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Chinese President Xi Jinping aggressively
encouraged FDI into China at his appearance

at Davos this year. But many Swiss companies

are experiencing an environment of increased
regulation, restrictions and a perception that local
companies are being favoured. Is it getting easier

or harder to invest in China?
by Mark Andrews

investment with an inflow of Rmb813 billion (US$u8 billion). This

was despite the annual increase falling to 4.1% year on year compared
with a 6.4% growth in 2015, but when measured in US dollar terms it
actually fell. China anticipates strong FDI flows to continue, with President
Xi saying earlier this year at the World Economic Forum in Davos that he
expected 600 billion dollars of foreign investment over the coming five
years. Does the experience of Swiss companies investing in China back up
this optimism?

On the macro level there is a definite improvement. “There are
obviously more sectors in China being opened to FDI now as the FDI is
following China’s shift of economy where the focus is moving from primary
and secondary sectors to the tertiary sector,” says Jason Lee an analyst at
China Market Research, a consultancy. “Massive consumer industries, as
well as finance, service and technology/innovation industries may turn

L ast year, China was the world’s third largest recipient of foreign direct
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out to be more important now to attract foreign
capital.” Lee also believes that along with the
traditional ways of investing in China such as
JVs, WFOEs and acquisitions there are also new
channels opening up such as the BOT (Build
Operate and Transfer) form of project financing.
Last year saw the State Council approved new
guidelines for attracting FDI. This sees access
granted in new sectors. “Accounting and auditing,
architecture design and rating services will be
open to foreign investment for the first time, says
Andrew Guthrie, President of Syngenta China.
“Foreign-funded firms will be cleared to join
the national science and technology program
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One industry that has seen huge growth over

the past decade is the automotive sector, which has also been targeted
for fewer restrictions. When it came to car manufacturing foreign OEMs
were restricted to joint ventures only where they could own a maximum
of 50%. The latest plan for the industry from the Ministry of Industry and
Information Technology (MIIT) suggests a relaxation of the rules which
insiders anticipate could lead to an end to the restriction by as early as
2020.

Problems for SMEs

Still, for Swiss companies which are predominantly in the family-owned
SME sector, things appear not to be so rosy in the current environment.
“A few months ago [ would have said it is getting easier or safer for Swiss
companies to invest in China because we felt things were more stable,”
says Pascal Savioz, Mageba’s Head of Asia-Pacific. “But in recent months
there appears to be an emerging trend of bigger barriers such as new
and stricter environmental laws enforcement, currency exchange issues
and restrictions on repatriating investments. We feel there is more
administration and more paperwork as well.” It used to be possible for
multinationals to repatriate $50 million using expediting measures, but
this has now been cut to $5 million.

Mageba, a Swiss company which produces bearings, joints and
earthquake protection devices for bridges and
building structures, has been manufacturing in China
since 2005. At that time it only had 100 employees
worldwide and this has now gone up to goo. Being
such a small company it took a low investment,
low risk approach in China. The company rented =
a factory in China and so didn’t need to invest too |
much in machines and infrastructure. “This made it
possible to avoid making a big direct investment in
China, and still build up the operation,” says Savioz.
Last year Mageba opened a research laboratory
and testing facility in China to complement the
manufacturing base which serves the domestic as well
as global markets.

Swiss company Belimo Automation is a producer
and developer of actuator solutions for controlling
heating ventilation and air conditioning systems,
and it has been operating in China since 1997 when Pascal Savioz
they first opened a representative office. Today Mageba
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they employ more than 100 people in China. “We
have experienced some increasing difficulties
such as rising labour cost, intellectual property
infringement, particularly the lack of legal and
administrative support to combat infringers, and
ridiculous legal protection for non-performing
employees,” says Lin Ling, Head of Finance and
Business Services, Belimo China.

Size does appear to be a significant factor.
Givaudan a large Swiss company first opened a China
office in 1990 and today operates four manufacturing
plants plus a JV plant along with a fifth plant under
construction. Although Givaudan recently laid the |
foundations of a new fragrance encapsulation centre
in Singapore which is set to open in 2018, this does
not reflect any refocus away from China. “While
we are investing in Singapore we are investing a
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lot more in China, they are different markets,” says

Georges Sanchez, Givaudan’s Country Head. “Over the next three to four
years Asia and particularly China is where Givaudan is embarking on a very
big investment programme.”

Although the regulatory environment is becoming tougher and that
makes it more difficult to invest, Sanchez generally welcomes the changes.
“As a result, it has become more difficult for the lower quality players,
who we are competing against, to operate in China. The changes do also
make it fairer and better for the long term environment. However, the
authorities have gone rather from one extreme to the other, and some of
the constraints we now have in China on investing and operating, are even
more stringent than those we have in Europe.”

The need for enforcement

Although Chinese regulations have for many years been quite developed
and are often modelled on the equivalent ones in Europe or the US, the
problem has always been with their enforcement. Many foreign companies
complained that while they were forced to abide by them, local competitors
could often circumvent them. “Two or three years ago we were treated
differently, but I see that less and less,” says Sanchez. “A lot of Chinese
competitors who operated plants under very poor conditions are now being
forced to close down or relocate. The gap still exists, but it is becoming less
of a problem.”

One of the big ongoing stories of the past year for the Swiss
corporate sector was the US$43 billion takeover of Syngenta
by ChemChina. But such M&A activity is generally seen as
only going in one direction and that it is nigh impossible for
foreign companies to undertake similar investments in China
by buying local companies. Swiss firm Bystronic, however, last
year successfully acquired a 51% controlling stake in Shenzhen-
based DNE Laser for an undisclosed sum. “It is not easy,” says
Song You, President Bystronic China. “You need to do a lot
of research, analysis, due diligence, negotiations etc., but it is
absolutely worth the time and effort for a good target in China.
I don't see it becoming easier than before, it really is case by
case in different cities and industries.”

Another policy of the government to attract FDI in a number
of local areas has been to set up development zones. Typically
these have various financial incentives and preferential land
prices. The Jiaxing Port Economic Development Zone, for
example, offers varying awards on completion of investment,
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starting with Rmb1 million based on a minimum investment
of US$50 million. Awards are also offered by Jiaxing Port for
companies that achieve certain annual income or tax paid
amounts.

For the Jiangsu Dongtai Economic Development Zone
administrative fees are free and business intermediary fees
are charged at half price. Many such zones have a certain
focus to try to build a self contained ecosystem of industries.
Jack Zou, Deputy Director Merchants Bureau at Dongtai
says: “Dongtai has been focusing on the development of new
materials, equipment manufacturing, electronic information,
new energy, marine life, intelligence industry and modern
services in recent years.”

Financial incentives are important, but they may not be
the biggest reason for choosing a zone. “Preferential financial
policies are important, but not the most important issue for a
company to make a decision on location,” says Hu Hongtian, Hu Hongtian
Director of Pinghu Economic-Technological Development Pinghu
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Zone, a national industry zone near Shanghai. The zone is
also home to Swiss company Autoneum. “Supply chain, human resources,
transportation, WFOE environment and government service are more
important.”

Size matters

Regardless of these issues, most agree that the sheer size of the Chinese
market is going to ensure that the country will remain attractive as an
FDI destination. “Despite the problems, China is still attractive due to
the sheer size of the domestic market, administrative support from the
local government, well educated workforce (compared with some of the
neighbouring countries), and a fantastic infrastructure,” says Belimo’s Lin.

In practice, the increasing standards and regulations now demanded
for investing by the Chinese government may actually work to Swiss
companies’ advantage. Swiss SMEs tend to produce high quality products
in an environmentally friendly manner. Sanchez notes China is no longer
welcoming basic and high polluting chemical producers. And as China
endeavours to climb the value chain there will be increasing opportunities
for higher standard, Swiss companies. Last year Switzerland became
the first country to set up a strategic partnership with China featuring
innovation. Syngenta’s Guthrie notes. “To continue the development of
sustainable agriculture, China needs advanced technology. This is where
Syngenta can contribute.”

Even so, smaller Swiss companies may still struggle in the current
climate, particularly adjusting to unpredictable changes. “There is still
a risk in China, you are never sure how reliable it is to repatriate money,
regulations change from one day to another and are even retrospective,”
says Mageba’s Savioz. For SMEs with limited budgets there is only so much
money to risk investing in China. If they have to struggle with increasing
bureaucracy and fulfilling regulations, it will inevitably temper the
attraction of investing in the country. o
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