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Swiss companies have been setting

up manufacturing facilities in China
for decades. The Bridge speaks to
Jan Kreibaum, Region Head for
Greater China and Korea, of Clariant
Chemicals about his twelve years
experience of manufacturing in
China.

by Mark Andrews
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ou have a rich experience with China, could you outline ‘ 4 BEEENALER, REERRNR
Y what you have done here and what brought you here in N BEENES, URRTLREES
the first place? R EHYE?
[ have actually spent the largest part of my life - over 30 years - in Asia, TR AT, Ba=18%
growing up in Japan and later working there, and have lived and worked T—RAEAARKK, THE, HM20054F 1
in China since 2005. At the time I was running Ciba’s Specialty ETAE, B, BA, RAEREEAZEM
Chemicals’ Plastic Additives business unit for Asia-Pacific out of FNERIX LS T, 20094 iR AL
Shanghai. When BASF took over Ciba in 2009 I moved to Hong Kong Ja, RIEHEFETILE; 201 ERLTTIER M
for a few years, but finally returned to Shanghai in 2011 and joined B L, JET20134F BN RERA T (FE)
Clariant as Regional Head for Greater China/Korea in 2013. A IR TR r A o [ 0 X X S M
If you compare when you first came to China with today, what QR SR B — T B RIR b E R 5 i
do you think has changed with regard to China’s attractiveness H, SRAHEERSIHLATDRERHEE™
as a place for Swiss companies to manufacture? KA RER?
When [ moved to China in 2005, Ciba had already established a fairly Y2005 R A B EI, KECST LR
substantial antioxidants production facility near Shanghai a few years FE BN UL REOT T — R B AU AR AL 7R
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earlier. However, at the time it was still necessary to do
so with a joint venture partner, which had its own

challenges. At the time the main driver for this There dare Se\/eral \/@ry SUOﬂg

production was to have a low-cost supply position for
the booming Chinese market, and partially also for the
rest of Asia. I think today it is much less a question of
just having lower costs - and China is not really a low-

arguments supporting
manufacturing in China

cost country anymore - but rather in being able to meet I:P T’E ﬂ] /_:E F,—_ % iﬁl E‘ % _ 1% g i ﬁ

China-specific market needs in an efficient and timely

manner. Linking local production with local product

development - and increasingly real local R&D - makes

a company much more of a credible local player,

especially now that local competitors are rapidly

increasing their technical prowess and moving up-market. China’s
‘Made in China 2025’ initiative very much shows the direction the
country wants to go: towards a high-value, high-technology, innovative
manufacturing economy. If a multinational company wants to be a
credible player in this environment, I think it becomes imperative to
be fully committed - also with manufacturing. What has also struck
me in my roles representing Swiss companies in China is that local
authorities have moved away from a purely ‘investment = tax income’'way
of thinking to also incorporating environmental and sustainability
requirements, as well as insisting more and more on bringing in R&D
capabilities together with manufacturing. Local government officials
at some of the areas where we operate have told me very clearly that
they are now measured on environmental KPIs just as much as on tax
generation. Still, I think China continues to be an attractive place for
Swiss companies to invest in, but compared to the past one probably
needs to be much more critical and thorough in ensuring that there is
a solid business case addressing current and future market needs as
well as government policies.

Can you outline Clariant’s manufacturing activities in China
and how these fit in with its other Asian operations?

Currently Clariant operates 13 manufacturing sites in China, including
four joint ventures. We produce in China more than half of what we
sell here. For some of the businesses the products we produce are very
local. For example, our masterbatches for the local plastics processing
industry. But some of our other production is of more specialised
products thatserve our Asian customersand are part of acomplementary
Asian production network.

What are China’s current strengths and weaknesses as a
manufacturing base and how do they impact Clariant?

There are several very strong arguments supporting manufacturing in
China. First of all it is a major market and is already the world’s largest
single chemicals market. We also expect that in the chemical industry
over 60% of the world’s total growth until 2020 will be generated in
China. Another important factor that is often disregarded is the
strength of the value chain that exists in China, especially along the
eastern corridor. This integration of industries amongst suppliers,
manufacturers, customers, logistics and services has developed over
two decades and is something often more important than just direct
costs.

Of course there are also challenges in China. Whereas tightening
environmental standards - also in implementation - are very much
supported by Clariant and our vision of sustainable chemistry (Clariant
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is among the top three chemical companies globally listed in the
prestigious Dow Jones Sustainability Index), we expect that such
standards will be applied equally and fairly toall players. Similarly there
is now a lot of uncertainty about some existing chemical production
site locations, with discussions about whether certain sites need to be
relocated or even shut down.

There is a lot of talk about the rising costs of doing business in China
such as increasing wages. Have you seen any impact from this?

Absolutely, the operating costs in China have risen over the past years.
Today, wagesarestill increasing atarate well overinflation. Additionally,
environmental and regulatory standards are enforced much more
vigorously, sometimes even more strictly than in the West. However, |
see this as a generally positive development that also shows that China
is rapidly moving towards becoming a truly developed economy. The
playing field is becoming more even, and at the same time this also
goes hand-in-hand with a population that hasa rapidly rising disposable
income. For our specialty chemicals industry, wages are in any case not
the most significant cost factor. It is more important to find - and keep
- excellent people working for us.

The Trump administration seems to be quite negative towards
trade with China. Do you expect this to impact the attractiveness
of China as a manufacturing destination for Swiss companies?

This is a very interesting question. It has been difficult to really
understand what direction the Trump administration will take in its
dealings with China. Whereas Mr. Trump made many bold and
provocative statements during his campaign on how he would deal
with China, not much seems to be really happening yet. On the other
hand, one does already see statements from European stakeholders
that with the US’s purportedly increasingly isolationist tendencies,
stronger relations between Europe and China are encouraged. This
could translate into more business opportunities for European
companies, especially if US competitors in China are actively retaliated
against by the Chinese government. The graver concern is of course
that the anti-globalization trade policies of the US will have an overall
negative business impact globally, also impacting China’s economyand
hence its attractiveness.

Which countries in Asia should be seen as serious competitors
to attracting Swiss manufacturing?

Certainly other countries in Asia have lower operating costs, and where
the local market justifies it, local manufacturing can make a lot of
sense. Forexample, Clariant has significant manufacturing investments
in Indonesia - by itself a strongly growing market - as well as other
areas in South-East Asia. And as mentioned earlier, these can also be
part of an effective complementary manufacturing network.
Nonetheless, whereas some of these, including Indonesiaand Vietnam,
have lower direct costs, an underdeveloped value chain very quickly
eats up any advantages.

Overall, I strongly believe that China’s market size and growth,
increasingly sophisticated demand and especially a highly-evolved
value chain will continue to make China a most attractive place to invest
in manufacturing - as long as you have the right products for China
today and for the future, of course. o
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