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Methodological note

The Swiss Business in China Survey 2022 is the first such inquiry carried out since the start of the pandemic and follows previous editions published
between 2006 and 2019.The survey instrument has been updated this year after many years of development, with many news questions negotiated by
its numerous institutional stakeholders and then tested on respondents. The team intends to continue to improve the survey instrument, in both its Engli-
sh and Chinese versions.While the comparatively low number of respondents associates with statistical validation issues, the report undeniably provides
unique insights of strategic and operational relevance. Beyond its practical relevance, the report also provides the Swiss public with a description of doing
business in China during a critical juncture, and possibly the most challenging year for Swiss companies in over two decades.The collection of data for the
2023 survey will start in October 2022 with the intention of contrasting and contextualizing the findings of this report and assessing future trends.
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Preface

It is a great pleasure for me, as Ambassador of Switzerland to China since only September
2022, to read this survey and to write the preface for it. By taking the pulse of Swiss
businesses in China, the survey offers key insights on the challenges and opportunities faced
by our entrepreneurs and executives here on the ground. Conducted for the first time in
2006, date which coincides with my first arrival in China as the Deputy Head of Mission of
the Embassy of Switzerland, it is the result of coordinated efforts of many Swiss institutions,
China experts, and academics working in unison.

To say that China has changed between these two periods is an understatement. On one
hand, relationship between Switzerland and China has strengthened considerably, especially
in the economic field, with the Sino-Swiss Free Trade Agreement coming into force in 2014,
the signature of an Innovative Strategic Partnership two years later and the implementation
of a Strategic Dialogue in April 2018.This coming together is not surprising, as more than
1,000 Swiss companies are established in China.The country has been our main trading
partner in Asia since 2010 and is presently our third largest global trading partner after the
EU and the US.

We should not forget that our relationship with China was forged by business people as
early as the 18" century, initially through the watchmaking industry. Mutual interest
deepened and led Swiss diplomatic services to establish early contacts with post-war China,
Switzerland being, on January |7 1950, one of the first Western European countries to
officially establish relations with the People’s Republic of China.

On the other hand, the business environment in China today is far more challenging than in
previous years: The 2022 edition of this survey is particularly interesting as it highlights the
differing perceptions of the Swiss business community on China pre and post the Shanghai
lockdown.Thus, while in the first months of the year, Swiss firms expressed historically high
levels of confidence in their Chinese businesses, the subsequent strict confinement and
geopolitical tensions have had an important impact, as you will be able to read in this survey
and see in the charts.

Nevertheless, business confidence remains positive and the transformations underway in

the Chinese economy, particularly its growing need for advanced technologies, are likely to
offer new opportunities for our most innovative companies, whether they are multinationals,
SMEs, or start-ups.

It remains for me to assure that the Embassy of Switzerland, the Consulate Generals and
myself will continue to be on the spot for the the Swiss business community in China as
well as for all other Swiss interests.We will use our best efforts to facilitate exchanges with
Chinese officials and to support the interests of Switzerland and of the Swiss economy as
vigorously as possible.

Jurg Burri, Ambassador of Switzerland to the People’s Republic of China



Executive Summary

This Swiss Business in China Survey 2022 reflects the tumultuous events of this year.This is the first
time that we have needed to conduct a follow-up mid-year flash survey to re-evaluate the level
of business sentiment recorded at the start of the year.We felt that this was essential in order to
understand how war in Europe, growing geopolitical tensions in Asia, and the ongoing Omicron
lockdowns in China have impacted the expectations of Swiss companies for 2022 and beyond.

The dramatic collapse in business confidence that this survey reports is unprecedented.

Part | of the survey shows that early in the year; although the key challenges for Swiss companies
were intensifying, with ever-fiercer competition and problems in finding and retaining the right
talent, plans to invest in China were at their highest ever levels on the back of high profit and re-
venue growth expectations for 2022.The comparison with the 2019 data illustrates that all of the
growth lost due to the pandemic had been fully recovered, and so executives of Swiss compa-
nies viewed 2022 with broad optimism.

Yet within 6 months, Swiss business confidence went from its highest recorded level to its lowest, on a
par with expectations for 2016 which were hit by the 2015 Chinese stock market crash and the lifting
of the Swiss peg to the Euro.These radically different results are detailed in Part Il of the survey.

The analysis and opinion pieces presented in Part Ill of this report discuss and provide novel pers-
pectives on a number of crucial topics for doing business in China today. First, the possibility that
the current dynamic zero-Covid policy may be lifted is considered and it is concluded that
this is highly unlikely in the short term for a variety of reasons (Section 3.1). Second, the effects
of the Omicron wave and growing geopolitical tensions on China’s economic outlook are
evaluated for their impact on Swiss companies (Section 3.2). Next, the comparison with a parallel
EU survey detailed in Section 3.3 shows that while the Swiss responses are generally consistent
with their EU counterparts, they are somewhat more optimistic. This pattern is consistent with
previous surveys and gives us confidence that the relatively small number of respondents to our
survey provides a reasonably representative sample.

The two very different business environments for foreign companies in China are discussed in
Section 3.4, highlighting the specific problems faced by firms working in sectors where China has
prioritized local capacity.A closing piece makes the case that deglobalization is not an option
for future international business and global prosperity (Section 3.5).

Importantly, the 2022 survey also provides new insights by asking participants a wider range of
questions, many of which have a strong practical bearing. For instance, difficulties in managing
relationships with headquarters, one of the key internal challenges identified in the survey,
appears to be mostly linked to the slow speed of communication and the overly centralized ma-
nagement of R&D by HQ (Section [.4).

Moreover, Swiss firms reported that the following four issues were important for the positive
development of their business over the next 5 years: China’s national and industrial policies,
growth in domestic consumption, the relationship between China and Western countries (espe-
cially the US), and further reforms to open up the economy (Section 1.6).

We hope that this work will be useful in benchmarking your business activities and providing
useful facts and analysis to facilitate decision making, while at the same time increasing the overall

level of understanding about China in your company.

The Editors and Contributors to the Swiss Business in China Survey 2022






|. Outlook, pre-lockdown

This year’s survey of Swiss firms conducting
business in China was concluded in March 2022,
just weeks before there were widespread out-
breaks of the Omicron COVID-19 variant and

a lockdown in Shanghai.The timing undoubtedly
had a significant impact on the business outlook.
To understand the magnitude of this impact, the
research team undertook an additional flash
survey in June 2022 to get updated responses
on key questions and the level of confidence

of Swiss businesses working in China. Part | of
this report focuses on the results of the pre-
lockdown responses, while the post-lockdown

update is provided in Part Il.




The Swiss Business in China Survey 2022 — Results, analysis and outlook

1.1 Sales growth, profitability and investment intentions

Sales

QZ.Z**

What expectations do you have for your company’s sales in China?
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Pre-lockdown

= Substantially lower (less than -15%)

H Higher {from 3% to 15%)

Figure 1.1: Sales growth expectations

A large proportion of Swiss companies reported sales
growth in China.This year we asked the companies to
benchmark their 2021 sales against 2019, since the figures
for 2020 were largely distorted by the affects of the
COVID-19 outbreak in Wuhan. 84% of the respondents
reported “substantially higher” or “higher” sales, clearly
indicating that the ground lost as a result of the pandemic
has been recovered.

® Lower (from -3% to -15%)

® Almost the same (from -2 % to 2%)

B Substantially higher (more than 15%)

Figure 1.1 shows that when asked about their predicted
2022 sales as compared to 2021, 71% of the respondents
expected “substantially higher” or “higher” sales, a growth
figure in line with previous (non-pandemic) years. In other
words, in March 2022, Swiss companies expected their
sales growth in the Chinese market to continue at the
same pace as in the (pre-pandemic) past.

*The top right corner of all applicable figures references
the question number in the survey instrument.



I.1 Sales growth, profitability and investment intentions

Profitability

What expectations do you have for your company’s profits in China?

100% -
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0%

2022
compared to
2021
CH (n=60)

2021
compared to
2019
CH (n=53)

Pre-lockdown
o Substantially lower (less than -15%)

H Higher (from 3% to 13%)

Figure 1.2: Profitability expectations

Swiss companies also reported very good performance

in terms of profitability. Almost two-thirds of the res-
pondents reported “substantially higher” or “higher”
profits in 2021 as compared to 2019. In addition, 55% of
respondents expected their profits to be “substantially
higher” or “higher” in 2022 as compared to 2021, which
demonstrates a higher level of business confidence than in
the years 2017 to 2019, when the average percentage of
respondents expecting “higher” or “substantially higher”
profits was 47.7%.

2019
compared to
2018
CH (n=118)

W Lower (from -3% to -15%)

2017
compared to
2016
CH (n=87)

2018
compared to
2017
CH (n=95)

W Almost the same (from -2% to 2%)

M Substantially higher (more than 13%)

2022 was therefore looking particularly positive for Swiss
companies in terms of increasing profits for their bu-
sinesses in China, highlighting the fact that the pandemic
was viewed as now being in the past and that business
confidence was increasing.



Investment

The Swiss Business in China Survey 2022 — Results, analysis and outlook

What investments are you planning for China in 2022?

100%

90%

T0%

50%

30%

20%

10%

0% 2%

2022 2019
CH (n=52) CH (n=130)

Pre-lockdown
Decrease or close operations

M Increase by 10-19%

Figure 1.3: China investment plans

Investment plans generally confirm the positive pre-
lockdown survey results. For 2022, 32% of Swiss firms
planned to increase their investments by 10% or more,
whereas an average of only 26.3% of them had planned to
invest at these levels in 2016,2017,2018 and 2019.

M Increase by 20-29%

2018
CH (n=103)

2017
CH (n=102)

2016
CH (n=100)

[ Stay the same (from -2% to 2%) ® Increase by 3-9%

M Increase by 30% or more

Overall, we can conclude—albeit that this may be a sur-
prising finding to many—that up until March 2022, Swiss
companies had a much more positive outlook on their
business performance and development in the Chinese
market than in the pre-pandemic years.



I.1 Sales growth, profitability and investment intentions

10
How does China rank in your company’s global investment plans? @
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Figure 1.4: China rank in global investment plans

In March 2022, about 67% of Swiss firms saw China as one
of their top 3 investment priorities, markedly higher than
the average of 55% found in the pre-COVID years of 2016
to 2019.
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Top investment locations in China

Q29
If you are planning investments in China, in which cities will these be?

Shanghai
Shenzhen
Suzhou
Guangzhou
Chengdu

Hangzhou

Beijing qu%m

njin

Tianjin
Chongging il

Suzhou 9@ Shanghai

Wuhan Crmnoce ®. <100 b ©Hangzhou

Changzhou m 2022

Xi‘an CH (n=28) Pre-lockdown

Hefel
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Figure 1.5: China investment plans by target city

The survey asked those that responded positively to the
investment plan question where they were planning to
invest. The top-ranking destinations for investment in
2022 are Shanghai, Shenzhen, Guangzhou, Suzhou, Beijing,
Hangzhou and Chengdu—-all of which were mentioned
by more than 20% of the respondents.

It is important to note that Shanghai is the city with the
largest concentration of Swiss companies in China.



.2 Success and competitive advantage in China

1.2 Success and competitive advantage in China

Key success factors

What are the most important factors for your company’s success in
China? (Select the top 3)

Superior quality of
the products/services

Building brand awareness

Strong company
culture and values

R&D and product
innovation

Proper selection &
training of employees

m 2022
CH (n=60) Pre-lockdown
Having a good partner = 2020
CH (n=66)
Relationships (Guanxi)

& netwarking m2019

CH (n=130)

Cost control, productivity
& operations efficiency

Good performance &
incentive systems

Internet/Mobile based
business model

Other

0% 10% 20% 30% 40% 50% 60% 70% 80%

Figure 1.6: Key success factors in the Chinese market

As always, Swiss companies see the superior quality of their
products and services as the primary factor for their suc-
cess in China. Building brand awareness is also seen as a key
success factor; but it is perceived as being significantly more
important when compared to previous surveys, which may
indicate that competition in China is further intensifying.
An explanation for this could be that a growing number of
the companies surveyed are active in areas where brand
recognition is essential.

13
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Sales success factors

Q6.2
What are the most important success factors driving your sales in China?
High quality
Developing a strong brand
Service (pre- & after-sales)
Price/quality ratio
R&D, developing new product/services
adjusted to market
Speed to market
Marketing, media & advertising
campaigns, overall awareness
Distribution netwark
m2022
CH (n=60) Pre-lockdown
Market research m2020
CH (n=55)
Low price _nl
CH (n=114)
Others
T T T T T 1
0% 20% 40% 60% 80% 100%

Figure 1.7: The most important success factors driving sales in China

High quality products and having a strong brand are,
unsurprisingly, also the two factors perceived as being
the most important for sales success in China by 2022
respondents.



Marketing success factors

What are the most effective marketing activities for your main
business in China?

Visits to clients
or prospective clients

Seminars, conferences and speeches

Participation in trade fairs

Social media marketing

Web marketing (including SEO)

Public relations activities

E-mail, newsletter,
own magazine

Traditional advertising
(print, TV, radio, outdoors etc)

Other

.2 Success and competitive advantage in China

Q6.3

H2022
CH (n=607 Pre-lockdown

m 2020
CH (n=54)

w2019
CH (n=114)

0% 10% 20%

Figure 1.8: The most effective marketing activities in China

In terms of the value attributed to different marketing
activities for doing business in China, the 3 most effec-
tive activities chosen by Swiss companies are:“Visits to
clients” (78%),“Seminars, conferences and speeches”
(57%), and “Participation in trade fairs” (57%).These
remain very similar to responses recorded before CO-
VID-19 and again confirm the importance of personal
interactions for doing business in China.

30% 40% 50% 60% 70% 80% 90%

The fourth most effective activity, “Social media marke-
ting” is, however, becoming more prominent, with 47% of
respondents selecting it as one of their top three marke-
ting strategies.

15
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1.3 External challenges: Competition, rising costs, regulation and more

The most significant external challenges

What are the most significant external challenges facing your
company in China? (Select the top 3)

Fierce competition

Rising labor & other costs

Government policies, regulatory
environment & barriers

Economic slowdown in China

IP infringements & copycats

Import substitution/pressure
to produce locally in China

Trade conflicts with the US and other regions

m 2022

Corruption & unfair practices CH (n=60) Pre-lockdown

| 2020
RMB (currency) fluctuations CH (n=67)
m 2019
Others CH (n=130)

0% 10% 20% 30% 40% 50% 60% 70% 80%

Figure 1.9: The most significant external challenges facing companies in China

A slowing Chinese economy was the primary concern
voiced by Swiss businesses prior to the pandemic. By
March, 2022, “Fierce competition” had become the most
significant external challenge that Swiss companies face
when doing business in China.“Rising labor and other
costs”, “Government policies, regulatory environment &
barriers” and “IP infringement & copycats” are also

perceived as challenges that are intensifying.



|.3 External challenges: Competition, rising costs, regulation and more

Intensifying competition

How fierce is the competition facing your company in China?

100% A
9%
90% - 12%
80%
70% - Sy
0
42%
B60% -
50% -
40% +
30%
43: o
20% 43%
10% o
0% -
2022 2020 2019 2018 2017 2016
CH (n=59) CH (n=64) CH (n=131) CH (n=103) CH (n=101) CH (n=98)

Pre-lockdown

mVery intense M Intense W Somewhat intense @ Not intense

Figure I.10: Competition intensity in China

Figure 1.10 illustrates that competition in China is in-
tensifying, with a near record percentage of respondents
(45%) deeming it to be “very intense”, the highest propor-
tion recorded in this survey since 2017.
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Who are the competitors?

Who are your major competitors in China?
(multiple answers)

Foreign companies

Chinese private or
private holding companies

State-owned &
state-holding enterprises

Competition from imports
(agents/distributors)

m 2022
CH (n=57) Pre-lockdown

Joint ventures m 2020
CH (n=62)
MNo major competitors m 2019
CH (n=127)
Others
0% 10% 20% 30% 40% 50% 60% 70% 80%
Figure I.11: The national origin of competitors to Swiss companies in China
In contrast to findings from the previous two years, the than their foreign counterparts, or simply a statistical
Swiss companies that responded to the 2022 survey saw anomaly. Future surveys may or may not confirm if this
their main competitors as, more often than not, other signals a reversal of a trend that has seen Chinese private
foreign companies rather than private Chinese entities. companies becoming ever more competitive.

It is open to debate whether this is a sign that Chinese
companies have been weakened by the pandemic more
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The R&D and innovation capabilities of Chinese competitors

Q5.23

Where do you estimate that your R&D and innovation capabilities are
in comparison to your Chinese competitors?

100% - 39

3%

90% 1

80% A

70%

60% -+

50% A

40%

30% 4

20% A

10% ~

0% -

2022
CH (n=40)

Chinese competitors are far ahead
Chinese competitors are ahead
 About the same
B We are 2-4 years ahead

B We are 5 years ahead or more

Figure 1.12: Swiss firms’ perceptions of their R&D capabilities in relation to Chinese competitors

The survey also considered how Swiss companies
perceived the research and innovation capacity of their
Chinese competitors. This has been a policy priority for
Beijing for some years as evidenced by the 2015 launch
of the strategic program ‘Made in China 2025’ as well as
by the dual circulation strategy, mentioned for the first
time in May 2020 at a meeting of the Standing Committee
of the Political Bureau of the Communist Party of China
Central Committee.

Despite these Chinese initiatives, 68% of Swiss companies
estimated that they were ahead of their Chinese compe-
titors by 2 years or more, showing that they still maintain
a clear advantage in terms of R&D and innovation. Since
this is the first time that we have included this question in
the survey, it is not possible to determine a trend, but fu-
ture surveys will provide additional insight on this critical
aspect for competitive advantage.

19
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Source of foreigh competitor’s competitive advantage

Q5.2.1
What are the competitive advantages of your main foreign

competitors in China?

Brand recognition
46%

Cost advantage and pricing
Marketing and sales
Product (quality, innovation)

Local knowledge and reach

Government relationships
and other guanxi

Distribution (geographical
reach etc.)

Access to capital

Technology

m 2022
CH (n=45) Pre-lockdown

Social media and
Internet marketing

m 2020
Strong intellectual property CH (n=34)
m 2019
Others CH (n=79)
Unethical behavior 9%
9%
0% 10% 20% 30% 40% 50% 60%

Figure 1.13: Foreign firms’ competitive advantage in China

When looking at the respective advantages of foreign
rivals, Swiss companies see the cost advantage clearly
taking more precedence than has previously been the case.
This indicates that Swiss companies may need to increa-
singly focus on cost management to remain competitive.



|.3 External challenges: Competition, rising costs, regulation and more

Source of Chinese competitor’s competitive advantage

Q5.2.2
What are the competitive advantages of your main Chinese competitors?

Cost advantage and pricing

Government relationships
and other guanxi

Local knowledge,
network and access

Distribution
(geographical reach etc.)

Marketing and sales
Unethical behavior

Access to capital

Service (pre- & after-sales)

Brand recognition

m 2022
CH (n=40) Pre-lockdown

Product (quality, innovation)
m 2020

CH (n=59)
Technology
w2019

CH (n=123)

Social media and
internet marketing

Chinese companies are
not strong competitors

0% 10% 20% 30% 40% 50% 60% 70% 80%

Figure 1.14: Chinese firms’ competitive advantage in China

In addition to citing the cost and pricing advantages
enjoyed by their Chinese competitors, the respondents
also perceived local companies to be increasingly using
their government relationships, local networks, and other
guanxi to boost their competitiveness.

21
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Regulatory challenges

Q3.1.1

What are your major regulatory challenges?

Freguent modification of policies and lack of
communication and transparency

Cybersecurity, privacy or local data storage regulations

Policies for government and state-owned companies to
procure Chinese made goods

Discrimination against foreign companies to obtain
subsidies or financing

Difficult to fulfill product registration requirements

Social credit system implementation

Difficult to fulfill production licenses requirements

Other (please specify)

m 2022
CH (n=28) Pre-lockdown

0%

Figure 1.15: Major regulatory challenges in China

Since the regulatory environment has become more
challenging over the last few years, the survey asked for
the first time an additional question on this aspect.

A clear majority of companies highlight the frequent
changes and updates to the regulatory environment, and
especially the lack of communication and transparency on
such issues as an important challenge.

10% 20% 30% 40% 50% 60% 70%

Regulations on data and cyber security are cited by nearly
30% of respondents as problematic, indicating that a
whole new set of regulatory issues are now relevant for
businesses following the introduction of new Chinese
privacy and data laws.

Policies aimed at encouraging local procurement by

the government or state-owned enterprises are also of
concern for nearly a quarter of the respondents.This is
also the first time that this question has been asked in our
survey, and the answers given by Swiss firms in coming
years will be particularly useful in identifying trends.



|.4 Internal challenges: Human resources becomes an ever more critical factor

1.4 Internal challenges: Human resources becomes an ever more critical factor

The most significant internal challenges

What are the most significant internal challenges facing your

company in China? (Select the top 3)

Finding & retaining
the right human resources

Lack of innovation capability
in the organization

Maintaining corporate governance standards

Lack of understanding &
support from headquarters

Distribution difficulties & issues

Lack of marketing capability
or poor market understanding

Recruiting and retaining human resources

Other

w2022
CH {(n=60) Pre-lockdown

m 2020
CH (n=64)

m 2019
CH (n=127)

T
0% 10% 20%

30% 40% 50% 60% 70% 80% 90% 100%

Figure 1.16: The most significant internal challenges facing foreign companies in China

The top internal challenge for Swiss companies doing
business in China remains personnel. It has ranked
consistently highly in recent surveys but has become even
more critical in 2022, with 88% of the respondents selec-
ting the recruitment and retention of human resources

as a significant problem. As a result of its importance
over time, this year’s survey has been extended to go into
more granular detail on the human resources problem,
with the findings shown on the next pages.

“Lack of innovation capability in the organization” and
“Maintaining corporate governance standards” are also
deemed to be important and point to another human
resources related challenge: organization and organizatio-
nal development.
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Major human resource issues

g . " Q7.4
What are the most significant human resources issues facing your
company in China? (Select the top 3)
Finding & hiring suitable talent
Rising remuneration
costs
Retaining employees
Commitment and
loyalty of staff

Unrealistic expectations of the new generation

Difficulty of firing 2022

CH (n=60) Pre-lockdown
m 2020
Others CH =%
1% 2019
CH (n=97)
2%
Unethical behavior JEES
4%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Figure 1.17: Major human resources issues facing Swiss companies in China

By digging deeper into human resources related challen-
ges, one factor is predominant: “Finding and hiring suitable
talent”, as highlighted by 90% of respondents. Unsurpri-
singly, “Rising remuneration costs” is also seen as impor-
tant and selected by 68% of companies, though this is at

a level similar to previous years.“Retaining employees”

is, on the other hand, seen as increasingly difficult, confir-
ming again that the primary human resources concern for
Swiss companies in China is recruiting and retaining the
right talent.

It should also be noted that while “Commitment and
loyalty of staff”, the “Unrealistic expectations of the new
generation” and “Difficulty of firing” rank lower, these are
still concerns for 20%-35% of the respondents.
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Headquarter challenges

What are the major challenges in communicating with and getting e

support from headquarters?

Communication with HQ is too
slow to follow market needs

China product development is
managed too much from HQ

HQ understanding of market is low &
expectations from HQ are unrealistic

Required resources to develop
China market are underestimated by HQ

Delegation of decision-making level

to China entity does not fit market need m 2022
CH (n=23) Pre-lockdown

China strategy does not
sufficiently involve China entity

0% 20% 40% 60% 80% 100%

Figure 1.18: Major challenges in the relationship with headquarters

A new question was designed concerning challenges in
managing the relationship between headquarters and
foreign subsidiaries in China.This is an issue regularly
mentioned in informal conversations. It is now confirmed
by the survey as a key challenge and specific issues are
identified. These insights ought to be of practical relevance
to headquarters and subsidiaries alike.
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Salary increases

What do you expect the salary increases to be in 2022 for your ar>

Chinese business?

100% - 1
90% -
80% -
70%
60% -
50% -
40%
30% -
20% - 40%
31% 30%
10% - 20%
0%
2022 2021 2019 2018 2017 2016
compared to compared to compared to compared to compared to compared to
2021 2020 2018 2017 2016 2015
2022 2022 2020 2019 2018 2017
CH (n=60) CH (n=60j) CH (n=49) CH (n=95) CH (n=79) CH (n=72)
Pre-lockdown
<5% m5-10% m11-20% W 21-30% W =30%

Figure I.19: Expected salary increases in 2022 for the Chinese business

In terms of increases in remuneration, Swiss companies
in the 2022 survey intend to offer smaller salary rises
than in pre-pandemic years. Still, more than two-thirds of

respondents are increasing employee salaries by between
5% and 20%.
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|.4 Internal challenges: Human resources becomes an ever more critical factor

Unwanted employee turnover

. : : Q7.6
What is your total unwanted employee turnover in China?

— 7% 0% 1% 0% 0%
- 5% =
90% |
80% |
0% 31%
30% o 33% 37%
60% |
50% |
40% -
30% |
53% 53%
51%
49% e
20%
10% -
D% T T T T 1
2022 2020 2019 2018 2017
CH (n=57) CH (n=47) CH (n=90) CH (n=77) CH (n=70)

Pre-lockdown

<5% 5-10% 11-20% ®m21-30% ®>30%

Figure 1.20: Total unwanted employee turnover in China

Since the 2017 survey, and despite the employee retention
problem, around half of Swiss companies have managed

to keep unwanted employee turnover below 5%.This is
evidence of successfully mastering an important challenge
in China.
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Strategies to retain employees

Developing afeeling of belonging

Offering a good career path

Company reputation

Paying above market rate

System of rewards
and recognition

Offering a good work-life balance

Employee coaching
and mentaring

Good relationship with line manager

Training plans

Performance incentives
and stock plans

Retention bonus & increasing remuneration
for longer term employees

Other

. . . o Q7.8
Which strategies are the most effective for retaining employees?
(Select the top 3)
47% _
58%
0%
35%
40%
24%
37%
22%
24%
3 . . JJio
== 39%
37%
m 2022
CH (n=60) Pre-lockdown
m 2020
CH (n=49)
K 2019
2% CH (n=97)
1%
T T T T T 1
10% 20% 30% 40% 50% 60%

Figure 1.21: Most effective strategies for retaining employees

To retain personnel, managers of Swiss companies have
consistently ranked “Developing a feeling of belonging” as
the most important factor in the last three surveys.

“Offering a good career path” is the second most impor-
tant strategy, but this year,“paying above market rate” has
jumped in terms of significance (from 22% to 33%).This is
consistent with the rise in labor costs, since progressing
in ones’ career includes promotion and receiving a higher
salary. “Company reputation” has also increased in impor-
tance in this survey.
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1.5 Perceptions of corruption

How serious is corruption?

In your view, how serious a problem is corruption in China?

100% -
90% -
80% -
70% -
60% -
50% -
40%
30% -

20% A

5%

2022 2020 2019 2018 2017 2016
CH (n=48) CH (n=62) CH (n=131) CH (n=102) CH (n=101) CH (n=93)

Pre-lockdown

Mot a problem at all = Minor problem H Moderate problem M Serious problem

Figure 1.22: Perceptions of corruption in China

The overall perception of Swiss managers to corruption
in China has been generally stable over the years, though
in 2022 it has become an issue of growing importance.

In fact, the percentage of respondents that viewed it as a
serious or moderate problem are at the highest level seen
since 2016.
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Corruption within your industry in China

In your view, how serious a problem is corruption within your
industry in China?

100% -
90% -
80% -
70% -
60% -
50% -
40% -
30% -
20%

10%

0% -~

2022 2020 2019 2018 2017 2016
CH (n=60) CH (n=62) CH (n=131) CH (n=102) CH (n=101) CH (n=98)

Pre-lockdown

m Mot a problem at all  mMinor problem  ® Moderate problem m Serious problem

Figure 1.23: Perceptions of corruption in my industry

When respondents consider corruption in their industry,
a clear picture appears to emerge.The 2022 responses
show that perceptions of corruption as a serious issue
are at an all time high. Taking into consideration the fact
that respondents may have a more objective perception
of what happens in their industry, this might indicate a re-
versal of the previous trend towards decreasing concern
over corruption.
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1.6 Business confidence

Confidence in operational success

’ ’ . . Q4.10
How confident are you that your company's business operations in
China will be successful?
- 10
- 9
7.4 - 8
1 7.1
6.7 6.7 67 6.8 €5 6.8 I
5.9 |
0=Absolutely not confident T
=== the next year 3=Not confident L 3
In the next 5 years 5=Neutral
7=Confident .5
10=Extremely confident
-1
L l 1 l 1 ! 1 ! O

2014 2015 2016 2017 2018 2019 2020 2022

Pre-lockdown

Figure 1.24: Confidence in China business operations success

As of March 2022, Swiss companies expressed historically
high levels of confidence in their Chinese business. On a
scale of 0 to 10, with 10 being “Extremely confident”, the
average confidence of the 60 respondents was 7.5 “in the
next year”, and 7.4 “in the next 5 years”.
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Key business environment factors

Looking forward, for the next 5 years, what aspects of China will have the most
positive impact on your company's business operations in the country?

National and industrial policies

Prospects for China's growth in domestic consumption

China's relationships with Western countries, esp. the US

Prospects for China further opening up

China's building of an industrial internet and 5G netwaork
etc.

China's building of an
independent supply-chain netwaork

China's building of an independent R&D capability

China's management of financial risks
(e.0. debt default risk)

Others

Figure 1.25: Positive business environment impact factors,
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Confidence in operational success may not be a surprise
given the accelerating sales growth and profits reported
by the companies. When respondents were asked for the
factors in the Chinese business environment that would
have a positive impact on their operations over the next
5 years, they highlighted “National and industrial policies”
and “Domestic consumption” as key issues.Taken to-
gether; these responses may provide some clues to better
understand the increasingly good results of Swiss compa-
nies in China.

Regarding national development policies, it must be
noted that many aim at reducing China’s dependence on
foreign technologies, the best-known example of which is
semi-conductors. However, at least as a first step, Chinese
companies need to upgrade their production capabilities
with high-level machinery and equipment. Swiss compa-
nies are particularly famous for such high-end equipment,
having developed strong knowledge and competitive
advantages. Most of them also benefit from the import
duty exemption provided by the Sino-Swiss Free Trade
Agreement.

In addition, the large number of Chinese middle-class
families that now enjoy an increase in their purchasing
power are looking for the best quality products that they
can afford, while the affluent class increasingly looks for
exclusive offers and customized experiences. Swiss consu-
mer brands are also, traditionally, very well positioned to
provide such high-quality and exclusive products.

It is also interesting to note that the next most impor-
tant issues identified by Swiss companies that make them
confident of a positive outlook for their businesses over
the next 5 years are:“China’s relationships with Western
countries, especially the US”, and the “Prospects for China
further opening up”. Much may depend on geopolitical
developments in this regard.

| .6 Business confidence
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2. Business sentiment
flash survey, post-lockdown

While the results of the Swiss Business in China
Survey 2022 were being compiled, the Omicron
variant of COVID-19 reached China and Shanghai
experienced an unexpected lockdown lasting

2 months, from the end of March until June |*.
At the same time, partial lockdowns were im-
plemented in Beijing and a range of restrictions
also applied to many lower tier cities (including a
complete 2-month lockdown of Jilin). All of this
had a huge impact on people and companies in
China and the resulting supply chain disruptions
were felt worldwide.

To evaluate this impact, we decided to initiate

a flash survey of 6 key questions that ran from
June 6 to June 20* 2022, to allow us to present
an updated, and in many aspects a very different,
picture of Swiss companies in China and their
business expectations.
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2.1 Sales expectations for 2022 plummet

Company sales post-lockdown

What expectations do you have for your company’s sales in China?

100% ~

90% A

80% A

70%

60% -

50% A

40%

30% A

20%

10% A

0%

2022 compared to 2021 2022 compared to 2021
CH (n=37) CH (n=54)

Post-lockdown Pre-lockdown

Figure 2.1: Sales growth expectations, post-lockdown

While 71% of respondents expected “Substantially higher”
or “Higher” sales as of March 2022, only 38% answered in
the same way post-lockdown. In addition, the proportion
of companies that expected “Substantially lower” sales
jumped to 22%, after being practically negligible in all
previous surveys.

M Substantially higher (more than 15%)
W Higher {from 3% to 15%)
M Almost the same (from -2% to 2%)
W Lower (from -3% to -15%;)
" Substantially lower (less than -15%)



Impact of lockdown on sales

2.1 Sales expectations for 2022 plummet

QAL

What do you expect the impact of the dynamic zero-COVID policy
(lockdowns, testing etc.) to be on your salesin 2022?

100% -

90% -

80% -

70% -

60% -

50% A

40% -

30% -

20% -

10% -

0% -

2022
CH (n=37)

Post-lockdown

Figure 2.2: Impact of lockdown on sales

China’s dynamic zero-COVID policy is clearly the cause
of a change in business sentiment.There is a bleaker
outlook overall, with nearly 80% of respondents expec-
ting a negative impact on their sales due to the pandemic
prevention measures.

B Decrease by 30% or more

M Decrease by 20-29%

m Decrease by 10-19%

m Decrease by 3-9%

1 Stay the same (from -2% to 2%)

Positive impact (3% or more)
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2.2 Investment post-lockdown

Halting investments

. & i Q28
What investments do you plan for China in 2022?
100% +

90% -

80% -

70% -

60% - M Increase by 30% or more

M Increase by 20-29%
50% - H Increase by 10-19%
® Increase by 3-9%
409 4 Stay the same (from -2% to 2%)
Decrease or close operations
30% -
46%
20% -
10% -
15%
0% T 0% 1
2022 2022
CH{n=34) CH (n=52)
Post-lockdown Pre-lockdown

Figure 2.3: China investment plans, post-lockdown
For the first time since the Swiss Business in China Survey While the plans of Swiss companies are still to increase
was conducted, a significant proportion of companies investment overall, only about 27% of respondents are
(15%) plan to decrease their investments or close opera- still planning to do so post-lockdown.This figure contrasts
tions. with the 54% that where planning to do so before the

Shanghai lockdown.
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2.3 Business confidence

Confidence drops post-lockdown

: : . ) i Q4.10
How confident are you that your company's business operations in
China will be successful?
- 10
- 9
7.4 - 8
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Figure 2.4: Confidence in the success of China business operations, post-lockdown

The business confidence level dropped significantly in
the space of 3 months, following the record high-level
reported in March 2022.That is, a confidence level of
7.4 (out of 10) plummeted to 5.9.This is as low as in the
2016 survey when there was great concern about an
economic slowdown.
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Geopolitical tensions

How do you expect that the recent geopolitical conflicts/tensions will

QA6

affect your investment plans in China?

100% -

90%

80% -

70%

60% -

50%

40%

30% -

20%

10%

5%

M Increase planned investment

B No change to planned investment

M Postponement of planned investment
m Cancel some planned investment

Cancel all planned investment

0%
2022
CH (n=39)

Post-lockdown

Figure 2.5:The impact of geopolitical events on China investment plans

The precipitous fall in business confidence is certain-

ly the explanation for the drop in investment inten-
tions. However, the Omicron outbreak and subsequent
lockdowns may be only partly responsible for this lower
level of confidence. Indeed, when asked about the impact

of geopolitical tensions, 15% of respondents stated that
this was a cause for their cancellation of all or part of
their planned investments. In addition, 31% of respondents
planned to postpone investments.



2.3 Business confidence

Satisfaction with the Chinese policy response to Omicron

How satisfied are you with the expected post-Omicron official

support policies (subsidies, tax reductions, etc.) to stimulate your
company'’s recovery?

25% -

20% -

15% -

10%

5%

0%

Figure 2.6: Satisfaction with post-Omicron support policies

When asked the question: “How satisfied are you with
the expected post-Omicron official support policies (sub-
sidies, tax reductions, etc.) to stimulate your company’s
recovery?”, the responses were lukewarm at best, with an
average score of 4.3 on a scale from 0 (“totally dissatis-
fied”) to 10 (“completely satisfied”).

0 = very dissatisfied
10 = very satisfied

D43

m 2022
CH (n=39) Post-lockdown

All'in all, the post-lockdown survey paints one of the
bleakest pictures ever seen by Swiss businesses in China.
We did not include a flash survey question on the expec-
ted confidence level over the next 5 years, as we intend
to undertake the usual full survey from the end of 2022
to early 2023.

How the perceptions of managers of Swiss firms look
at the end of this year will be critical in determining
whether the current negative outlook is set to continue
or there is a trend reversal.
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3. Analysis and opinion

This closing part of the report provides
analysis and opinion covering a range of
different perspectives on doing business
in China.
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3.1 When will China re-open (if ever)?

Nicolas Musy, Founder of the Swiss Centers and CEO of China Integrated

On August 3,2021, the well-known French magazine Le
Point published an article entitled ‘And if China stayed
closed for ever’'. At the time, such an idea seemed very
far-fetched. Today, despite the evolution of the zero-Covid
policy into its current dynamic zero-Covid version, China’s
top leadership has left the world in no doubt that it is
sticking to its intention of stamping out local transmission
of the virus at, apparently, any cost.

Many, including the Director-General of the WHO, have
voiced the opinion that this is not a sustainable policy.
Indeed, it is rumored that Shanghai has spent RMB 300
million (over US$ 40 million) per day on PCR testing during
its lockdown.Total economic costs have been estimated at
US$ 46 billion per month, or up to 3.1% of China's GDP?,
which is almost double the official military expenditure of
1.7% of GDP:.

This appears to exhibit a stubbornness that those that have
watched or experienced the past decades of China’s prag-
matic, often very innovative, and mostly successful policy
approaches have not been used to. Yet there are practical
reasons and precedents that have influenced this decision.

As of January 23,2022, the four waves of the pandemic
that Hong Kong experienced before the appearance of

the Omicron variant resulted in only 13,286 cases and 213
Covid-related deaths*. Less than 3 months later; on April 17,
Hong Kong announced 1,197,825 cases and 9,139 fatalities®.

This incredible hecatomb had two key causes: first, Omi-
cron could not be contained and spread like wild fire
through Hong Kong; and second, many elderly people were
not vaccinated resulting in a fatality rate of almost 10% in
people over 80 years old who were infected®. The reason
for the high death rate among the elderly is itself two-fold:
many did not get a vaccine at all, while the Chinese vaccines
used in Hong Kong were not as effective as the Western
mRNA vaccines. Indeed, the 0.31% death rate for those
vaccinated with two doses of the Chinese Sinovac was 8
times higher than the 0.04% that died after receiving two
doses of the BioNtech/Pfizer vaccine’.

The situation in China is unfortunately very similar to Hong
Kong. Only Chinese vaccines have been given to the popu-
lation and many old people did not take them.The reason
for this is counter-intuitive but simple to understand.
When China started to vaccinate its population, the Wuhan
lockdown had ended successfully and the pre-Omicron
variants of the virus were practically eradicated in China.
Local cases and infections were all traced to imported
cases, which were also successfully eradicated.

As a result, the Chinese government decided to vaccinate
younger, healthier age groups first to confirm that the
vaccines were safe, beginning with 19-59-year-old citizens.
However, seniors (and their children) concluded from

this that there must be a risk for older people to take the
vaccine. As there was no propagation of the virus in China,
many decided that it was not worth taking such a risk.

In May of this year, a simulation of an unchecked Omicron
outbreak in China concluded that 1.5 million Chinese
citizens would die within 3 months, with a peak of | million
emergency room beds needed while China has just 64,0008,

While this number of Covid deaths in proportion to the
size of the population would be a fraction of the rate of
many developed countries (and particularly of the US), the
stress on emergency rooms would replicate what happened
in Wuhan in Spring, 2020 all over the country. In addition,
the absolute number of deaths would completely negate
the narrative of better pandemic management that China
has communicated, both to its own population and to the
rest of the world.

Under the circumstances, there is no other alternative than
enforcing a strict zero-Covid approach to the pandemic,

at least until the projected related deaths can be brought
down to numbers similar to those of a typical flu season
(about 88,000)8, which could potentially be managed by the
healthcare system.

Indeed, with the very high transmissibility of Omicron, it is
difficult to imagine a ‘half zero-Covid’ policy. The only way

to avoid an exponentially propagating wave, similar to the

one experienced in Hong Kong, is to stop every transmis-
sion as early as possible.

Paradoxically, the higher transmissibility and lower morta-
lity rate of Omicron led most of the rest of the world to

abandon their Covid-related restrictions altogether, while
forcing China to impose ever stronger ones. Abandoning

the zero-Covid policy in an orderly way is therefore very
problematic for China.

Some have argued that the leadership has no will to do so,
both for political and economic reasons. It is implied that
the government favors the current situation where the
Chinese no longer travel abroad due to high international
travel costs and strict quarantine requirements when
returning. As a result, they go on vacation and shop exclu-
sively in China, re-directing this part of their spending
locally. At the same time, they are not exposed to
Western information and ideas, allegedly allowing the
government to better control the population’s opinions.
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3.1 When will China re-open (if ever)?

Hong-Kong Omicron wave case fatality rate by age group
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Figure 3.1: Hong Kong Omicron wave case fatality rate by age group (data based on Centre for Health Protection, infections and
deaths from December 31,2021 to April 6,2022)
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Yet, with constant lockdowns and local travel restrictions,
it is more and more obvious that the economic costs of
the policy are higher than its benefits. Besides, China had
little difficulty in managing its population’s ideas successfully
before the pandemic began.Therefore, it is reasonable to
believe that the practical challenges of breaking free from
the current policy is the key reason for maintaining it.

So, how and when could China get out of its pandemic
conundrum and re-open, as most of the rest of the world
is doing?

| believe that it will depend on two key elements: the evo-
lution of the virus itself, which should be more and more
transmissible but could also become more or less fatal
over time, and the speed with which China develops its
own mRNA vaccines and anti-Covid medications. Should
the virus become more dangerous, China will certainly
increase restrictions. If not, the way out is through the de-
velopment of effective vaccination and treatment capabili-
ties, unless the virus weakens so much that the fatality rate
becomes negligible.

A number of Chinese anti-Covid medicines are under
clinical trial, though at the moment they are only intrave-
nous and would need a hospital setting. Pfizer’s Paxlovid
anti-Covid pills have also now been approved for use in
China, though there are no reports of widespread use and
the drug’s availability is still limited.

Most importantly, and for reasons not yet clear (though
these are rumored to be political), China has not appro-
ved the BioNtech vaccine, despite a licensing agreement
to produce and distribute it locally with the Fosun Group,
a reputed Chinese pharma company. Should approval be
given and the elderly population be strongly encouraged to
take it, this will be a clear sign that China is moving
towards an exit from the zero-Covid policy.

Of course, a vaccination drive to reduce the vulnerability
of old people will take quite some time to complete, so

it is difficult to imagine that the current approach will be
abandoned in the next 12 months, at least. This does not
mean that China will not loosen travel restrictions, but it is
difficult to expect quarantine to be eliminated in the short
term.

The Swiss Business in China Survey 2022 — Results, analysis and outlook

In summary, China is likely to remain caught between

a rock and a hard place for some time.This will have a
significant impact on the development of local consumption
as well as on the willingness of businesspeople to travel

to China. It will also probably have a negative impact on
foreign investment, particularly if geopolitical tensions also
remain high.

The next section aims to consider the consequences of the very
particular and complex situation in which China finds itself.
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3.2 Should I rethink my China strategy?

Nicolas Musy, Founder of the Swiss Centers and CEO of China Integrated

Unpredictability and risk hits business
confidence and puts a hold on foreign
investment

2022 has seen the largest drop in business confidence of
international companies—whether they are Swiss, EU or
US firms—working in China since the Asian financial crisis
of 20 years ago.There is remarkable consistency among
investors from these countries and regions in terms of re-
duced business confidence as is highlighted in the compari-
son between the EU and Swiss surveys (see Figures 3.4 and
3.5) and the US-China Business Council survey conducted
in June, 2022 (see Figure 3.2).'

While China’s zero-Covid policy has had a strong impact
on sales expectations for 2022, it is geopolitical tensions
that appear to weigh most heavily on the future investment
strategies for Swiss companies, with 46% postponing or
canceling their plans (see Figure 2.5). Unsurprisingly, US
companies rank geopolitical tensions as the most impactful
issue shaping their five-year outlook on business in China.

As for EU companies, the Flash Survey undertaken at the
end of April shows that one third of companies felt that
China was a less attractive destination for investment after
the war in Ukraine broke out (EUCCC, 2022b, p. 9). It is
also worth noting that this sentiment was recorded before
tensions flared across the Taiwan Strait.

The diplomatic alignment between China and Russia and an
unsuccessful EU-China summit on April 1*,2022, charac-
terized as a “dialogue of the deaf” by the top EU diplo-
mat?, were followed by increased military exercises and a
hardening of China’s policy on Taiwan before and after the
early August visit of US House Speaker, Nancy Pelosi, to the
island. China’s policy changes included declaring that the
Taiwan Strait can no longer be seen as international waters
as well as omitting from an updated Taiwan policy that it
would not station its own troops or civil servants on the
island under its ‘one country, two systems’ reunification
concept.

On the multilateral front, the United Nations Human Rights
Office issued its assessment of “human rights concerns in
Xinjiang”, referring to potential crimes against humanity?,
unavoidably increasing negative perceptions of China in
developed economies.

In Switzerland, the NZZ (Neue Ziircher Zeitung) reported
that the country may also impose sanctions on China in the
case of forced reunification with Taiwan.*

All'in all, the zero-Covid policy and its repeated lockdowns,
combined with the possibility of international sanctions
against China due to a geopolitical crisis in Asia have injec-
ted a considerable dose of unpredictability into internatio-
nal business sentiment, both in terms of the sales potential
of the Chinese market and the security of Chinese supply
chains.

China is running on only two out of its four
growth engines

On the economic side, China has been losing two of its key
sources of growth. The real estate sector, generally consi-
dered to account for 25% of China’s GDPis in a latent
crisis. In the first half of 2022, sales for China’s 100 largest
property developers fell by 50%, while a growing number
of buyers who did not receive their pre-paid apartments

on schedule are deciding to go on “mortgage strike”.

The other stalling engine of China’s growth is domestic
consumption. In the first half of 2022, retail sales were
down by 0.7% on a yearly basis, and rose by only 2.7% year-
on-year in the subsequent month of July®. In pre-pandemic
years, retail sales have regularly grown by 8-10% a year.

This leaves China’s GDP running on only two out of its
four traditional engines: large government infrastructure
projects, which increase the country’s total debt, and ex-
ports, which grew strongly in June and July (by about 18%
year-on-year).

While infrastructure projects are firmly in the govern-
ment’s hand, they are fueled by borrowing. China’s total
debt as a percentage of GDP is on a par with (if not higher
than) the debt levels of developed economies’.

As a consequence, the central leadership is pushing local
governments to generate growth by their own means at a
time when they are already burdened with extraordinary
expenses to ensure a zero-Covid environment (see Section
3.1 above).This puts a limit on further debt-fueled govern-
ment-generated infrastructure projects.
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Five-year outlook for business in China by US-China Business Council respondents
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Figure 3.2: Five-year outlook for business in China by US-China Business Council respondents
(data based on USCBS 2022 member survey, p. I 1)



3.2 Should | rethink my China strategy?

Issues that most impact the five-year outlook for business in China by
US-China Business Council respondents
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Figure 3.3: Issues that most impact the five-year outlook for business in China by US-China Business Council respondents
(data based on USCBS 2022 member survey, p. I 1)
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A perfect economic storm

In a video speech to 100,000 government officials at the
end of May 2022, China’s Prime Minister; Li Keqiang, stated
that:“The 8.1 per cent growth of China’s economy last
year was largely driven by foreign trade” and “we must
recognize that 70 per cent of our manufacturing relies on
imported parts, and that foreign trade generates direct and
indirect jobs for 180 million people”.?

Indeed, international firms generate about 36% of China’s
exports. Clearly, should the current negative business
sentiment persist among foreign investors and internatio-
nal supply chains be diverted out of China, exports will

be affected and growth will stall. China’s economy would
then be forced to run on the single engine of its infrastruc-
ture investments at a time when these are reaching their
limits. The result could be that a perfect storm hits China’s
economy.

Under such circumstances, China’s government is likely to
make renewed efforts to support foreign investment and
pay greater attention to avoid raising geopolitical tensions
and being sanctioned by developed economies. Still, one
should not expect the zero-Covid, Taiwan, or the techno-
logy self-reliance dual circulation policies to fundamentally
change in the short term.

Facing new risks and opportunities, now appears to be the
right time for foreign firms to review their China strategy!

The Swiss Business in China Survey 2022 — Results, analysis and outlook
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3.3 How do Swiss businesses in China compare to their EU counterparts?
Pre- and post-lockdown survey comparison

Tomas Casas-Klett, Director of the China Competence Center (FIM-HSG) and Wei Lin (FIM-HSG), University of St.Gallen

Foreign businesses surveyed by the European Union Cham-
ber of Commerce in China and the Swiss Business in China
Survey” in early 2022 were very optimistic about the prospects
for their Chinese operations. About 60% of EU businesses
expected improved sales compared to 2021 (EUCCC, 20223,
Figure 4), while over 70% of Swiss firms (Figure 1.1) did so.”
These figures represented some of the most positive business
sentiment of the last decade.

This positivity took a sharp turn for the worse when Omi-
cron lockdowns were announced by the Chinese authorities
in late March, as evidenced in two flash surveys carried out

to measure their effects.The proportion of Swiss firms that
expected revenue growth fell to below 40% (Figure 2.1), while
almost 60% of EU businesses decreased their sales projections
(EUCCC,2022b, p.4).

When asked to review 2021 in terms of profitability, both
Swiss and EU businesses reported a positive balance. About
65% of Swiss enterprises reported increased profitability in
2021 (compared to 2019), as is depicted in Figure 1.2.In the
EU survey, the question was formulated slightly differently, but
the overall conclusion was similar with 79% of EU businesses
reporting positive EBIT (EUCCC,2022a, Figure 7).The surveys
demonstrated regained confidence in China after a proble-
matic 2020, blighted for both Swiss and EU businesses by
COVID-19 (EUCCC, 20224, Figure 9; Figure 1.24). However,
it is clear that business confidence has now substantially dete-
riorated due to the recent rounds of lockdowns in China.WVill
that affect investment?

Pre-lockdown, Swiss firms in China were eyeing expansion,
with more than half planning to increase investment, while

no firm wished to decrease investment or close operations
(Figure 1.3).Traditionally a little less enthusiastic than the
Swiss, EU businesses still shared this basic optimism with only
a modest | 1% considering shifting investments out of China
(EUCCC, 20224, Figure | I). Post-lockdown, this positive out-
look on FDI faltered drastically in the case of Swiss businesses,
with only 27% still considering increasing investment (Figure
2.3).This post-lockdown chill is also evident in EU businesses
that now view China as a less attractive investment destina-
tion. A quarter of EU firms (more than double the previous
number) are now considering shifting investments out of
China (EUCCC,2022b, p. 5).

In terms of external challenges, both Swiss and EU businesses
ranked rising labor costs and a tightening regulatory environ-
ment as top concerns. Swiss firms saw increased challenges
from fierce competition while their EU peers were more
concerned with the economic slowdown (EUCCC, 2022a,
Figures 3 and 20; Figure 1.15). Questions were also posed on

likely impacts of recent geopolitical tensions. Here,a small
proportion of companies plan to shift their investments out
of China; that is, 7% of EU companies (EUCCC, 2022b, p. 9)
and 5% of Swiss companies (Figure 2.5). When asked about
the ease of doing business, which might also be construed as
having a geopolitical connection, the results differ. About 20%
of Swiss companies feel that it has become more difficult to do
business in China,a percentage that has been fairly stable over
the past four years. In contrast, almost three times as many
EU companies reported that it has become more difficult for
them to do business in China in 2022 (see Figure 3.6).

In terms of the internal challenges that firms face, both Swiss
and EU enterprises identified soaring labor costs and diffi-
culties in finding and retaining the right talent as a universal
concern (EUCCC, 20224, Figure 20; Figure 1.16).The Swiss
survey revealed that employee retention has become a major
HR issue for over 50% of Swiss firms, similar to the percen-
tage reported by EU businesses in China (EUCCC, 20223,
Figures 23, 24; Figure 1.17). Moreover, EU firms emphasized
that the conundrum of finding and retaining the right talent is
in part attributable to work permit restrictions exacerbated
by COVID-induced entry restrictions (EUCCC, 2022a; Figures
23,24).

In summary, the surveys show that the impact of strict
zero-COVID policies, the increasingly grave geopolitical
situation, and the general macroeconomic environment, have
reversed the very promising level of business confidence at
the start of the year. The Swiss Business in China Survey shows
that, by the middle this year, about 70% of Swiss businesses
expected negative sales growth for 2022, with almost 50% of
Swiss firms anticipating revenue decreases of over 10%. These
are unprecedentedly low estimates for Swiss businesses in
China. In a similar vein, almost 60% of EU firms are cutting
their revenue projections by over 10% (EUCCC, 2022b, p.4).
As business confidence is an essential indicator; what is the
ultimate signal sent by the surveys?

As Figure 3.4 on the next page shows, as the year progressed,
Swiss businesses lost confidence, but not precipitously. For EU
businesses, the drop is more severe (our interpolation is made
on the basis of EUCCC, 20224, Figure 9,2022b, p. 4). However,
despite all of the challenges, it is important to note that China
remains one of the top three FDI destinations for a majority
of Swiss and EU companies (EUCCC, 20224, p. 12; Figure 1.4
and Figure 3.5). Thus, the big question ahead is: will business
sentiment quickly recover this lost ground when COVID-19
policies loosen up and the geopolitical and general global
business environment improves?
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Figure 3.4: Confidence of Swiss and EU businesses in China

“The EU Chamber of Commerce in China Survey 2022 took place from
February to March 2022, with 620 European corporations participating
(EUCCC, 2022a, p.46).The Flash Survey was conducted in April 2022,with
372 companies responding, to incorporate opinions on how recent geo-
political events (e.g., the Omicron lockdowns, the Russia-Ukraine conflict)
may have affected the business confidence of EU corporations doing
business in China (EUCCC, 2022b, p.| I). In comparison, the Swiss dataset
contains responses from between 30 and 60 companies depending on the
specific survey question.

Pre-lockdown Post-lockdown

“Note that the survey questions underlying these results and compari-
sons were similar but not equivalent, with the EU survey asking for rea-
lized changes in revenue and the Swiss survey for estimated projections.
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3.4 The two different business environments in China:

Impact on Swiss companies

Patrick Ziltener, Professor, University of Zurich

Almost half of the Swiss companies in this survey identified
“Government policies, regulatory environment & barriers” as
a significant challenge (Figure 1.9) to doing business in China.
When they were asked about their experiences concerning
major regulatory challenges, 61% mentioned “Frequent modi-
fication of policies and lack of communication and transpa-
rency” as a key problem (Figure 1.15).What exactly should
Western companies in China be concerned about when it
comes to Chinese government policies?

In an analysis of the state of China’s current innovation eco-
system conducted between September 2021 and April 2022,
the European Union Chamber of Commerce in China and
the Mercator Institute of China Studies (Groenwegen-Lau &
Gunter, 2022) identify two diverging sets of conditions under
which Western companies do business in China. On the one
hand, there are companies that enjoy more or less unfet-
tered access to a basically open market, some even recei-
ving ‘red-carpet treatment’ for their activities in China. On
the other hand, companies active in sectors that are under
increasing pressure from China’s state-planners find them-
selves in an unwelcoming business environment that makes
them feel they are no longer wanted as competitors to
national champions. An example of such a sector is informa-
tion and communications technology, where foreign compa-
nies are the most pessimistic about their outlook.These two
different business environments impact the behavior of the
Western companies, especially with regard to their research
& development strategies and the protection of intellectual
property, with some even keeping core technologies and
innovations in their home markets to limit leakage.

This situation, of course, is related to the ‘Made in China
2025’ initiative, launched in 2015, the Chinese government’s
industrial policy aimed at rapidly developing its advanced
manufacturing base and expanding its high-tech sectors. It
was drafted by the Ministry of Industry and Information
Technology (MIIT) over a two and a half year period and
with inputs from 150 experts at the China Academy of En-
gineering (Kennedy, 2015). The policy includes a wide range
of measures and tools, from government subsidies (with
some estimates putting these in the range of the hundreds
of billions of dollars), mobilizing and guiding state-owned en-
terprises, and pursuing intellectual property acquisitions from
Western companies, not only in China, but also in their host
countries. The main focus is on sectors that are considered
to be crucial in the ongoing ‘4th Industrial Revolution’.

The plan lists 10 priority areas:

I) New advanced information technology;

2) Automated machine tools & robotics;

3) Aerospace and aeronautical equipment;

4) Maritime equipment and high-tech shipping;
5) Modern rail transport equipment;

6) New-energy vehicles and equipment;

7) Power equipment;

8) Agricultural equipment;

9) New materials; and

10) Biopharma and advanced medical products.

‘Made in China 2025’ set specific targets: by 2025, China
aims to achieve 70% self-sufficiency in high-tech industries,
and by 2049—the 100% anniversary of the People’s Repu-
blic—Chinese companies active in these areas should have
achieved leading positions in the global market.

The initiative was neither completely new, nor will it be the
last program of its kind, but ‘Made in China 2025’ significantly
accelerated pre-existing efforts by the Chinese govern-
ment to invest more resources and intensify centralized
policy planning to coordinate actions across government,
private companies, and academia. As a result, complaints by
Western companies (that pre-date 2015) about the asym-
metry of a system in which China is largely free to invest

in foreign countries and take over foreign companies, but
foreign companies selling to and operating in China are
highly constrained by investment requirements and other
regulations, have intensified. These complaints have led to

a downplaying of the initiative by the Chinese government
and more self-restraints in company take-overs, but not to
a significant change in the level of ambition or the measures
applied. Wiibbeke and his co-authors suggested in 2016
that depending on the degree to which China’s own smart
manufacturing capabilities mature, it will be “more likely that
the Chinese state will further step up its discriminatory prac-
tices and restrictions of market access in the field of smart
manufacturing” (Wiibbeke, et al., 2016, p. 7).

What does this all mean? Western firms will continue to
operate under two diverging sets of conditions when doing
business in China and it is clear that Swiss companies must
understand the shifting terrain they are playing on. After all,
this will determine both their strategy and performance in the
years to come.
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International business is a global public good in a time of critical junctures

Tomas Casas-Klett, Director of the China Competence Center (FIM-HSG), University of St.Gallen

Taking a step back from the survey the reader might well ask
a key strategic question of international business: whether
now is a time to intensify or halt investments and business
expansion in the Chinese market. This question will invariably
be mediated by the elephant in the room, the possibility of a
progressive decoupling between the West and China. Given
the four earlier articles of this section, few would disagree
that we have entered a critical juncture where two divergent
paths lie ahead. One leads to a world that fragments and
splits into antagonistic blocks.The opposite path sees efforts
to stabilize the global political economy, anchored by credible
international institutions and a doubling down of globaliza-
tion by value-maximizing business interests.

The practical business question

The practical question for the Swiss businessperson is
whether to increase or decrease their commitment to China,
which links to the question posed at the end of Section 3.3.
Answering this question will depend on two criteria. The
first is strictly business orientated and requires an assess-
ment of China’s economic vitality and the intrinsic opportu-
nity set it provides for foreign firms. The second is political
and geopolitical, and requires consideration of the decoupling
issue. With regard to the first criteria, and consistent with
the outcomes of the flash survey presented in this work,
many will ask whether an inflection point was reached in
2022 and the eternal Chinese growth story has now been
relegated to the past. Contextualizing this sentiment in terms
of hard GDP growth might be helpful. As shown in Figure
3.6, the IMF expects China to record growth of 3.3% for
2022, lower than the original goal of 5.5%, while the actual
numbers might end up being even lower. What should Swiss
businesses expect after the annus horribilis of 2022?

All that is good starts with reform

Those waiting to see whether China will bounce back to the
4.6% growth rate for 2023 predicted by the IMF will watch
next year with trepidation (see data in Figure 3.7). Chinese
economists often emphasize that with the lockdowns and
the turbulent international waters of this year, a growth

rate between 2% and 3%, while certainly disappointing, is
also a testimony to the resilience of China’s economy, not

of its weakness. In this view, the glass is half full. Moreover,
China’s economy has already recently proven that it is able
to bounce back from adversity; the first pandemic year of

2020 saw record low growth of 2.2%, quickly followed by an
extraordinary 8.1% growth rate in 2021.This stellar showing
also accounts for the highest ever confidence levels recorded
by Swiss firms in China that are evident in the pre-lockdown
2022 survey of this report (see, for instance, Figure 1.24).
Looking forward, what must happen to realize China’s eco-
nomic promise?

According to both foreign and Chinese experts,a post-Omi-
cron opening up and structural reform are essential. For
context, China’s nominal GDP per capita (US$ 19,338) is
about a quarter of that of Switzerland (US$ 77,324)', while
in terms of purchasing power parity (ppp) China stands

at about one eighth of Switzerland (US$ 12,556 vs US$
93,457)% Hence, robust growth is possible, if, and only if,
there is change. Jorg Wuttke, The President of the European
Union Chamber of Commerce in China (EUCCC), shares
his thoughts on the matter in the European Business in
China Position Paper 2021/2022:“[we used] the expertise
of our member companies in the form of 930 constructive
recommendations, made by our 35 working groups and
sub-working groups, and stand ready to engage in discussions
with the Chinese authorities at all levels to help turn China’s
ambitions into reality”.> Zhang Jun, Dean of the School of
Economics at Fudan University in Shanghai, referenced the
HSG’s Elite Quality Index (EQx) in a recent article* noting
that:

For us to realize the second hundred-year objective, in
addition to the continuous modernization of political
governing elites, increasing the size of the market eco-
nomy remains the only viable path with great potential.
As long as we continue to firmly promote transparent
policy and reform, we can boost the extent of the mar-
ket economy and hence the ability of capital to discover
entrepreneurs and promote creativity. The result will
be the sustained increase of productivity®.

Foreign investors will eagerly await signals of reform along
the lines of the 930 EUCCC recommendations. Ambi-
tious initiatives will also be welcomed, such as the institu-
tional changes and opening of markets that would accrue
from the hypothetical accession to The Comprehensive
and Progressive Agreement for Trans-Pacific Partnership
(CPTPP), a geographically vast and deep free trade agree-
ment. How much China’s future hinges on reform is clear
from the different trajectories mapped for countries by
the World Bank and outlined in Figure 3.7.



3.5 Deglobalization is not an option

Economic growth, actual and expected (IMF)
10% -

9% -

% -

6% -

4%

2% -

1%

0% T T
2021 2022 2023

emgm=(hing ==@==France ==#==Germany =—e==India =—==]gpan ==s==|lnited States ==g==Switzerland

Figure 3.7: Growth forecast of selected countries by the IMF (July, 2022)

57



58

Shall we dance?

The second criteria for the concerned Swiss businessper-
son to consider when doing business in China relates to
decoupling, which is intimately related to the future growth
prospects of the first criteria. The future of decoupling could
be ascertained by imagining a global scenario without China.
The pandemic and war in Europe have made it painfully ob-
vious that the global economy is an extremely complex web
of business relationships, long and sophisticated supply chains,
mutual dependencies, distributed risk taking across geogra-
phies, and the need for highly specialized firms. The last 30
years have seen an unprecedented and pervasive general
increase in prosperity, largely attributable to three factors:
technological progress, an increase in economic complexity
and specialization enabled by China’s rapid development and
integration in the global economy, and, to a lesser but not
insignificant extent, the availability of cheap energy based on
bold risk-taking. Cheap energy now seems to be a thing of
the past, but so might increases in productivity, especially in

a world that is fragmented by duplicated supply chains or
technology standards. What if China retreats from the global
economy?

For the West it would mean the allocation of unimaginable
amounts of capital to duplicate what China already offers to
the world. That is, risky multi-billion dollar industrial policy
initiatives—such as the American CHIPS (Creating Helpful
Incentives to Produce Semiconductors for America) Act.

A de facto “tech arms race™ would need to be undertaken
in countless areas from solar panel manufacturing capacity
to rare earth mining. In plain language, decoupling probably
means two decades of heavy investment efforts, sprinkled
with substantial amounts of inflation, and the heroic sacrifices
of ordinary citizens who would see their consumption, state
services and quality of life reduced. At the end of day, it is
uncertain to what degree such industrial bets would succeed
in replicating China’s industrial capacity and current contri-
butions to the global economy. An idealist would say that
decoupling is a lose-lose scenario, that no rational decision
makers would accept such a hit to global prosperity and
conclude that this will not come to pass.

The Swiss Business in China Survey 2022 — Results, analysis and outlook

In terms of how to navigate choppy geopolitical waters, Israel,
now working on the first free trade deal between China and
the Middle East, offers lessons that Switzerland might learn
from’. The director-general of Foreign Trade and Interna-
tional Relations at the Manufacturers Association of Israel

is well aware of decoupling in the context of the US-China
rivalry and notes: “Israel is a small country that is very
dependent on trade. The US is its most important ally but

it also needs to look out for its own interests™. Swiss firms
have to assess what China can offer, what can be gained from
having a strategic presence in China in terms of becoming
more internationally competitive, and whether 2022 was an
exceptional year that will be followed by a recovery or an
inflection point that signals a downward spiral.

What does this mean in practical terms? In preparation

for the visit of the University of St.Gallen’s EMBAs to the
Port of Haifa and its highly visible cooperation with China’s
state-owned Shanghai International Port Group (SIPG), we
asked for the advice of our hosts at Tel-Aviv University. The
reply was to the point: “You must learn how to dance in two
weddings at the same time”. This may not be an easy skill to
acquire but one that the leaders of firms around the world
might need to master for doing international business.

The fact of the matter is that securing win-win business deals
and good relationships with China makes the global econo-
mic system more prosperous and decreases the chances

of conflict. In essence, this makes international business a

de facto public global good. As for the immediate future,
assuming that the IMF'’s July forecast comes to pass (see
Figure 3.9), the added economic output of China will be
slightly over US$ 800 billion in 2023, an amount equivalent to
Switzerland’s total GDP.
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Figure 3.8: China’s long-term growth paths contingent on reforms (EUCCC, European Business in China Position Paper
202172022 p. 5, original data from the World Bank)
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Forecasted additions to national GDP in 2023 (US $ billion)
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Figure 3.9:Additions to GDP forecasted for selected countries in 2023 (based on World Bank data and IMF July, 2022 growth forecast)
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3.5 Deglobalization is not an option
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4.1 Further China business insight

Institutional relations

How important is it for your business to build/keep good
relationships with Chinese authorities?

100% +

80% -
70% -
60% -
50% -
40%

30% -

10% A

5% 3% i 3% 4%

2022 2020 2019 2018 2017 2016
CH (n=60) CH (n=64) CH (n=131) CH (n=103) CH (n=101) CH (n=98)

0%

Pre-lockdown

Mot important W Goodto have, but not important or critical

m Important for business success M Very important - critical for business success

Figure 4.1: Importance of relationships with Chinese authorities

The importance that Swiss companies give to maintaining
good relationships with Chinese authorities has remained
stable over the years. For 40%, such relationships are not
important, whereas for slightly more than 20% of firms
they are critical, highlighting two very different approaches
to doing business in China.
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R&D in China

4.1 Further China business insight

Who do you do R&D in China for?

100% ~

90% -

80% ~

70% ~

60% -

50% ~

40%

30% A

20% ~

10% -

0% -

2022
CH (n=60)

Figure 4.2: Users of the Chinese R&D of foreign firms

R&D has become a strategic activity in China, undertaken
by 60% of respondents. Of these, 55% (or 33% of all
respondents) do R&D for international clients, illustra-
ting the technological capabilities and human capital that
China possesses.

m China

B Rest of the world

m Both China and the rest of the world
m We don't do R&D in China
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Market positioning of Swiss firms

Q15

Which market segments are your company’s main products and/or
services aimed at?

60% -
50% -
40% -
30% 4
20% 4
10%
0%
2022
CH (n=60)
High-end ® Mid-end
mBoth mid-end and high-end m Both low-end and mid-end

mAll market segments from low- to mid- to high-end

Figure 4.3: Positioning of products and services in the Chinese market by responding Swiss companies

The market positioning of Swiss companies in China

is notable, with most selling to the premium and high-
end segments. The strategic question for these firms is
whether it is wise not to target the mid-market segment
given its enormous size.
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4.2 Descriptive statistics for the 2022 survey respondents

4.2 Descriptive statistics for the 2022 survey respondents

Ownership structure in China

12
What is the ownership structure of your company (the company you “

work for)?

100% -
90% -
80% -
70% B No legal entity in China, work through
agency, distributor, licensees
60% -
B Wholly Foreign-Owned Enterprise
50% -+
0% M Sino-Foreign Joint Venture (Majority
Foreign-Owned)
30% -
= Sino-Foreign Joint Venture (Minority
20% - Foreign-Owned)
10% A
Other (please specify)
0%
2022
CH (n=60)

Figure 4.4: Company ownership structure of the survey respondents

Most Swiss firms in China are Wholly Foreign Owned
Enterprises (WFOEs), with 10% engaged in joint ventures
(JVs) and a similar number working through partners.
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Public vs private company type

. Qls
Is your company listed?

100% -

90% -+

80% A

70% A

60% 4

50% A
m 2022
CH (n=60)

40%

30% o

20% A

10% ~

0% +

Yes

Figure 4.5: Public vs private company type of survey respondents

The majority of Swiss firms doing business in China—
almost three quarters of the companies surveyed—
are non-listed private firms.
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4.2 Descriptive statistics for the 2022 survey respondents

Manufacturing vs services sector

Q14
In which sector is your company's main business?

100% -

90% -

80% -

70% -

60% A

50% -

40% -

30% A

20%

10% -

2022 2019 2018 2017 2016
CH (n=60) CH (n=12T7) CH (n=105) CH (n=103) CH (n=101)

m Both services and manufacturing m Manufacturing (making products) B Services (incl. trading)

Figure 4.6: Manufacturing or services company type of survey respondents

Investments in China have now moved away from the
traditional focus on manufacturing with many Swiss firms
now engaged in the services sector. Firms providing
services are more likely to be focused on the domestic
market, while manufacturing goods will serve both China
and the international market.
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Client type
What are the end customer groups for your Chinese business? are

100% -

90% -

80% -~

70% —

60% —

50%

40%

30%

20%

10%

0% . . . . .
2022 2019 2018 2017 2016
CH (n=60) CH (n=132) CH (n=108) CH (n=103) CH (n=101)
mB2C WB2B  WB2C &B28B Others N/A

Figure 4.7: End customer groups for the Chinese business

The traditional dominance of B2B still persists, but now to
a lesser degree, as some Swiss firms in China are starting
to incorporate B2C customers into their business models.
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4.2 Descriptive statistics for the 2022 survey respondents

China management experience

How many years of management experience in China do you have? Q2

» Less than 5 years ® 5-9years ®10-19years = More than 20 years

Figure 4.8: China management experience of survey respondents

Respondents to the Swiss Business in China Survey 2022
are generally very experienced managers.This confers
additional credibility to the survey’s results.
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Nationality

Q83
Where do you originate from?

u Chinese Mainland = Hong Kong (China), Macao (China), Taiwan (China) ® Europe u Other

Figure 4.9: Nationality of survey respondents

More than 50% of the respondents to the survey were
from Europe, while almost 40% originated from the
Chinese mainland. (Note that this survey was conducted
and is available in both Chinese and English).
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4.2 Descriptive statistics for the 2022 survey respondents

China sales volume

What are your company's estimated sales for 2021?

25%
20% A
® More than RME 1,200 million
B RME 300 to 1,199 million
15% A
m RMB 30 to 299 million
m RMB 10 to 29 million
Less than RMB 10 million
10% A
5%
0% -
2022
CH (n=00)

Figure 4.10: Estimated China sales for the survey respondents’ companies

The expected sales volumes of the companies surveyed
reflect a wide diversity of firm sizes, from SMEs to large
multinational corporations, highlighting the many oppor-
tunities that the Chinese market offers and the variety of
respondents answering the survey.
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The Swiss Business in China Survey 2022 is the first
such inquiry carried out since the start of the
pandemic and follows previous editions published
between 2006 and 2019.This is the first time that
we have needed to conduct a follow-up mid-year
flash survey to re-evaluate the very positive busi-
ness sentiment expressed by Swiss businesses at
the start of the year.We felt that this was essential
in order to understand how war in Europe, growing
geopolitical tensions in Asia, and the ongoing Omi-
cron lockdowns in China have impacted the expec-
tations of Swiss companies for 2022 and beyond.

The editors, authors and survey team hope that the
results will be useful in benchmarking the activi-
ties of Swiss and other foreign businesses in China.
Moreover, the analyses may assist business decision
making and increase the overall level of understand-
ing of the Chinese market and its opportunities and

challenges.
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