The Swiss Business

in China Survey 2023

Edited by Tomas Casas-Klett | Nicolas Musy | Zhen Xiao

with Romain Barrabas | Niwen Chen | Felix Sutter | Yong Zhou | Guangli Zhu

Research partners

Research Institute for

International Management i1 Integrated
V’ SWISS CENTERS Chlna
'E University of St.Gallen

B
Partners
Schweizerische Eidgenossenschaft
9 Eon:é:éra SL;ISSE - h . ED:I gﬂég%ERLAND
e swisscham.org s swissnex [
Embassy of Switzerland in China g ENTE RPR I S E

Tt IEtE KIEE enabling new business
economiesuisse

sssss
~~~~~~~
nnnnnnn

cccccccc




This report is the result of a collective research and writing effort by its editors,
authors and the production team. Individual contributions are recognized

in the corresponding sections of the report. Each named author is responsible for his
or her own article.

If you wish to reference the report, please use the following citation format:
Casas-Klett, T, Musy, N., & Xiao, Z. (2023). The Swiss Business in China Survey 2023.
Zurich: Seismo. doi: 10.33058/seismo.30877

Published by Seismo Press AG, Zurich and Geneva

Distributed under the terms and conditions of the Creative Commons license CC BY-
NC-ND (http:/creativecommons.org/licenses/by-nc-nd/4.0/).

ISBN 978-3-03777-281-2 (Print)
ISBN 978-3-03777-829-6 (E-book)
https://doi.org.10.33058/seismo.30829



The Swiss Business
in China Survey 2023

2023FEERE T HEALDIAE



Methodological note

The Swiss Business in China Survey 2023 is the second such inquiry carried out since the start of the pandemic—fol-
lowing the COVID-induced hiatus in 202 1— and follows previous editions published between 2006 and 2019.The
survey instrument has been updated this year after many years of development, with many new 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 English 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 to practitioners. 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 collec-
tion of data for the 2024 survey will start in October 2023 with the intention of contrasting and contextualizing the
findings of this report and assessing future trends.
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Preface

Dear readers,

Swiss business sentiment in China has had its ups and downs over the past few years. Expecta-
tions fell and rose, investment plans were reviewed, market dynamics and manifold economic
issues kept management busy at all times.Thanks to the Swiss Business in China Survey, we
can track these movements and take the pulse of the many Swiss companies established in
China. It gives me great pleasure to introduce the latest edition, and | invite businesspeople,
policymakers, and all those interested in further developing Sino-Swiss economic relations to
look into the latest Survey’s results.

Since the quarantine that initiated my tenure as the Swiss Ambassador to China, | have wit-
nessed remarkable developments and events that have reshaped the business climate. While
access to information remains difficult, we are relieved that the COVID-19 pandemic and the
restrictions imposed on the mobility of people now lie behind us. Local Chinese governments
have taken the opportunity of the reopening to go into full trade and investment promotion
mode, organizing numerous events in China and abroad. There is a lot of enthusiasm around
the topic of “opening up”.

| have also found much enthusiasm among the Swiss business leaders that | have had the op-
portunity to meet—but it is on a different level. Indeed, though they all noted the importance
of meeting and reconnecting with their teams in China to reassess the situation, most of them
are not aggressively expanding businesses and are still evaluating new investments.

Swiss business leaders highlighted that their Chinese management did not sit idle during this
period of isolation. Upon returning to China, Switzerland-based executives were impressed
by the progress made by their local subsidiaries in the fields of digitalization, process develop-
ment and quality assurance.

Against this background, 2023 promises to be a year both of recovery but also of reconside-
ring how to do business with China. Indeed, decision-makers need to address new challenges
that have emerged or gained in relevance, such as the diversification of supply chains, or coping
with geopolitical tensions. In refining their China strategies, C-level executives will certainly
benefit from comparing their own assessments with the views expressed by their peers.

| wish you an instructive and inspiring reading of the Survey’s results and me and my “Swiss
team” are looking forward to welcoming many of you at the Embassy in Beijing or in our
Consulates General in Shanghai, Guangzhou, Chengdu and Hong Kong.

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



Executive summary

Like its 2022 predecessor, the 2023 Swiss Business in China survey provides rich new fin-
dings and insights. It is particularly important as it allows direct comparisons to be made
between the new post zero-COVID business environment and pre-pandemic years.

Swiss firms have recovered their confidence in successfully doing business in China and now
view the country as a priority market for investment at a similar level to the pre-pandemic years.

However, Swiss businesses have lower expectations than in the past in terms of their sales
and profit growth. China’s growth potential is considered in an article in Part lll of this report.

Overall, Swiss companies in China seem to have weathered the challenges created by the
3 years of the pandemic.

Many took advantage of the crisis to improve their efficiency. Less intense competition and a
more favorable human resources situation for Swiss employers certainly helped.

Interestingly, Swiss companies see previously reported challenges related to innovation and
R&D in China as less of an issue. Time will tell if this is because they now face less intense
competition or whether they are scaling down their innovation and R&D activities in China.

Despite the more positive outlook, the travails of 2022 have left an indelible impact on the
business environment in China.

Regulatory challenges have not diminished and the likelihood of international sanctions on
Chinese companies has risen due to the increasingly tense geopolitical situation. As a result,
many Swiss businesses are changing their China strategies.

While Swiss firms still expect additional growth and profits from their China businesses,
they are clearly more cautious with the investments that they plan to make. In particular,
over 40% of them are canceling or postponing planned investments due to geopolitical tensions.

We would like to sincerely thank all of the participants in the 2023 survey. The respondents
inform this report with valuable and timely insights on the opportunities for Swiss firms doing
business in China at a time when such information is not more easily available. The outcome
supports better communication between Head Offices and their Chinese subsidiaries and
more successful businesses for all.

The Editors and Contributors to the Swiss Business in China Survey 2023



The Swiss Business in China Survey 2023 — Results, analysis and outlook

The timeline
of survey responses

This year’s business survey of Swiss firms active in China
started on October 25,2022 and concluded on April 4,
2023. It therefore included responses from participants
both prior to the lifting of the zero-COVID policy (about
one-third) and post-reopening (about two-thirds).

Unsurprisingly, the business confidence expressed by
participants filling in the survey before the lifting of the
zero-COVID policy was much lower than that expressed
post-reopening. As a consequence, we found it more
valuable to present the results relating to business
expectations by splitting the respondents into two
distinct groups:

* Those who answered while the zero-COVID policy
was still in place (‘0-covid’ in the charts).The last such
response was submitted on December 13,2022.

* Those who answered after the lifting of the zero-
COVID policy (‘post-reopening’ in the charts). The first
such response was submitted on January 9,2023.

The 4-week gap between these submission dates was the
result of a pause we took in collecting answers due to the
radical change in the situation.

However, the approach taken in presenting the results
allows for a clear separation of answers between the two
very different environments that Swiss businesses had to
deal with in China. Furthermore, it highlights the different
expectations of managers in facing these two

contrasting situations.



|. Business confidence
rebounds in 2023:

But investment intentions fall
amidst a shifting competitive
landscape

This year’s survey of Swiss firms conducting
business in China started at the end of 2022
and was concluded in the first quarter of 2023,
after the January announcements by the Chinese
government to end the zero-COVID lockdown
restrictions. The timing of this announcement
had a significant impact on the expected bu-
siness performance by Swiss companies for
2023.To illustrate this impact, survey responses
that were submitted prior to the end of ze-
ro-COVID (termed in this report as ‘0-covid’)
have been compared to those submitted after
the announcement (termed in this report as
‘post-reopening) whenever appropriate.
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Qa9*
How confident are you that your company's business operations in
China will be successful?
- 10
i - 95
amtum|n the next year O=Absolutely Not Confident
3=Not Confident
In the next 5 years 5=Neutral
7=Confident P
10=Extremely Confident
85
-8
- 1
N
I 0.5
)
. 4
576
- 55
r T T T T T T T T T 5
2014 2015 2016 2007 2018 2019 2020 2022 2022 2023 203
(n=104) (n=88) (n=09) {h=101) (n=104) (=129 (n=64) (n=60) (n=39) (n=34) (n=77)

Figure I.1: Confidence in doing business in China

Pre-lockdown Post-lockdown  0-Cowid  Post-reopening

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



|1 Sales growth, profitability and investment intentions

1.1 Sales growth, profitability and investment intentions

While sales, profits and investment growth expectations declined, China remains a top priority investment

market for Swiss businesses.

Sales
Q2.2
What expectations do you have for your company's sales in China?
100% -
90%
B0%
T0%
60% 4
50% -
409
30%
2006 4
109
8%
0% . . 2 A%
2023 2023 2022 2022 2021 2019 2018 2017
compared to  compared to  compared to  comparedte comparedto comparedto compared to  compared to
2022 2022 2021 2021 2019 2ma 2m7 2016
(n=71) (n=33) {n=37) {n=54) (n=52) (n=117) {n=96) (n=87)

Post-reopening  0-Covid

Substantially lower (less than -15%)
W Higher (from 3% to 159%)

Figure 1.2: Sales growth expectations

A majority (51%) of survey respondents expected lower
sales in 2023 compared to 2022 while under zero-
COVID conditions. This percentage dropped to 25%
of Swiss businesses expecting lower sales revenues
in responses received post-reopening, indicating how
crippling the COVID-19 restrictions put in place in the
second half of 2022 have been for businesses.

® Lower (from -3% to -15%)

Post-lockdown Pre-lockdown

B Almost the same (from -29% to 2%)

B Substantially higher (more than 15%)

However, despite these considerably more positive expec-
tations, this percentage is still about 5 times higher than
in the pre-pandemic years (just 1-5% of respondents
were expecting lower sales in the 2017,2018 and 2019
surveys).
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Profits
Q2.5
What expectations do you have for your company’s profit in China?
100% -
90% -
80% -
70% -
60% -
50% -
40%
30% -
20% -+
10% -
16%
0% SH P S —
2023 2023 2022 2021 2019 2018 2017
comparedto  comparedto comparedto comparedfo comparedto comparedto compared to
2022 2022 2021 2019 2018 2017 2016
(n=71) (n=32) (n=60) (n=53) (n=118) (n=95) (n=87)
Post-reopening 0-Covid Pre-lockdown

Substantially lower (less than -15%)
m Higher (from 3% to 15%)

Figure 1.3: Profit growth expectations

A picture similar to the sales development (Figure 1.2)
appears in terms of profit.

The number of businesses expecting lower profits in
2023 (13%) is close to twice the number typical in the
pre-pandemic years (about 7% on average in the 2017,
2018 and 2019 surveys).The trend is still for a larger percen-
tage of respondents to expect lower profits, year by year.

= Lower (from -39% to -15%)
W Substantially higher (more than 15%)

® Almost the same (from -2% to 2%)

However, the overall proportional expectations for higher
profits, when compared to sales, indicates that Swiss
companies have by and large grasped the opportunities
afforded by the pandemic years to become more
efficient in China. (This also appears to be the case

when looking at the change of emphasis in success factors,
highlighted in Section 1.2 below).



|| Sales growth, profitability and investment intentions

Investments
Q2.6
What investments are you planning for China in 20237
100% -
90% -+
80% -
70% -
60% -
50%
40%
30% - 59%
46%
20% - 39% 38% 36%
109% |
18% 15%
0% 1% . . 2% 19 . 3%
2023 2023 2022 2022 2019 2018 2017
(n=69) (n=34) (n=34) (n=52) (n=130) (n=103) (n=102)
Post-reopening 0-Covid Post-lockdown  Pre-lockdown
Decrease or close operations Stay the same (from -2% to 2%) W Increase investments by 3-9%
| Increase investments by 10-19% | Increase investments by 20-29% m Increase investments by 30% or more

Figure 1.4: China investment plans

In 2023, Swiss firms still remain more cautious with their ~ When taking into account the results reported in Part ||

investment plans compared to the pre-pandemic years. of this report, it is reasonable to conclude that the uncer-
tain global geopolitical situation is the primary cause for
38% of post-reopening respondents plan to increase this caution.

investments in China, whereas this percentage was
61% in the pre-pandemic years (the average reported in
the 2017,2018 and 2019 surveys).
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China’s ranking in global investment plans

How does China rank in your company's global investment plans? a8

100% -
17% 2
B 19%
0% 22%
80% -
70% -
31%
60% - )
50%
56%
50% -
40% -
30% - 32%
20% -
30%
17%
10%
0%
2023 2023 2022 2020 2019 2018 2017
(n=75) (n=34) (n=60) (n=52) (n=99) (n=68) (n=72)
Post-reopening 0-Covid Pre-lockdown

m Not a high priority mOne among many investment destinations  ® Number 2 or 3 priority B Number 1 priority

Figure 1.5: How China is ranked in global investment plans

Post-reopening, Swiss companies see the Chinese However, this percentage is notably lower than the 67% of
market as a top priority (ranked in first, second or third  respondents (the highest recorded percentage in recent
position as an investment destination) in numbers that years) that saw China as a top investment priority in pre-
are very similar to the pre-pandemic years (55% in lockdown 2022.

2023 against 57% on average for 2017,2018 and 2019).
This clearly highlights how positive the investment expec-
tations were towards China at the beginning of 2022.
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Top investment locations in China

Q2.6.1
If you are planning investments in China, in which locations will these be?
(Multiple selection)

Shanghai
Beijing
Suzhou
Shenzhen
Hangzhou
Changzhou
Zhangjiagang
Xi'an

Chengdu

Guangzhou

Beiing
s Tianjing

Tianjin

Chonggqing
L] _ Zhangjiagang
Zhenjiang s Jchangzhou

Zhenijiang Suzhou® fecp,. nghai
.

Hangzhou
Nantong

Heshan
JShenzhen
W 2023

Jiaxing
(n=38)

Hainan

Yunnan

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

Figure |.6:Target cities for China investments

Although Figure 1.6 indicates the locations where survey  Additionally, the number of companies that gave answers
respondents plan to invest, it should be emphasized that on their intended investment locations was small (38)
the proportion of answers originating from businesses compared to the total number of survey answers (I 11).
located in Shanghai is probably higher than the proportion  This is due to the fact that only companies that intended
of Swiss companies based in Shanghai when compared to  to increase their investments were asked to respond to
the total number of Swiss companies operating in China. this question.

Therefore, the survey sample likely has a Shanghai bias.
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1.2 Success and competitive advantage in China

The way that Swiss companies undertake successful sales and marketing efforts for their products and services
has not changed, post-pandemic. But while superior quality, branding and having effective human resources
remain key success factors, the pandemic years have given cost control and efficiency a new importance.

Success factors

Q33
What are the most important factors for your company’s success in

China? (Select up to 5 issues from the list)

Superior quality of
the products/services

Brand and awareness
creation

Proper selection &
training of employees

Cost control, productivity
& operations efficiency

m 2023
(n=111)

Relationships (Guanxi)
& networking

Having a good partner

(Chinese or Foreign) m 2022

(n=60)
Pre-lockdown

R&D and product
innovation

2020

(n=66)
Strong company
culture and values

Good performance &
incentive systems

GOy

Internet/Mobile based gc;
business model 3%

| i
2%

Others

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

Figure 1.7: Key success factors in the Chinese market



|.2 Success and competitive advantage in China

Despite the considerable disruptions that 2022 brought
to doing business in China, the key success factors that
Swiss firms identify are fundamentally unchanged, with
perhaps one exception.

As always, Swiss companies see the “Superior quality
of the products/services” as the primary factor for
their success in China.

“Brand creation and awareness” is confirmed by the
2023 respondents as significantly more important when
compared to surveys carried out in the past (a trend that
first emerged in the 2022 survey).

Since competition is perceived to be less intense than

in 2022 (see Figure 1.11, below), the emphasis on brand
awareness may instead be a consequence of the growing
capabilities and professionalism of competitors’ (in parti-
cular, Chinese) brands (see Figure 1.13, below).

“Proper selection & training of employees” remains one
of the top 3 key success factors, but a significantly higher
emphasis is placed upon it than in the two previous surveys.

The need for better quality human resources may also
be driven by the increased emphasis put on “Cost
control, productivity & operation efficiency”.

This success factor was consistently ranked at the bottom
of the list in recent surveys, but in 2023, efficiency and
its corollaries have risen to third place, on a par with
human resources.

It is important to note that respondents to this question
had (in 2023) a new option to select a maximum of 5 suc-

cess factors, while only 3 were allowed in previous surveys.

This new and expanded response option was also used
for Figures 1.8,1.9,1.10,2.1,2.2 and 2.5.

We made this change to the methodology because more
categories were added to the list of response options.
Besides, we believe that the greater flexibility this change
provides to respondents results in a more accurate
overall picture.
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Sales success factors

. - . . Qr.2
What are the most important success factors driving your sales in China?
(Select up to 5 issues from the list)
/9%
High quality 80%
64%
66%
Developing a strong brand 57%
36%
43%
Service (pre- & after-sales) 42%
47%
39%
Price/quality ratio 35%
24%
R&D, developing new | 36%
product/services adjusted to 28%
market 35%
26%
Speed to market 18% m 2023
18% (n=110)
26%
Distribution network 13%
20% m 2022
Marketing, media & 16% (n=60)
advertising campaigns, 18% Pre-lockdown
overall awareness 15%
) 2020
Low price . 3%, (n=55)
2%
Market research .3%
16%
4%
Others 2%
0%
T T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Figure 1.8:The most important success factors driving sales in China

In the sphere of sales, there were no evident changes.
Indeed, the ranking and intensity of factors driving suc-
cessful sales in China in the 2023 survey responses appear
identical to the 2022 results across the board.

“High quality” and “Developing a strong brand” remain
the key success factors for sales.

“R&D, developing new products/services adjusted
to the market” remains as important as previously
reported. Still, it is worth noting that it is placed in only
5t position, after “Service (pre- and after-sales)”.



Marketing success factors

|.2 Success and competitive advantage in China

. . . ege . Qr.3
What are the most effective marketing activities for your main
business in China? (Select up to 5 issues from the list)
Visits to clients or prospective 78%
|. t Fied
clients 78%
63%
Participation in trade fairs 57%
48%
Social Media Marketing (WeChat, 53%
Weibo, Facebook, Twitter, Live- 47%
stream, YouTube, etc.) 33%
. 48%
Seminars, conferences and -
speeches e
P 41%
. . . 16%
Web Marketing (including Search
Engine Optimization) L
gine -p 26%
16%
Public Relations activities 17%
7% W 2023
7 (n=107)
. 16%
E-mail, newsletter or own -
magazine el
9 4% m 2022
7 (n=60)
Traditional advertising (print, TV, ﬁ Pre-lockdown
radio, outdoors etc) 11% 2020
. (n=54)
3%
Others 3%
4%
T T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Figure 1.9: Effectiveness of marketing activities in China

As with sales, little has changed in terms of the
success factors for marketing. Though “Seminars,
conferences and speeches” and “Social Media Marketing”
traded fourth and fifth places, the growth of the latter is
understandable given the pandemic-related restrictions.

It may be useful to note that trade fairs were still held in
China from June 2020 until March 2022.The CIIE (China
International Import Exhibition) was held every year in
November, including in 2022.Trade fairs therefore provi-
ded efficient occasions for multiple face-to-face meetings
amidst the fluctuating domestic travel restrictions.
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1.3 External challenges: A shifting competitive landscape

With less growth and possibly a number of actors exiting the market, the pandemic has reduced the
intensity of competition in China. However, domestic Chinese competitors are now perceived as being more
important as they become more capable and professional.

The most significant external challenges

e ege . Q31
What are the most significant external challenges facing your
company in China? (Select up to 5 issues from the list)
58%
Economy slowdown in China A2%
69%
55%
Fierce competition 60%
46%
;overnment policies, regulatory 39%
environment & barriers <23
36%
38%
Pandemic-related disruptions
359
Rising labor and other costs 52%
39%
35%
Geopolitical tensions
- % w2023
IP infringements & copy cats 27%
16% (n=77)
— Post-reopening
Trade conflict with U.S. 26%
ar other regions — 36%
| 2022
Import substitution/pressure 19% o (n=60)
to produce locally in China = Pre-lockdown
. 17%
RMB fluctuation 8% 2020
18% (n=67)
, , , 17%
Corruption & unfair practices 15%
12%
3%
Others 3%
7%
1 T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70% 80%

Figure 1.10: Most significant external challenges

While the success factors for how companies ran their
sales and marketing campaigns have not changed much despite
the disruptions caused by how China managed the pandemic,
the external challenges faced by Swiss companies have
altered quite significantly.

Post-reopening,“Economic slowdown” has surged to become
the top challenge, rising from 4* position a year ago. “Fierce
competition”, last year’s top concern, fell back to 2™ position.

“Rising labor and other costs”, the second most important
challenge identified in the 2022 survey, lost two places and is
ranked 4% this year.

The new elements we added to the list,“Geopolitical ten-
sions” and “Pandemic-related disruptions” were selected by
35% and 38% of the post-reopening respondents, respectively.
While pandemic issues would now probably be at the bottom
of the list, the importance of geopolitical issues should not be
under-estimated (also see Figure 2.9).



|.3 External challenges:A shifting competitive landscape

Weakening competition

How fierce is the competition facing your company in China?

100% - >
3% @ 3%
20% | 17% 11%
25%
80% -
70% -
35% 44%
60% -
50% | [EREE
40% -
30% -
46%
20% i 420-[1
30%
10% -
0% -
2023 2022 2020
(n=109) (n=60) (n=64)

Pre-lockdown

m Very intense m Intense

Figure 1.1 1: Competition intensity in China

A milder competition landscape is confirmed by the data
reported in Figure I.l1. During the pre-pandemic years of
2017-2019, less than 13% of respondents saw competition
as being “not intense” or “somewhat intense”, while 28%
do so in 2023.

2%
9%
16%
55%
51%
34% EPL
2019 2018
(n=131) (n=103)

m Somewhat intense

9%

43%

2017
(n=101)

Not intense

Q5.1

3%

12%

42%

43%

2016
(n=98)
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Who are the competitors?

Q5.2
Who are your major competitors in China? (Multiple selection)
Chinese private or
private holding
companies
Foreign companies
55%
State-owned &
state-holding
enterprises m 2023
i (n=109)
C tition fi
ompetition from - 2022
imports (n=57)
(agents/distributors) 309 Pre-lockdown
2020
(n=62)
Joint ventures
26%
No major
competitors
Others IZ%
2%
T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70% 80%

Figure 1.12:Types of competitors to Swiss companies in China

While competition appears to be generally less intense af-
ter the pandemic, Chinese competitors have gained more
importance than foreign entities.

20



|.3 External challenges:A shifting competitive landscape

Source of Chinese competitors’ competitive advantage

egs . . Q5.2.2
What are the competitive advantages of your main Chinese
competitors? (Multiple selection)
Cost advantage and pricing %%
Brand recognition 10%
25%
Government relationships
and other guanxi
Local knowledge,
network and access
Technology %
8%
Product (quality, innovation) 8%
Distribution
(geographical reach etc.)
. 15%
Marketing and Sales 3%
17% m 2023
14% =
Access to capital °18% (n=84)
8%
Service ( & aft les) 1;1;?%/
ervice (pre- & after-sales
P B 2022
Social media and 13% (n=40)
. 3% Pre-lockdown
Internet marketing
) . 10%
Unethical behavior 0% 2020
27% (n=59)
Chinese companies are 2%
not strong competitors 8%
Other 3%
%
0% 10% 20% 30% 40% 50% 60% 70% 80%

Figure 1.13: Chinese companies’ competitive advantages over Swiss firms

Domestic Chinese competitors seem to have made
a leap forward in terms of acquiring the traditional
advantages of Swiss companies.

While “Cost advantages and pricing” remains the main
advantage enjoyed by Chinese firms,“Brand recognition”
takes 2" position this year after being regularly ranked
towards the bottom of the list in previous surveys.

Similarly, “Technology” and “Product (quality, innovation)”,
formerly placed towards the bottom of the list, rose no-
tably in the rankings, settling in the middle positions.

This indicates that Chinese companies are relying less
on their traditional advantages of having strong “Go-
vernment relationships and other guanxi” and “Access to
local knowledge and networks”. In other words, they are
becoming more professional.

21
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Source of foreign competitors’ competitive advantage

.s . . Q5.2.1
What are the competitive advantages of your main foreign
competitors in China? (Multiple selection)
Brand Recognition
Product (quality, innovation)
Cost advantage and Pricing
Local knowledge and reach
Marketing and Sales
Distribution (geographical
reach etc.)
Technology
Government relationships
and other guanxi
Social media and Internet marketing
m2022
Strong intellectual property such as (n=45)
patents and well protected know-how Pre-lockdown
Access to capital
2020
(n=34)
Others
Unethical behavior
T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70%
Figure 1.14: Foreign companies’ competitive advantages in China
Foreign competitors clearly compete with Swiss com- Interestingly, Swiss companies see their overseas
panies using the traditional attributes of international competitors being strong in “Cost advantages and
companies: brand and product advantages. Pricing” (in third place on the list), emphasizing the need

to provide value for money in China.
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1.4 Regulatory challenges, corruption, reforms and policies

Difficulties with customs appear as a new regulatory hurdle, while domestic policies that encourage the
procurement of Chinese products are becoming a more prominent challenge.

Regulatory challenges

Q3.1.1
What are your major regulatory challenges? (Multiple selection)

Frequent modification of policies
and lack of communication
and transparency

Customs clearance

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

Travel restrictions

Logistics

Difficult to fulfill product
registration requirements

Cybersecurity, privacy or
local data storage regulations

W 2023
(n=29)
Post-reopening

Difficult to fulfill production
licenses requirements

Social credit system implementation
m 2022

(n=28)

Discrimination against Pre-lockdown

foreign companies to
obtain subsidies or financing

Others

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

Figure 1.15: Major regulatory challenges in China

The lack of transparency and frequent modifications a major issue for Swiss companies on the regulatory

of governmental policies remains the top regulatory side. Further surveys will indicate if this issue remains

challenge for respondents that answered on regulatory important as the pandemic recedes.

issues (the 28 firms who selected regulatory issues as an

external challenge). Almost a third of respondents also selected “Policies for
government and state-owned companies to procure

We introduced new options to this list in 2023, one of Chinese-made goods” as a regulatory challenge.This

them being “Customs Clearance” which appears to be appears to be a growing concern for Swiss companies.
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Economic reform

4.1
How do you feel about the progress of China’s economic reform? 4

100%
90%
80% -
70% -
60% -
50%
40%
30%
20% -
10% -
7% 8% 6% 9%
0% T
2022 2020 and 2021 2019 2018
compared with compared with (n=130) (n=105)
2021 2019
(n=111) (n=60)

Pre-lockdown
Do not know m Going backwards H No progress | Slow progress B Good progress

Figure 1.16: Perceived progress on China’s economic reform
While in the previous three surveys about two-thirds of
Swiss companies saw progress in regard to economic reform

when comparing the situation to the previous year, only
one-third see progress on economic reform in 2023.
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Informal arrangements

In your view, how is corruption in your industry?

100%
90% -
80% -
70% -
60% -
50%
40%
30% -
20% -
10% -
4% 3 3%
0% T T T 4% T ?% T 1
2022 2021 2020 2019 2018 2017
Comparedwith Comparedwith Comparedwith Comparedwith Comparedwith  Compared with
2021 2019 2019 2018 2017 2016
(n=72) (n=60) (n=62) (n=130) (n=99) (n=100)

Pre-lockdown

Much less than last year  m Less than lastyear mSame  m More than last year  ® Much more than last year

Figure 1.17: Perception of corruption in industry

The views of Swiss companies’ representatives on cor- In the pre-pandemic years (2017-2019), an average of
ruption in their industry have generally improved over the = 4.3% of respondents saw corruption getting worse when
year, a trend that has now been visible for some time. compared to the previous year, while 27% perceived the

problem to be less widespread.
However, in 2023, these perceptions of decreasing corrup-
tion appear to have reached a plateau compared to recent
surveys. 4% of companies say that corruption has worsened,
while 6% see the situation as being better than 2022.
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Institutional coordination

How important is it for your business to build/keep good relationship s

with Chinese authorities?

100% -
90%
80% -
70%
60% -
50% -
40% -
30%
20%
10% -
5% 5% A%
0% Eii T T 3% T T Fil T T 1
2023 2022 2020 2019 2018 2017 2016
(n=110) (n=60) (n=64) (n=131) (n=103) (n=101) (n=98)
Pre-lockdown
Not important B Good to have, but not important or critical
m Important for business success m Very important - critical for business success

Figure 1.18: Importance of relationships with Chinese authorities

Government relationships are generally seen as being no
less important this year than in the past.
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Positive impact factors, external

Looking forward, for the next 5 years, what aspects of China will have
the most positive impact on your company’s business operations in
China? (Multiple selection)

Prospects of China's further
opening-up (so-called "external
circulation™)

Prospects of China's domestic
consumption (so-called “internal
circulation™)

National and industry policies

China's relationship with
Western countries especially the
u.s.

China's building of an
independent supply-chain
network

China’s building of independent
research and innovation ability

China’s building, industrial
internet, of 5G network etc. (so-
called "New Infrastructure”)

W 2022
(n=60)
Pre-lockdown

China's management of financial
risks such as debt default risk

Others

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

Figure 1.19: Positive business environment impact factors, next five years

Swiss firms see themselves benefiting more from a China’s relationships with Western countries (particularly
further opening up of China than an increase in domes-  the US) figures prominently in the list and reflects the

tic consumption, which indicates a greater emphasis is being  growing importance of geopolitical tensions.

placed on trade rather than selling into the Chinese market.
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2. The internal challenges
picture is redrawn:

Innovation is a lesser
challenge as geopolitics enter
the business equation

While Part | mainly focuses on business perfor-
mance, success factors, external challenges, the
competitive landscape and investment plans,
Part Il highlights the internal challenges such as
human resources, innovation and geopolitical
circumstances that Swiss firms are facing when
doing business in China and discusses some of
the associated opportunities.
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2.1 A reordering of internal priorities

Human resources (HR) still is the top challenge facing Swiss companies, though it is now less crucial than pre-

viously reported.. Innovation has been relegated to a secondary issue, while the increasingly tense geopolitical

situation presents a key new challenge for the China strategies of Swiss companies.

Internal challenges

Finding and retaining the right
human resources

Changing group strategy
towards China

Lack of understanding and
support from Head Office

Corporate governance
(maintaining/ proper standards

in the company)

Distribution difficulties and
issues

Lack of marketing capability or
poor market understanding

Lack of innovation capability in
the organization

Sourcing difficulties and issues

Financing difficulties and other
finance related issues

Others

s . . Q3.2
What are the most significant internal challenges facing your
company in China? (Select up to 5 issues from the list)
70%
88%
59%
34%
27%
38%
30%
24%
40%
22%
20%
EE
36%
32% m 2023
| 45% (n=97)
18%
43%
47% N 2022
| (n=60)
16% Pre-lockdown
| 2020
9% (n=64)
17%
8%
I 2%
8%
T T T T 1
0% 20% 40% 60% 80% 100%

Figure 2.1:The most significant internal challenges faced by Swiss companies in China
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While human resources remain the key internal challenge,
the importance of the issue is decreasing.

More remarkably, this survey results provide two
key differences when comparing 2023 to 2022 (pre-
lockdown):

“Changing group strategy towards China”, previously
not offered as an option, takes second position in the list
of internal challenges.

Moreover, “Lack of innovation capability in the organi-
zation”, which occupied second position in 2022, falls to
seventh place, implying it is no longer a key challenge.
This indicates that Swiss companies newly see the issue
of innovation as secondary on their priority list, at least in
comparison to other internal challenges.

It is important to note that the 2023 survey sample
includes a proportionally smaller number of large compa-
nies than in 2022 (see Part IV for the descriptive statistics
of the 2023 survey respondents). It is therefore possible
that the proportion of companies facing innovation
challenges locally is lower in the 2023 survey as a result of
this lower average company size of respondents.

It is also possible that with less competition and a more
favorable labor market, fewer companies, proportionally,
have difficulties with innovation in 2023.

The 2024 survey will attempt to provide additional in-
sights on the important innovation question.

2.1 A reordering of internal priorities
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2.2 Getting human resources right remains key

While Swiss companies are still struggling to obtain the right talent, the 2023 survey results point to a less
challenging HR situation when compared to the pre-pandemic years.

Human resources issues

Q8.4
What are the most significant human resources issues facing your
company in China? (Select up to 5 issues from the list)
Finding and hiring suitable 91%
talents (skills, experience, 90%
attitude etc.) 78%
53%
Rising remuneration costs 68%
69%
Retaining employees
Generating sufficient 22%
commitment and loyalty of 35%
staff 43%,
L . 16% W 2023
Unrealistic expectations of new e
generation e (n=100)
20%
15% m 2022
Difficulties in firing employees 17% (n=60)
12% Pre-lockdown
2020
Unethical behavior (n=49)
Others
T T T T 1
20% 40% 60% 80% 100%
Figure 2.2: Major human resource issues facing Swiss companies in China
There is no doubt that “Finding and hiring suitable This is probably a consequence of the more difficult econo-
talent” remains the key HR issue facing Swiss compa-  mic environment, providing fewer good job opportunities
nies(as well as being a key success factor). for staff that previously might have looked to progress their

careers elsewhere.
This issue has become even more prominent in compari-
son to others. In particular,“Retaining employees” appears
to have become easier while “Generating sufficient com-
mitment and loyalty of staff” has clearly become easier
over the pandemic years.
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2.2 Getting human resources right remains key

Unwanted employee turnover

Q86
What is your total unwanted employee turnover in China?

100% - 1%
90% -
80% -
70% -
60% -
50% -+
40% -
76%
30% 4 63%
53% 53%
51%
49% 47%
20%
10% -
0% T T T T T T 1
2023 2023 2022 2020 2019 2018 2017
(target) (n=100) (n=60) (n=47) (n=90) (n=77) (n=70)
(n=99) Pre-lockdown
<5% m5-10% H11-20% H21-30% m>30%
Figure 2.3:Total unwanted employee turnover
The preceding analysis is confirmed by the data on In addition, three-quarters of the respondents to this sur-
unwanted employee turnover. Almost two-thirds of vey have set a target for less than 5% unwanted employee
the respondents to the 2023 survey saw an unwanted turnover in 2023.

employee turnover of 5% or less, while only about half of
those taking the survey in previous years reported such a
low number.
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Expected salary increases

Q8.5
What do you expect the salary increases to be for your Chinese
business?
1%
100% - Lk
90% -
80% -
70% -
60% -
50% -
40%
30% - 58%
54%
20% -| 42%
36%
31% 30%
10% | 20%
O% T T T T 1
2023 2023 2022 2021 2019 2018 2017
compared with compared with compared with compared with compared with compared with compared with
2022 2022 2021 2020 2018 2017 2016
(expectations)  (expectations)
2023 2023 2023 2022 2020 2019 2018
(n=65) (n=31) (n=102) (n=60) (n=49) (n=95) (n=79)
Post-reopening 0-Covid Pre-lockdown
<5% M 5-10% H11-20% H21-30% W >30%

Figure 2.4: Expected salary increases

The lower unwanted employee turnover connects to By comparison, in the pre-pandemic years of 2017-2019,
lower planned salary increases in the post-reopening the average percentage of companies able to agree such
phase of 2023, with 42% of respondents intending to low salary increases was only 27%.

increase salaries by 5% or less.
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2.2 Getting human resources right remains key

Unwanted employee turnover

Develop a feeling of
belonging

Offering good career path

Company reputation

Pay above market

Systemn of rewards
and recognition

Good relationship
with direct boss

Offering work/lifestyle
balance

Employee coaching
and mentoring

Performance incentives
and stock plans

Retention bonus & increasing
remuneration...

Training plans

Others

. . . -_ Q8.8
Which strategies are the most effective for retaining employees?
(Select the top 5)
69%
53%
47%
42%
40%
33%
41%
40%
24%
33%
33%
22%
38%
27%
33%
38%
23%
31%
35%
27% W2023
39% (n=107)
27%
27%
18%
m2022
24%
10% (n=60)
4% Pre-lockdown
21%
8%
14% 2020
17% (=49)
10%
22%
2%
T T T T T T 1
0% 10% 20% 30% 40% 50% 60% 70%

Figure 2.5: Most effective strategies for retaining employees

As far as employee retention is concerned, no major strate-
gy changes occurred in 2023 when compared to 2022,

with the possible exception of an even stronger stronger
emphasis on “developing a feeling of belonging”.
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2.3 Innovation and R&D command a lower priority

Post-pandemic, Swiss companies seem to have increased the gap with their Chinese competitors in terms of R&D
performance.They also intend to do less R&D for their worldwide operations in China.

Perceived innovation gap

Qs.2.3
Where do you estimate that your R&D and innovation capabilities are

in comparison to your Chinese competitors?

100% - 1%
90% -
80%
70% -
60% -
509% | Chinese competitors are far ahead
= Chinese competitors are ahead
M About the same
40% -
B We are 2-4 years ahead
m We are 5 years ahead or more
30% -
20%
10% -
0% -
2023 2022
(n=78) (n=40)

Pre-lockdown

Figure 2.6: Swiss firms’ perceptions of their R&D capabilities in relation to Chinese competitors

Respondents to the 2023 survey are markedly more
confident about their R&D and innovation capabilities
than those three-quarters answered in 2022.

Over three quarters see themselves 2-4 or 5 years ahead

of their Chinese competitors in this survey, while only
two-thirds did so in 2022.
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2.3 Innovation and R&D command a lower priority

R&D mandate

Who do you do R&D in China for? Qs

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

2023 2022
(n=52) (n=42)
Pre-lockdown

M Rest of the world M Both China and rest of the world W China

Figure 2.7: Users of the Chinese R&D of foreign firms

More companies now do R&D for China and the world
from China, and slightly fewer companies now do R&D in
China for the world only.
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2.4 A lack of understanding and support from headquarters is perceived

as an important internal challenge

Swiss companies have an opportunity to improve their communications with their Chinese subsidiaries.

Communications with HQ

Q3.2.1

What are the major challenges in communicating with and getting
support from headquarters? (Multiple selection)

Communication with HQ is too
slow to follow market needs

Communication difficulties,
cultural and language issues

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

The needed resources to
develop
China market are
underestimated by HQ

China product development is
managed too much from HQ

China strategy does not
invalve enough China entity

Delegation of decision-making
level
to China entity does not fit
market need

m 2023
CH (n=26)

m 2022
CH (n=23)
Pre-lockdown

0% 20%

Figure 2.8: Major challenges in relationships with HQ

This challenge collectively highlights the persistent diffi-
culties in communication between headquarters and their
Chinese subsidiaries.

After three years of restrictive travel policies, this is not
surprising. The next survey may shed light on whether the
importance of this issue recedes post-reopening and the
resumption of unhindered travel.

60% 80% 100%

Product development issues between headquarters and
their subsidiaries fell in importance, but the difference

is not significant considering the small sample size (only
companies that selected this internal challenge were asked
to list the specific reasons for the perceived lack of sup-
port and understanding from their HQs.)
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2.5 Geopolitics have entered the business equation

In 2023, geopolitics may be the key reason for companies to revise their investment plans.

Investment impact of geopolitical tensions

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

Q2.7

affect your investment plans in China?

100% -

90% -

80% -

70% -

60% -

50% -

40% -

30% -

20% -

10% -

4%
0%

5%

2023
(n=100)

Cancel all planned investments

B No change in planned investment

W Cancel some planned investments

2022
(n=39)
Post-lockdown

B Postpone planned investments

W Increase planned investment

Figure 2.9:The impact of geopolitical conflict and tension on Chinese investment plans

The answers above indicate that Swiss companies have not
fundamentally altered their perception of the geopolitical
risks they identified in mid-2022, the first time that this
question was asked in the Swiss Business in China survey.

It is clear that investment intentions are being impacted by
greater geopolitical uncertainty and some planned invest-
ments are being cancelled or postponed.

When taking into consideration the fact that pandemic-
induced supply chain issues were essentially resolved in
the fourth quarter of 2022, geopolitical issues now appear
to be the major reason for respondents to cite “Changing
group strategy towards China” as the most important
internal challenge they face after “Finding and retaining
the right human resources”.

The new importance of geopolitical issues is certain to
retain the attention of Swiss companies in the coming years
and we will carefully track the evolution of the perceived
risks in future surveys.
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3. Analysis and opinion

This central 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 An update on China

The Swiss Business in China Survey 2023 — Results, analysis and outlook

Felix Sutter, President of the Swiss-Chinese Chamber of Commerce (SCCC)

Since the start of 2023, China’s economy has been freed
from the drastic measures taken to control the pandemic
within its borders. Four months after this reopening, what
effects have been seen, what issues still need to be paid
attention to, and what are the likely implications for the
remaining months of 2023?

The abrupt dropping of the zero-COVID policy was a
major and unexpected shift that caught entrepreneurs and
local governments alike by surprise.

With this newly gained freedom to operate and the end
of Chinese Lunar New Year, the industrial base of China
was ready to return to unhindered operations.The same
was true for the logistics sector. Foreign companies have
already started to see and receive Chinese delegations
since mid-December, 2022. These delegations were keen to
reconnect, rebuild business relationships and, most impor-
tantly, to secure orders and investments for the Chinese
economy. Due to the geopolitical situation and tensions
with the US, European companies have in recent years be-
come preferred business partners for Chinese industry, so
it is not a surprise that many delegations selected Europe
as their first destination after China reopened.

While China will no doubt once again stun the world

with the speed of its economic ramping up, the question

is whether the rest of the world is ready or well prepared
enough to receive these delegations and entrepreneurs.

In the three years that the borders to China were tightly
controlled, limiting business travel to a trickle, the bu-
siness environments in China and Europe have diverged
and a visible gap is now apparent. European and Chinese
entrepreneurs must now find new ways to understand
their cultural differences and adapt to expectations. One
example is the necessary lead time to set up meetings with
executives at the C-suite level;in China a lead time of 3-5
days is usual and acceptable, while in Europe at least five
weeks is needed. Many Chinese delegations return home
empty handed and frustrated as their attempts to engage
with senior European economic leaders do not materialize.
This frustration is shared on the European side, as although
the desire to engage with Chinese counterparts is high,
meeting requests and travel schedules communicated at
short notice don’t allow executives sufficient time to free
up their agendas.



Nonetheless, assuming that these barriers can be overco-
me and constructive meetings do take place, what are the
key topics and questions currently on the mind of Euro-
pean business leaders:

* The world is facing inflationary pressures and the
spillover risks continue to cloud the current economic
outlook. It can be expected that during the course of
2023 some regions will fall into recession. Consequent-
ly, investors are wary of making new commitments
and consumers are holding on to their savings. Smaller
government budgets, as well as the uncertainty around
potential increases in energy prices, are weighing heavily
on lower and middle-income citizens.

* The war in Ukraine has changed the views of govern-
ments and societies on how tax revenues should be
spent. Arms industry spending has already increased and
will continue to do so significantly. Therefore, there is
growing competition for capital investments and greater
scrutiny on investment opportunities.

* The breakdown in supply chains and the geopolitical
changes that occurred during the pandemic has resulted
in more funds willing to invest in Europe and North
America. China’s long periods of lockdown and tighter
governmental controls have seen investors shying away
from such uncertainties. To better prepare for potential
future supply chain disruptions many companies are de-
risking their strategies.

* During the COVID-19 years, Chinese society has for the
first time in recent times been confronted with an eco-
nomic downturn that has led to job losses, wage cuts and
company closures.Therefore, entrepreneurs, government
agencies and consumers are reviewing their operating
models, governance costs and spending behaviors. New
regulations on the biggest growth industries in China,
the real estate and tech sectors, left many entrepreneurs
wary of pursuing further ventures. In recent meetings the
government has issued statements and amended regula-
tions to counter these negative developments.

* While 2022 marked the first drop in China’s population
in six decades, 2023 saw India surpass China as the wor-
Ids most populated country.As China’s society is aging,
the upside is that there is a changing market need for
services that provide new opportunities. There is also the
need for saving models that allows the older generation
to finance its lifestyle going forward.

3.1 An update on China

* The working age population has been declining for a long
period of time and is putting pressure on manufacturing
sectors for more automation and smart manufacturing.
Such automation upgrades require capital and a well-edu-
cated workforce. This potentially makes polytechnic
universities or the apprenticeship model more impor-
tant, but these are not yet supported by mainstream
Chinese thinking. The situation is further complicated
by the graduation of 10 million Chinese college and
university students every year, many of which have no job
prospects or are not willing to work in factories or the
service industry.

* As the Chinese economy returns to normalcy, the mar-
kets have already reacted with prices for raw materials
increasing on the expectation that China will start to
consume more. However, Chinese factory gate prices
have dropped and shipping costs around the globe are
significantly lower than 12 months ago.Therefore, it is
as yet unknown what the overall effects of inflationary
pressures will be on economies around the world.

On many occasions the challenges described above have
been used to talk down Chinese economic prospects.
However, each challenge also offers an opportunity. China
is pragmatic, if nothing else, and it will likely continue to
surprise us with solutions to its challenges.

It is therefore crucial that the economic players of Europe
engage with their Chinese counterparts, industry regula-
tors and government officials to understand their inten-
tions and strategies. The cultural differences need to be
understood and respected—not forced on each other by
intent, ignorance, or lack of information.When both sides
are able to effectively voice their concerns to ensure a

fair market share and market position, mutual benefits will
become evident and create the necessary trust to invest in
their respective markets, technologies and companies.
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3.2 China’s economy: Perspectives and opportunities

for Swiss businesses

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

The post-pandemic recovery is here, but it is uneven

China’s 2023 first quarter growth, at 4.5% (year on year),
surprised many positively. The first quarter of 2022 was
strong, so the higher-than-expected economic performance
of early 2023 is not due to a low base in the previous year.

April’s figures were positive, with an 18.4% year on year
retail sales growth. But when taking into consideration that
April 2022 saw a decrease here of 11.4% on the back of the
Shanghai lockdown, April 2023 retail sales actually have
gone up by just 7.3% over 2 years (i.e., 3.35% per year

on average). For comparison, pre-pandemic years regularly
saw retail sales growth of 8 to 10%.

On the export side, the picture is similar. In Q1 2023, these
grew 0.5% overall, due to a spike of 14.3% in March year on
year, compensating the negative — 10.5% and — 6.8% figures
of January and February.April saw a rebound of 8.5% year
on year, but on the low base of April 2022, when Shanghai
was under lockdown.

Two more indicators brought bad news in April. The ma-
nufacturing Purchasing Manager Index (PMI) went into
negative territory at 49.5 (50 represents stable purchasing
activity).And the youth unemployment rate climbed to
20.4%. One out of five young Chinese between |6 and 24
does not have a job.A similar unemployment level (19.9%)
was reached in 2022, but that was in July after universities
released their new graduates. In 2023 a record | .5 million
students are expected to graduate, potentially pushing the
youth unemployment rate even higher in the coming months.

More data came in after the May holiday, with total spen-
ding reaching the levels of the May 2019 holiday, but on
average each traveler spent less than in 2019.

On the investment side, growth for the first 4 months of
2023 is on levels similar to pre-pandemic levels. However,
the country’s fixed assets growth has been almost fully
generated by state investments. Car and apartment sales,
the big-ticket items that Chinese have been buying in ever
larger numbers in pre-pandemic years, remain in negative
territory.

The picture that emerges from China in the beginning of
2023 is one of cautious consumers and private business
owners and strong state investments, which may be com-
pared to some extent to that of the years following the
international financial crisis (as far as China is concerned).

However, China’s overall debt to GDP level, which has been
exacerbated by the extra costs of the 2022 extraordinary
measures to maintain a zero-COVID environment, is twice
the level of 2008. Moreover, the most productive infrastruc-
ture investment projects have already been executed in

the past decade, so that the levels of investments growth
should naturally be lower than in the past.

All'in all, China’s growth potential is limited for the years to
come. Researchers focusing on China’s economy estimate
it to be around 3% for the next 10 to 15 years, after the
post-COVID rebound.Yet and of course, this growth is
happening on an economy size that is almost 5 times
bigger than it was in 2008.

Moreover, with China reaching peak employment, this
growth happens in segments that Swiss businesses are
particularly suitable to serve.

China has reached peak population: Growth happens
through better consumers rather than more of them

China’s population has decreased in 2022 for the first time
in recent history as was predicted by the United Nations
(see Figure 3.1).While there are still new migrants from the
countryside finding employment in the cities, by and large,
the number of Chinese earning money will stop increasing
in the coming years.
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Figure 3.1: China’s demographic structure (based on Rizvi, 202 |; data from United Nations, Department of Economic and Social
Affairs, Population Division; 2022 Revision of World Population Prospects)

As a result, the number of consumers is not growing any
more in the country, and thus consumption-driven GDP
growth may only increase if Chinese citizens earn (and
therefore spend) more on average. Naturally, when buying
power increases, the demand for higher quality, more ex-
pensive and sophisticated products and services also rises.

This is well illustrated by the projections of McKinsey on the
growth of the Chinese middle class projected in Figure 3.1,
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Chinese urban households by income group (million)

400

350

300

250

200

150

100

50

2015

2021
Figure 3.2: Income structure of Chinese ubran households (based on Grimmelt, et al., 2023)

This new phase of China’s development has been
highlighted by the emphasis on quality and innovation
put by the Chinese government during the recent
state-level political meetings.

So, while China’s expected economic growth is lower than
before, the quality of the products, equipment and invest-
ments required will be higher.

This certainly generates an increased need for quality, which
in turn brings opportunities to all producers of high-quality
equipment and products.

Therefore, and paradoxically, China’s slower growth is
actually generating a greater need for the high-quality
product and services that Swiss companies typically
excel at providing.

Income group
(thousand RMB,
2020 real income)

Affluent (more than 345)

W Mass affluent (230-345)

W Upper aspirant (160-230)

M Aspirant (85-160)

W Lower aspirant (55-85)

W Poor (less than 55)

2025

This may be a reason why the results of the 2023 survey of
Swiss businesses in China reveal a more positive outlook
than one may have expected.

In addition, China has become a leader in a number of
industries, in particular those linked to renewable energies
and electric vehicles. For those Swiss firms active in related
fields, growing means growing with China.

Realizing the opportunities but not the risks

Not far from half of the respondents of this 2023 survey
have announced canceling or postponing their invest-
ments due to geopolitical tensions. Moreover, one third of
the respondents mention that a change of group strategy
towards China constitutes a significant internal challenge.



3.2 Prospects of the Chinese economy for Swiss businesses

At the same time, the regulatory environment can be
expected to become more challenging. Doing business is
complicated by a growing body of sanctions on Chinese
companies and increasing requirements or incentives to lo-
calize the manufacturing of products that China considers
key to its national security.

Under the circumstances, good management practice
naturally requires optimizing investments, identifying risks
and finding ways to mitigate them when making good on
the opportunities.

While every company’s circumstances are different and call
for different management of the specific risks, two broad
strategies allow a foreign investor to reduce the risks
currently associated with China.These are relevant for
international businesses in general as these challenges can
occur in any country.

First, firms must advance the resilience of their internatio-
nal supply chains.This has been much highlighted recently,
particularly since supply chains may be more complicated
than commonly understood and many companies do not
have a full understanding of them.This is, of course, part of
the usual risk management of international firms.

Second is the localization of production (and its financing)
for local sales. This is a simple concept to generate business
autonomy and reduce risk in case of international sanc-
tions. However, such projects usually need complex evalua-
tions and can take quite some time to carry out, because
they involve the transfer of know-how which presents its
own set of risks.

Yet, being well prepared and well planned has always been
a trademark of success, in particular for Swiss companies.
And, in the current circumstances, a well-managed ap-
proached allowing for the tapping of the new opportunities
that are bound to arise in China is certainly worthwhile.

Sources for the article:

Rizvi,A. (2021, October 12). China versus USA:The demographic dimensions.
Retrieved from https://independentaustralia.net/politics/politics-display/china-versus-usa-the-demographic-dimensions, | 56 | 7
Grimmelt,A. Hong, S., Uchoa de Paula, R., Zhang, C., & Zhou, J. (2023, February 10). For love of meat: Five trends in China
that meat executives must grasp. Retrieved from https://www.mckinsey.com/industries/consumer-packaged-goods/
our-insights/for-love-of-meat-five-trends-in-china-that-meat-executives-must-grasp?cid=other-eml-dre-mip-mck&hlk
id=5d02f13612bb49cdbdc859509b49a8 1 0&hctky=2445220&hdpid=9ce8e9e5-5594-4a43-a696-5{5e0d28882f
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3.3 Survey comparison between Swiss businesses in China
and their German, British and American peers

Kieran-Lee Russell, student at University of St.Gallen

The following analysis compares the results of the Swiss
Business in China Survey 2023 (n=111) with similar surveys
conducted by the British Chamber of Commerce in China
(n=292), the German Chamber of Commerce in China
(n=593), as well as the American Chamber of Commerce in
the People’s Republic of China (n=319).The data collection
of the four surveys took place during the latter half of 2022,
with Germany’s having started in August and Britain’s in

October, both of which lasted for one month. In contrast,
data for the Swiss survey was collected over several mon-
ths (October 25%,2022 — April 2™,2023). Due to the an-
nouncement of the lifting of the zero-COVID measures by
the Chinese government on December 7%, 2022, the Swiss
data has been subdivided into two subsets, namely “0-co-
vid” and “Post-reopening” as noted in Part |. Furthermore,
flash surveys published by the various Chambers have been
included, whenever appropriate.

One-year outlook
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Figure 3.3: One-year business outlook of Swiss, German, British and American* companies in China

*The American survey asked for a two-year outlook.

Sources: Hirst et al., p. 14; German Chamber of Commerce, Rocky Roads Ahead: Business Confidence Survey
2022/23,p. 12; Ma et al,, p. 30;American Chamber of Commerce, Flash Survey April 2023, p. I 3.

Due to the challenging economic environment, the business
outlook has been on a constant decline for all countries.While
more than half of all respondents reported an optimistic out-
look for the upcoming year during the pre-lockdown phase in
2022, only about a third of them did so during the zero-CO-
VID period in late 2022 (i.e., before December 7t,2022)
(Figure 3.3). It should be noted that despite the limited sample
size of the Swiss survey, Swiss companies exhibit a similar
response behavior to their peers, indicating that the result can
be still considered representative.

As evidenced by the American flash survey carried out in
April 2023 as well as the responses from Swiss respon-
dents submitted after December 7%, the post-reopening
period is characterized by a strong improvement of future
prospects, with Swiss companies reporting a |2-percentage
point increase (from 33% to 45%) and American companies
exhibiting a 26-percentage point rise (from 33% to 59%)
compared to the zero-COVID period. Since companies
across all countries share a similar future outlook, these
two results could be seen as a bellwether for the other
countries to follow suit.



In a similar vein, expected year-on-year profits remained
moderately low for all peer groups, as well. Germany, saw
a slight decline in companies expecting increasing (i.e.,
higher or substantially higher) profits (from 41% to 37%)
when comparing the pre-lockdown to the zero-COVID
phase (Figure 3.4). In contrast,American, and especially
Swiss businesses were much more pessimistic during this
time period.As for Swiss companies, they experienced a
29-percentage point drop (from 60% to 31%), and Ameri-
can businesses’ optimistic profit expectations decreased by
23 percentage points (from 56% to 33%). Interestingly for

3.3 Survey comparison

the first time Swiss companies took the lead for the largest
proportion (15%) of businesses anticipating a significant
decrease for year-on-year profits.Yet the post-reopening pe-
riod showed that this dip might have been only of a tempo-
rary nature.After the announcement of lifting the zero-CO-
VID policy, 61% of Swiss and 39% of American businesses
respectively expect higher profits for the current year, as
compared to 2022. Profit expectations have here recovered
back to a pre-lockdown level. Again, German and British
peers may likely display a similar trend in the future.
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Figure 3.4: Expected profit of Swiss, German, British and American businesses in China

Sources: Patel et al., p. | 2; German Chamber of Commerce, Rocky Roads Ahead: Business Confidence Survey 2022/23,
p. 15; Ma et al,, p. 30;American Chamber of Commerce, Flash Survey April 2023, p. |3

Sources for the article:
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This rather grim outlook during the zero-COVID phase
is also reflected in planned investments.While the pro-
portion of companies planning to increase investment is
quite similar—ranging between low 25% for Germany
and moderate 45% for America—the development over
time is more volatile for Swiss businesses compared to
its peers (Figure 3.5). Most notably is the steep drop from
72% of Swiss companies planning to increase China-re-
lated investments during the pre-lockdown phase to only
33% during the zero-COVID phase. Furthermore, during
zero-COVID, 19% of the Swiss companies were planning
to decrease or close investments entirely, an option none

of Swiss respondents had opted for during pre-lockdown
times. In contrast, American businesses have been relatively
optimistic, as planned investments rose from only 5% to
45% in the same period. Interestingly, this trend appears

to have reversed when taking into consideration the data
from America’s most recent flash survey.Whereas Ameri-
can corporations’ investment plans have decreased to 24%,
Swiss businesses have made a slight recovery in this regard.
More noteworthy: the percentage of Swiss companies plan-
ning to decrease investments fell significantly, with only 2%
of respondents opting for a divestment strategy in contrast
to US companies.

Note for Figure 3.5: Despite a similarly worded survey question across all countries, the answer options were rather different, with
either using differing percent ranges for each option or using nominal dollar amounts instead of percentages to indicate
increasing or decreasing investments. Therefore, the diagram only indicates general investment tendencies.
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When it comes to the key challenges that companies are
facing in China, similar issues were mentioned among all
the peers, except for the UK. This might be a result of how
the questions in the different surveys were phrased, as

the Swiss one asked for “greatest external challenges”, the
German for “operational and macroeconomic challenges”,
the American for “business challenges” and the British for
“regulatory challenges”.

Despite these differences, pandemic-related disruption
and/or policies remained among the top 5 challenges for
more than half of Swiss, German, and American businesses
surveyed (Figure 3.6). Other key issues shared among the
peers were inconsistent governmental law enforcement
and regulatory barriers, as well as rising labor costs, which
represented a major challenge for approximately one in
three Swiss and German, and one in four American compa-
nies. It remains to be seen how these challenges will change
over the course of 2023 with COVID-related restrictions
finally losing relevancy. However; as exhibited by German
and British companies, labor issues, increasing costs in ge-
neral, as well as cyber security risks appear to be areas that
companies should pay close attention to.
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3.4 Can European firms benefit from China’s growing digital and Al economy?

Shuo Shi, Fudan Development Institute, Hanzhen Ouyang, School of Management, Fudan University,

and Tomas Casas-Klett, University of St.Gallen.

Against the escalation of a comprehensive strategic rivalry
with the US, China has doubled down on regulation and
support for its Al economy.This may have a heavy im-

pact on Swiss and other European firms operating in

the Asia-Pacific region. How should multinational firms,
business leaders and investors address China’s rapid deve-
lopment of Al and think about their entry, expansion and
innovation strategies while realizing potential opportunities
and remaining competitive?

China has become a global leader in Al development.
Stanford University’s Al Index report for 2023 evaluates
cross-country Al performance on research and develop-
ment, investment, and the economy, and ranks China among
the top three countries in the world for global Al vibrancy.'
Moreover, China ranks ahead of all the developed eco-
nomies in Al research in terms of total Al journals, confe-
rences, and repository publications.With 268,000 new in-
dustrial robots installed in 2021, China accounted for 51.8%
of the global total, thus leaving Japan, the country with the
second largest industrial robot installed base, far behind. At
the same time, the leading Al product, GPT-4, shows that
the cutting edge work on artificial general intelligence
(AGlI) is in the US as China has no comparable offering as
of now. Moreover, the US export controls on key Western
technologies and products necessary for the development
of Al, like those of NVIDIA or ASML, are expected to slow
down the progress of Al in China.

Still, China’s remarkable performance in Al development
foretells of great value creation in the immediate future.
Based on a systemic assessment of China’s Al market,
McKinsey projected in 2022 business opportunities worth
up to $US 600 billion by 2030.2 The Al industry of China

is cross-sectional with manufacturing accounting for 9%,
enterprise software for |3%, healthcare and life sciences
for 4%, and the remaining 64% split between automobile,
transportation, logistics and other sectors.Top Chinese Al
firms include Baidu in autonomous driving, Alibaba in smart
cities, Tencent in medical imaging, iFLYTEK in intelligent
voice, and SenseTime in computer vision. A key factor in
the potential for China’s emerging Al market to create sus-
tainable value is that it is highly competitive.This is where
China’s regulatory regime on Al enters the picture.

Regulatory challenges

According to the Digital Trade and Data Governance Hub
under the academic leadership of the Institute for Data,
Democracy & Politics at The George Washington Univer-
sity, and as shown in Figure 3.7, China has established a
relatively strong data governance regime, including a natio-
nal data strategy, Al strategy, and protection of cross-bor-
der data, though still lacks specific laws on personal data
protection.While the European Union (EU) is expected

to enact the Artificial Intelligence Act later this year, its
persistent emphasis is on ensuring the privacy of electronic
communications. China, on the other hand, is more focused
on building a national-level Al regulation system.This has a
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Figure 3.7: Selected key indicators of a comprehensive data governance regime.

Source:Authors’ elaboration based on work by the Digital Trade and Data Governance Hub, available at:

https://datagovhub.letsnod.com/.
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variety of implications. For instance, the rapid development
of Al regulation enables a country to impose great restric-
tions on data flows. At the same time, China’s first-mover
advantage here means that it can provide a benchmark

and even lead the process of international standard-setting
on data policy.The extent to which China’s national data
regulation system for digital markets, data, and Al provides
a blueprint for the future global Al economy is of particular
relevance to multinational businesses.

On the back of strong Al regulation, China’s policies relate
to higher digital trade barriers and policy risks. As shown in
Figure 3.8, the rankings of the Organization for Economic
Cooperation and Development’s (OECD) Digital Services
Trade Restrictiveness Index reflect the fact that China’s
digital trade barriers are much higher than those of its major
trade partners. Barriers to digital trade may bring unwanted
frictions to foreign firms operating in China that need to
manage data flows, and hamper the expansion of digital
platforms and the advancement of Al technologies. So, on the
one hand, while investors in China will benefit from the very

promising prospects provided by the large Al market and
an Al technology boom, they will also have to manage hefty
digital trade barriers imposed by restrictive regulations.

It has been widely reported that China has been cracking
down on its domestic technology giants.At a key event on
February 13,2023, China’s anti-monopoly regulator; the
State Administration for Market Regulation (SAMR), held
its annual conference in Qingdao, and established its agenda
for 2023. SAMR’s main focus this year is to seek and stren-
gthen “linkage effects” with international markets, whilst
also maintaining the “bottom line of development security”.
The latter is evidenced by how SAMR took decisive action
and imposed substantial fines on two of China’s corporate
giants,Alibaba and Meituan, totaling $US 2.8 billion and $US
530 million, respectively. The government also announced
comprehensive new privacy laws, modified regulations for
cross-border data transfers, introduced new measures

in the gaming industry, and prohibited certain kinds of
content from being displayed on the internet.

India
China
Brazil

S. Korea
Singapore
Vietham
EU27
Thailand
Malaysia
Japan
Mexico
Australia
Switzerland
UK

) 5o

0.00 0.05 0.10

0.15

0.20 0.25 0.30 0.35 0.40

Figure 3.8: Digital Services Trade Restrictiveness Index for selected key China trading partners, 2022.

Source:Authors’ calculations using OECD data.
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The rigorous enforcement of digital regulations and
crackdowns on some of the big players has caused Chinese
tech businesses to experience increased levels of instability.
Alibaba’s shares have shrunk in value by over two-thirds
compared to 2020 (it is now worth $US 227 billion), while
ride-hailing company Didi saw its online app suspended

for suspected violation of the country’s cybersecurity law,
losing over 80% of the market value of its initial public
offering (IPO) (it now has a $US 16 billion capitalization).
Likewise, ]D.com, one of the top e-commerce companies,
saw its market value plunge by 25 percent in 2022 from the
previous year (and now has a $US 35 billion capitalization).

The good news, in light of these actions by SAMR, is that
there are now reassuring signs of a relaxation in the enfor-
cement of digital market regulation.To address weakened
economic prospects caused by the COVID-19 pandemic
and repeated lockdowns, Beijing has started to reduce

Who is ahead in Al, the US or China?

The Swiss Business in China Survey 2023 — Results, analysis and outlook

its monitoring of the tech industry. As early as the end of
2021, the National Development and Reform Commission
(NDRC) of China, along with eight other ministries and
commissions, released a joint document advocating for

the standardized, healthy, and sustainable development of
the platform economy. *The document reaffirmed China’s
determination to regulate platform companies’ prohibited
activities, such as monopolies, unfair competition, and abuse
of user data.The tone, however, was relatively mild.While
underscoring the obligations of domestic tech firms, the
document also explicitly encourages technological inno-
vation and business globalization. Later, in March 2022, the
Financial Stability and Development Committee (FSDC) of
the State Council endorsed a healthy platform economy to
boost global competitiveness. Finally, in May of 2022, during
the Chinese People’s Political Consultative Conference
(CPPCC),Vice Premier Liu explicitly encouraged tech com-
panies and expressed his backing for their overseas listings.

According to McKinsey’s projections, automotive, transportation, and logistics will become the most Al-intensive
industries, amounting to more than $US 380 billion in China by 2030 in total economic value.

China shows greater strategic advantages over the US in specific narrow Al fields, especially in automotive. Accor-
ding to the China Automobile Dealers Association, China’s auto market has grown to be the largest in the world
with the number of vehicles in use surpassing that of the US. Moreover, China is the largest exporter of electric
vehicles (EV) in the world, exporting |.| million EVs in 2022.

On the back of the rapid developments in the EV market, China performs very well in terms of automobile Al, with
offerings in autonomous driving, connected-car data processing, and fleet asset management being allegedly better
than US companies. These strategic technological advantages underpin the confidence of Chinese Al firms and are
also evident and have the potential to be further expanded in other narrow Al fields like production or logistics,
offering first-mover advantages and lower entry costs than their US rivals.

However, the US still plays a dominant role in almost all the general Al fields.As is shown by Stanford University’s Al
Index Report 2023, the US is still ahead in terms of Al conference and repository citations. In addition, the majority
of the world’s large language and multimodal models (54% in 2022) are produced by American organizations.

The superiority of the US in the general Al fields is linked to American capital market efficiency.As the Al Index
Report 2023 illustrates, the US leads the world in terms of the total amount of Al private investments. In 2022, the
$US 47.4 billion invested in the US was roughly 3.5 times the amount invested in China, the second most highly
invested in country with $US 3.4 billion.

As far as can be anticipated, China and the US will remain the two leading players in Al. Given its giant domestic
market and rapid Al development, China has the advantage in competitive narrow Al fields. By comparison, the US
is much more innovative in general Al and R&D, and enjoys a more dynamic and efficient venture capital market.
This dual-track rivalry is likely to continue for the foreseeable future.



3.4 Can European firms benefit from China’s growing digital and Al economy?

What should Swiss firms do?

So how can Swiss and European firms in general hedge
against regulatory risk and grasp the economic opportuni-
ties afforded by China’s Al market, and more broadly, its di-
gital economy? In applying Al technologies to Chinese mar-
kets, European businesses need to prove to customers and
partners that they are trustworthy technological providers,
able to offer strict guarantees on data security, not unlike
the General Data Protection Regulation (GDPR) regime in
Europe.At the same time, they should respect regulations
when creating new products, services, and business models
that may encroach on sensitive area in China.

If this is done well, the potential to increase firm value

is tremendous. For example, one might consider the
opportunities of Al in the health sector.In 2019, a law

was enacted in China to improve citizen health that, for
instance, promoted the use of big data and Al by developing
technical standards on the collection, storage, analysis, and
application of medical and health data.*This came on the
back of a push by the National Health Commission in Chi-
na aimed at building a data foundation for electronic media
records (EMRs) and disease databases in 2018 which has
led to the creation of a standardized disease database and
EMRs for use in Al.This could be an important resource for
foreign firms and becomes even more interesting if used

in conjunction with pilot zones, such as those in Hainan’s
Boao, that are easing approvals of foreign drugs and me-
dical devices, as well as offering a general liberalization of
investment rules, including reducing duties and implemen-
ting negative lists for services.

It is important to emphasize that in matters of Al and data,
Western firms must comply with their own domestic laws,
but in times of heightened global rivalries these might
conflict with Chinese regulations. Moreover, as foreign
firms in China navigate such dilemmas, they will invariably
come under public scrutiny at home.An illustration of this
point is found in a recent article in the Financial Times offe-
ring a critical take on a firm that has masterfully navigated
the dilemma and creating enormous value both in China
and the West:“In reality, Apple is now as much a Chinese
company as it is American”.® For Swiss firms, it will not be
easy to balance such conflicting forces. A decision-making
support framework is provided in Figure 3.9.The opportu-
nities afforded by China’s digital and Al economy will be an
important consideration in both the development of China
and global business strategy.
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(a) Opportunities and their capture

Al market and Al-driven market growth

In addition to the direct Al sector, many of China’s markets are poised to
grow faster, in part due to the increased value that Al-enabled products
and services provide to customers.

Product development

A highly competitive market in China offers the chance to test ad-
vanced Al products and related supply chains; the responses to new
products developed with Al by some of the most sophisticated and
demanding customers supports product development.Al will also lead
to more competitive products on the basis of Al-induced cost savings
emanating from better efficiency and productivity.

Source Chinese IP

In specific areas, such as narrow Al for automotive where China has
the leading technologies, licensing will make firms more competitive in
China, in Asia and in other global markets.

Reduced value extraction in data and Al fields

China’s crackdown on monopolistic and anticompetitive practices
means better pricing and terms when using the platforms, financial and
other services of local Big Tech firms.

Combine China’s narrow Al and the US’
general Al capabilities in emerging
Al-intensive industries

China has an arguable advantage in competitive narrow Al fields. By
comparison, the US is much more innovative in general Al fields. The
ideal multinational firm strategy will combine both.

(b) Risks and mitigation

Non-compliance with Chinese law

Proactively invest in understanding regulations, reach out to authorities
for regulatory guidance, and push forward coordination mechanisms.

Country of origin Al dilemma

Foreign firms in China naturally prefer Al platforms and technologies
from the West but must also consider the increasing risk that Chinese
regulation might target foreign firms using non-Chinese Al technologies.
Choosing Chinese Al technologies might mitigate these risks. However,
this is a double-edged sword as this approach comes with operational
and other risks for foreign multinationals.

Data unavailability

Specific policies and technology upgrades must be developed to in-
crease data access levels, data standardization, and data connectedness.
Enhance the adoption of digital and analytics technologies in Chinese
operations, including implementing Internet of Things sensors across
manufacturing equipment, applying data science tooling and platforms
for factory production lines, advancing cloud infrastructure, investing in
Al research and advanced Al techniques, etc.

Insufficient Al talent

As in other countries, there is a chronic talent gap in Al fields. Therefore,
foreign firms in China must prepare for systematically training and upskil-
ling their existing Al experts, including newly hired data scientists and Al
engineers. Beyond this, specialist on-the-job Al training for all employees
across different functional areas is essential so that they can lead various
digital and Al projects across the enterprise.

Home market impact of Al in China risk-
mitigation strategies

After weighting the risk/return of Chinese data regulations and localized Al
solutions, evaluate how a ‘China for China’ (or ‘China for Asia’) Al approach
can be tenable and work in the context of the firm’s international strategy.

Figure 3.9: China’s digital and Al economy and foreign businesses




3.4 Can European firms benefit from China’s growing digital and Al economy?
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4. Appendices

Demographics:
Descriptive statistics
for the 2023 survey
respondents

The Appendices to this report are com-
prised of data on how Swiss firms view
the Chinese legal environment and dis-
pute-resolution process and descriptive
statistics of the 2023 survey respondents,
such as firm type, sector, and turnover.




The Swiss Business in China Survey 2023 — Results, analysis and outlook

4.1 Further survey statistics: Legal disputes in China

While sales profits and investment growth expectations declined, China remains a top priority investment
market for Swiss businesses.

Do you have any legal disputes in China? Q34

80% -

70%

60%

50%

40%

30%

20%

10%

0%

2023
(n=109)

HYes W No

Figure 4.1: Businesses facing legal disputes in China
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4.1 Further survey statistics: Legal disputes in China

60%

50%

40%

30%

20%

10%

0%

If you should have been facing legal disputes in China, how do you @2

estimate your chances of success when taking legal action in China in
these situations?

29%

2023
(n=72)

W Efficient and helpful instrument  ®m Might be helpful but uncertain chances of success Very low chances of success

Figure 4.2: Success rate of businesses facing legal disputes
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The Swiss Business in China Survey 2023 — Results, analysis and outlook

Q3.5.1
What are the most common legal issues? (Multiple selection)
Outstanding payments
Labor dispute 449%
IP infringement
Breach of commercial contract
; : W 2023
Dispute with JV partner o
B R s (n=27)
Others 5
0% 10% 20% 30% 40% 50% 60%

Figure 4.3: Most common legal dispute issues faced by Swiss businesses in China
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4.2 Demographics: Descriptive statistics

4.2 Demographics: Descriptive statistics for the 2023 survey respondents
While sales profits and investment growth expectations declined, China remains a top priority investment
market for Swiss businesses.

Sales
. . Q2.1
What are your company's forecasted total China sales for 2023?
More than RMB 1200 million
RMB 300 to 1199 million
RMB 30 to 299 million
m 2023
(n=98)
RMB 10 to 29 million
m 2022
(n=53)
Pre-lockdown
Less than RMB 10 million
0% 10% 20% 30% 40% 50%

Figure 4.4: Forecasted total China sales of Swiss businesses
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The Swiss Business in China Survey 2023 — Results, analysis and outlook

Q1.8
What is the contribution of business-in-China to your global

company's revenue?

0% to 24%

25% to 49%

100% (my company
has operations only in
China)

m 2023
(n=103)

75% to 99%

m 2022
(n=60)
Pre-lockdown

50% to 74%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Figure 4.5:The contribution of Chinese business to Swiss firms’total global revenue
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4.2 Demographics: Descriptive statistics

. . Q1.2
What is the ownership structure of your company

(the company you work for)?

100% -
90% -
80% -
B Wholly Foreign-Owned Enterprise

70% -
60% - W Sino-Foreign Joint Venture

(Majority Foreign-Owned)
50% - B Sino-Foreign Joint Venture

(Minority Foreign-Owned)
40% -

Others
30% -

No legal entity in China, work
20% - through agency, distributor,

licensees
10% -

15%
0%
2023
n=103)

Figure 4.6: Corporate ownership structure
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The Swiss Business in China Survey 2023 — Results, analysis and outlook

Is your company listed? &

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

10%

0%

2025
(n=111)

HYes mNo

Figure 4.7: Public vs. private company type of survey respondents
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4.2 Demographics: Descriptive statistics

1.5
In which sector is your company’s main business? <

100%

90%

80% -

70%

60% -

50%

40% -

30%

20%

10% -

0% -

2023 2022 2019 2018 2017 2016
n=111) (n=60) (n=127) (n=105) (n=103) (n=101)
Pre-lockdown

M Both services and manufacturing ® Manufacturing (making products) W Services (incl. trading)

Figure 4.8: Business sector of Swiss companies in China
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The Swiss Business in China Survey 2023 — Results, analysis and outlook

Q17
What are the end customer groups for your Chinese business?

100% -

90% -~

80% -

70% -

60% -

0% A

40%

30%

20%

10%

0%

2023 2022 2019 2018 2017
(n=109) (n=60) (n=132) (n=108) (n=103)
Pre-lockdown

mEB2C EBZB mB2C & B2B ¥ Others

Figure 4.9: End customer groups of the Chinese business
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100%

90%

80%

0%

60%

50%

40%

30%

20%

10%

0%

4.2 Demographics: Descriptive statistics

Which market segments are your company's main product and/or e

services aimed at? (Multiple selection)

2023
(n=110)

mLow-end mMid-end m High-end

Figure 4.10: Positioning of Swiss companies’ products and services in the Chinese market
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The Swiss Business in China Survey 2023 — Results, analysis and outlook

Q93
How many years of management experience in China do you have?

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

Figure 4.1 I: China management experience of survey respondents
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4.2 Demographics: Descriptive statistics

.. Qo4
Where do you originally come from?
2%
3%
2023
(n=111)
m Chinese Mainland = Hong Kong (China), Macao (China), Taiwan (China)
m Switzerland = Other European country
America Asia

Figure 4.12: Nationality of survey respondents
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The Swiss Business in China Survey 2023 — Results, analysis and outlook

Q9.2
Where are you based?

2023
(n=111)

m Switzerland u Chinese mainland = Others

Figure 4.13: Location of respondents
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4.2 Demographics: Descriptive statistics

: sgw @ Q9.1
What is your position in the company (please choose the closest to

your position)?

100% -
B Principal decision-making role (CEQ/ GM/

Main Owner/ Main Partner/ Chief

90% - Representative, ...)

m Deputy decision making role (VP/ Vice

80% GM/ Director/ Assistant of GM, ...)

70% + m Second level of management (CFO, Head
of Sales, CTO, Head of HR, ...)

60% -
Project Manager/ Business Development
Manager/ Product Manager

50% -
Finance Executive

40% -

30% - Marketing Executive / Sales Executive

20% -
HR Executive

10% - 7%

2% 5%
2%
Others
0% h %
2023 2022
(n=111) (n=60)

Figure 4.14: Respondent’s job position within the company

73



The Swiss Business in China Survey 2023 — Results, analysis and outlook

74



75



The Swiss Business in China Survey 2023 — Results, analysis and outlook

76






The Swiss Business in China Survey 2023 is the
second such inquiry carried out since the start of
the pandemic and follows previous editions
published between 2006-2020, and, after a
COVID-induced hiatus in 2021, the 2022 report.

Due to the Chinese government’s lifting of the
zero-COVID restrictions in the midst of the data
collection process, this survey is unique in that it is
able to compare the perceptions of Swiss businesses
both prior and subsequent to the end of COVID-19
restrictions.Additionally, since the Chinese govern-
ment went from a strict zero-COVID policy to no
restrictions at all in the space of a few weeks—and
since we interrupted the data collection process
during that transition—the results present a clear
differentiated picture of how these two very

different policies impacted the business environment.

The editors, authors and survey team hope that the

results will be useful in benchmarking the activities
of Swiss and other foreign firms in China. Moreover,
the analyses may assist business decision-making and
increase the overall level of understanding of the
Chinese market with its unique challenges

and opportunities.

Most of all, the authors hope that this report will
contribute to creating more successful business oppor-
tunities for Swiss companies in post-pandemic China.
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