea and Japan
demonstrate that there is demand for it in Asia. However, significant
practical hurdles as market entry, costly marketing and administration

forimportlicences, remain.
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Substantial Trade Increase

ALYk 2 N AR PS

- The Voice

China is the most important Asian market for the Swiss electrical and
mechanical engineering industries, united under Swissmem. From Ivo
Zimmermanns perspective - heis a Member of the Executive Board at
Swissmem - the FTA will also bring improvements in areas such as non-
tariff trade barriers and the protection of intellectual property:.

“The competitive |
advantageshould . '’/
last,asnosimilar <« -
treaty between

the EU and China
isinsight.”

The free trade agreement with China is definitely "'good news" for
the Swiss mechanical and electrical engineering industries (MEM
industries). With an export volume of CHF 3.3 billion (2012), China is
our most important Asian market. As a result, Swissmem expects a

substantial increase in trade volumes with China.

Under the free trade agreement, 92% of MEM commodity codes
will be duty-free when exported to China. This is significant since
Chinese import duties for MEM products are high (9% on average).
Tariffs will be reduced either from the date the free trade agreement
enters into force, or after a transition period of five to ten years (in
exceptional cases from 12 to 15 years). During this period, tariffs will
be gradually reduced to zero. An additional three percent of MEM
commodity codes will benefit from a tariff discount of 60%. But the
free trade agreement with China is not just about cutting tariffs. It
will also bring new, improved rules in areas such as non-tariff trade

barriers and intellectual property protection.

We are convinced that Federal Councillor Schneider-Ammann did
all he could to achieve the best possible result. For the most part,

he succeeded. One remaining fly in the ointment is that, at least for

“92% of MEM commodity
codes will be duty-free when
exported to China.”

now, tariffs will not be reduced on five percent of all MEM products,

mostly high-tech products.

The free trade agreement first has to be ratified by both
parliaments before it enters into force. We hope that will take
place no later than the start of 2015. Given the current high tariffs,
the agreement will give Swiss exporters a clear advantage over
their competitors from the EU area. This is especially the case
for export-oriented SMEs that have no production presence of
their own in China. And this advantage is likely to remain in
place for several years since there is no prospect of a comparable

agreement between the EU and China.
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Partnering

For the Future
EFH AR

A short appraisal of the Free Trade Agreement between
Switzerland and the People's Republic of China and its key
provisions, which shall give bilateral trade a boost.

Written by_Simeon Probst, Director Customs, PwC Switzerland, Michel Anliker, Manager Customs, PwC Singapore

bilateral Free Trade Agreement (FTA) between Switzerland
Aand the People's Republic of China was signed on 6 July 2013.
Switzerland is only the second European country (Iceland being
the first) to formalize its economic and political relationship under
a bilateral trade agreement with China. The FTA marks a milestone
for the Swiss economy inits efforts to recalibrate following the global
economic crisis,and islikely provide it with a competitive advantage

over major European economies.

The agreement covers the standard terms found in most FTAs
including Trade in Goods, Trade in Services, Customs Procedures,
Trade remedies, Investment promotion and Intellectual Property
Protection, and is expected to enter into force by mid-2014 or early
2015. Below is an introduction to the Trade in Goods terms and the
potential impact that these terms may have on a business and its

value chain.

Tradein goods
In Asia, China is one of the most important foreign trade partners

of Switzerland. China is the third largest buyer of Swiss industrial
products after the EU and the United States worldwide. Machines and
instruments, watches, as well as chemicals and pharmaceuticals,
are the most important Swiss products to be exported to China.
Switzerland imports mainly machinery, textiles and clothing, as well

as watchmaker goods and chemical products from China.

Whatis it about?

The Trade in Goods section of the FTA includes rules and
regulations to facilitate trade between the undersigned parties. The
FTA will reduce or eliminate duties in the trade of goods between
the two countries. Goods fully obtained or processed in one of
these countries may benefit from this duty relief. With the entry into
force of the FTA, certain products will enjoy a 0% duty rate - whilst
for others, phased tariff reductions will take place over several
years (mainly on products imported to China). The products must
have origin in one of the contracting countries in order to benefit
from the preferential duty rates. Many companies assume that
the existence of an FTA between the two countries is sufficient to
eliminate the duty for their shipments. This assumption is wrong
and could lead to significant risks. Since the country of import will
forgo the duty revenue, the application of the qualifying rules will be
strictly applied by the Customs Authorities of both Switzerland and
China. The exporter wishing to apply for a certificate of origin under
the FTA will need to ensure that it has sufficient processes and
documentation to ensure that goods for which preference is claimed

by theimporter do, in fact, qualify.

Swiss/China Zero or reduced Swiss/China
Manufacturer customs duty ’ Consumer

What are the key provisions of the FTA?

Find below an overview of the key provisions.

Rules of origin - originating products:

Under the Swiss - China FTA, a product will be considered as

originating in either of the two territories (Parties) where the

following rules (summarized for the purposes of this article)
are met:

1. The products have been wholly obtained in a Party (for example,
mineral products, live animals, etc.).

2. Non-originating materials used in the working or processing of
product, for which origin is claimed, have undergone substantial
transformation in a Party and meet the other applicable
provisions of the FTA (see below).

3. The product has been exclusively made from originating

materials of one or both Parties.

Substantial transformation:

Substantial transformation and operations must go beyond minimal
operations or processes (such as simple mixing, packaging and re-
packaging). With that said, the Product (HS code) Specific Rules of
the FTA have to be fulfilled (Annex II of the FTA). Pure trading does
not confer origin. The Product Specific Rules do include a value
threshold (see below), a tariff shift rule (e.g. change in chapter, change
in heading or change in subheading) and defines which products

have tobe wholly obtained.

Added value threshold:

The added value threshold or General Tolerance Rule is a product
specific rule based on the percentage of the value of non-originating
materials (VNM). That percentage is calculated based on the
following formula: VNM = VNM / off ex-works price x 100. For
example, if the product specific rules set "VNM 60%’, the Rules of
Origin are met if not more than 60% of non-originating materials are

processed. E contrario, the local value content has to be at least 40%.

Accumulation:

The accumulation rule within the FTA is limited to originating goods
of Switzerland and China (so-called bilateral accumulation; it allows
the manufacturer to add products sourced from both countries to

the value threshold being qualified as originating).

Direct transport:

The direct shipping/transport rule allows the splitting of
consignments under customs control in third countries without
losing origin provided that they do not undergo operations other
than unloading, reloading, or any operation confined to preserve
them in good condition (further processing of the goods is not

permitted).
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China Supplier
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Zero or reduced
Swiss Supplier
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Movement certificate:

The movement certificate EUR. 1 serves always as proof of origin
and is mandatory (only exception allowed for approved exporter).
Different to other FTAs concluded by Switzerland, additional
information have to be indicated on the movement certificate, such

as the used origin criteria and the 6-digit HS code of the product.

Self-certification:

Self-certification is only applicable for approved exporters. The
origin declaration has to be printed in English and has to follow the
wording provided in the FTA. The origin declaration has to contain
the registration number of the approved exporter and the serial

number of the origin declaration.

Benefits of the FTA - Business model planning
The FTA reduces or eliminates duties in the trade between

Switzerland and China. Changing the value chain (e.g. sourcing
or manufacturing) in order to meet the sufficient processing
rules set out in the FTA may lead to significant duty savings and
competitive advantages. Achieving “substantial transformation”
at the appropriate point in the value chain is required in order to
enjoy benefits under the Swiss-China FTA and manage tax risks.
Certain value chains are likely to include suppliers from outside of
China/Switzerland with final qualifying processing taking place
inside China/Switzerland. Upfront planning, establishing sensitivity
thresholds to allow for variances in cost, and tracking during
production are all important so as to ensure that the FTA benefits
are managed and sustainable also from a tax and operational

standpoint.

Zero customs duty } Swiss Manufacturer
WEAE~E

Zero customs duty } China Manufacturer
HEE =G

Zero customs duty } Swiss Manufacturer
WmTAEFE

customs duty } China Manufacturer
RE4 R

Zero or reduced
customs duty China Consumer
0% S EFERAL REIHEE
Zero customs duty Swiss Consumer
- HmLifEE
Zero customs duty EU/other FTA
— Consumer
FRB B / BB R EE R
Zero customs duty ASEAN Consumer
TLR ASEAN jH#&#&

Examples of expanded trilateral trade

Meeting the Rules of Origin within a three-party (or more)
transaction can be challenging and complex. However this should
notbeabarrier to finding a solution to get the maximum benefit from

aFTA.For example:

A semi-finished part of an electric motor/generator is supplied from
Thailand (Member of ASEAN) to China at a preferential rate based on
the ASEAN - China Free Trade Agreement. Within the Swiss-China
FTA, the product specific rule for such products is usually that the
value of non-originating materials must not exceed 50%. Provided
the China manufacturer meets the Rules of Origin, the finished good

canbeimported at a preferential rate of 0% into Switzerland.

Whilst a business considers whether and how to change its business
model to respond to the FTA, it should not be ignored that China
imposes VAT on imports at an average rate of 17%. In addition, China
applies an Export VAT refund scheme - which, depending on the
product - may be between 17% and 0%. Foreign exchange controls
must also be considered during business planning to ensure a

smooth new structure.

The FTA is a useful tool to enhance economical activities between
Switzerland and China. It should not be missed to question your
current trade flows, to analyse potential available optimizations and
fully benefit from the great opportunities the FTA will provide to

both economies.
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Will the FTA also influence exchange in innovation?

Lookmg Beyond Trade
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Written by_Claudio R. Boér, Senior Advisor, swissnex China, Sino-Swiss Center Guangdong

D uring his last stay in Switzerland, Chinese Prime Minister Li
Keaqgiang also visited the Einstein Museum in Berne, where
he picked up a pen and wrote in the guest book, 'Innovation is the

lifeblood of mankind'

It seems a rhetorical sentence written by a consumed politician,
but behind that sentence, there is much more. During the same
visit, Li Kegiang answered some questions from the public. A Swiss
university student asked Li Keqgiang if he still has time to study.
Chinese Premier Li Kegiang answered with a smile: “No matter how
busy, one should take time to read. Without reading, it is difficult to
have the development of thoughts; it is difficult to understand the

process of human civilization”.

These two simple moments, on the wave of the enthusiasm for the
conclusion of the FTA, express very well the sentiments of Chinese
people towards such an agreement. The agreement formally covers
economic trade, but it also carries the potential for enhancing an

exchange of intellectual, social, science and education projects.

Without cooperation in science, there is no progress for the world. If

thereis progressin scientific results, there is progress in technological
achievement; and if we are capable, with innovation, we can

transform ideas in market results and successes.

FTA as door opener
So innovation is, indeed, the lifeblood of mankind, and the FTA

is a way to open the door to the sharing of the results of learning
and innovation. The two countries will engage into a vast dialogue
about their innovation policies, learn from each other about areas
where technology can be developed, and identify complementary
capabilities. Tech start-ups might benefit from an easier access to
funding sources and to some of the purchasers of their products,

such as universities.

We at swissnex China are convinced that the FTA will boost the
already healthy scientific and educational cooperation between
our two countries. A side effect of the increased trade might be
the need to train more executives and entrepreneurs about cross
border transactions and international business. Swiss companies
might want to also develop new training schemes inspired by their

long experience with vocational and

professional education training.

Already, since the opening of swissnex
China in 2008, the exchange of scholars,
students, and researchers has increased
tremendously, but the FTA will further
boost it. The FTA is not only a tool to make
life simpler for enterprises to trade, but on
the contrary, quite a few enterprises in both
countries will face a stronger competition.
This, in turn, is an incentive to become
better or,in other words, to innovate in order
to live and prosper. How to cooperate in
the innovation process while remaining
competitive will be the game to play and to

understand in the follow-up of the FTA.

Current program

CTI - China Market Entry CAMP

Since August 2013, Swiss start-ups are not alone when exploring the

Chinese Market. swissnexChina together with CTI helps Swiss start-
ups make their first steps by exploring and sharing expertise with
experts in China. By organizing meetings and connecting the start-
ups to their peers here, a platform has been created for innovative

entrepreneurs to share and evaluate, and to gain insights first hand.

SSSTC Stepping Stone Symposia

The SSSTC program is a governmental framework between China
and Switzerland, aiming to encourage and strengthen individual
contacts by building multi-level research cooperation between
institutions, research groups, as well as individuals. With events
such as the Stepping Stone Symposia, the SSSTC would like to pave
way for the involvement of industries in the second action phase
from 2013-2016. These Symposia are envisioned to be a series of
conferences participated in by the most outstanding scientists and

relevant industries.

www.steppingstone.ethz.ch
www.swissnexchina.org
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