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Although implementation problems
still remain with the Sino-Swiss Free
Trade Agreement, Swiss and Chinese
companies are increasingly taking
advantage of it, and trade between the

two countries is flourishing.
by Mark Andrews

Trade Agreement (SSFTA) in its Autumn 2016 edition

there was still much negativity as to the benefits

that it had brought, particularly from the SMEs interviewed.

The Agreement, which came into force in July 2014, was

supposedly giving eligibility to 99.7% of Chinese exports and

84.2% of Swiss goods for zero rate tariffs, but few companies

interviewed at that time said that they had experienced much

benefit to their bottom line. A year later, however, there are

signs that more companies are beginning to experience a real
benefit that adds to their competitiveness.

After only three and a half years from its implementation

it is perhaps still too early to quantify the direct effect of the

w hen The Bridge last examined the Sino-Swiss Free
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agreement on trade, especially as
some of the reductions in tariffs
occur on a sliding scale over a ten-
year period. However, bilateral
trade in 2015/2016 increased over
2013/2014 levels by 10.6% for
exports from Switzerland, and
4.7% for imports. “The recent
development in Sino-Swiss
trade relations is particularly
remarkable taking into account
the overall demand in China -
measured by GDP growth - has
almost halved in recent years
compared to the previously
typically two-digit annual growth
rates,” according to the Swiss

Professor Patrick Ziltener
University of Zurich
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Embassy in Beijing. Sectors that

have led the charge of Swiss companies in China trade have
been precision instruments, watches and jewellery, followed
by chemicals, agricultural products and then stone and earth
materials.

Of course, trade flows between the two countries are
influenced not only by the SSFTA, but also by a wide range
of variables such as exchange rates, economic factors and
growth trends, so identifying the specific contribution made
by the SSFTA is not easy. However, according to research
by Professor Patrick Ziltener, from the University of Zurich
and a member of the Sino-Swiss Competence Center (SSCC-
HSG), the SSFTA provides extraordinary savings potential in
all sectors. His research shows that the annual total savings
potential for Swiss exporters equals about CHF300 million this
year alone, increasingly thereafter to over half a billion CHF
annually. Comparing sectors, the MEM (mechanical, electrical
and metal industry) sector has the greatest potential with
calculations showing possible savings of CHFgo million this
year alone. This is followed by the watch, and chemical and
pharmaceutical industries. The Swiss food industry also stands
to benefit by up to CHF4.5 million,” according to the research.

Implementation issues

Since its inception, implementation
and interpretation have caused a
number of problems. In particular, the
wording of the FTA when dealing with
trade from seaport to seaport did not
appear to clearly address the issue that
as Switzerland is landlocked it has to
trade via other European ports. “With
the intensive use of the FTA, import
processes in China have not always
been without difficulties particularly
at the beginning. Initial difficulties, in
particular regarding the direct transport
rule, have meanwhile been solved thanks
to the regular contacts between the
customs authorities of both parties”, Patrick Rohner
according to the Swiss Embassy. Ferrum
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Certain aspects of the processing have also been a problem
for some companies. An example is Ferrum, a classic family-
run Swiss SME operating in the MEM sector. The company
has four main business units of which only the canning
technology and centrifuge technology units operate in China.
All products are imported and its China
operations consist of only sales, after
sales (largely spare parts), training and
technical support functions. According
to the FTA the company should be able
to save 6% on its import tariffs, but in
practice this has not always been so easy
to get. “In the beginning, each time we
applied for the FTA status there were
some complications,” says Patrick Rohner,
Ferrum’s Head of Sales & Service Base
China. “In one case, from the Swiss end
we did everything correctly and uploaded
the documents, but, the Chinese customs
claimed they were unable to download
the documents and so were not able
to claim FTA status. In the case of our CaoRan

machines which we start to sell at around Bertrams Chemical Plants China
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CHF 250,000 per piece, losing 6% is
substantial. However, the situation seems
to be improving.”

Handling paperwork also has proved to be an issue. Schuler
Wine is eligible for tariff reductions from the FTA when
importing Swiss wine into China. “At the beginning, we haven’t
enjoyed trade agreement benefits because of paperwork
problems”, says Schuler Wine China Head, Helen Zhang.
Swiss wines have only recently been exported to China, after
continuous communication between China and Switzerland
this year, these problems will be sorted out, giving a significant
cost advantage that the SSFTA brings against competing EU
wines.

Another drawback has been that the time taken to process
claims under the FTA increases the delay in customs clearance
so that the company ends up spending more money on
warehousing costs. “We have deliveries for which
we ask for FTA status, and then we have deliveries
for which we don’t ask for it,” says Ferrum’s Rohner.
“It seems that the ones which we don’t ask for it
are much faster to clear. The worst case so far was
a three week delay, and typically it adds up to a
week to clear customs under the FTA. Now, if we
have very urgent parts we don’t apply for the FTA,
because we fear it might take too long”

Another issue with any bilateral trade
treaty is that modern supply chain has become
increasingly complex and it is commonplace for
goods to be produced from components or raw
materials that are sourced from numerous other
countries. In the case of Switzerland, with its
strong ties to the EU, this has proved a stumbling
block. One example is Bertrams Chemical
Plants. “The VNM (value of non-originating
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to enjoy savings from the FTA as these are mainly
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made in other European countries rather than
Switzerland,” says Cao Ran, Managing Director
Bertrams Chemical Plants China.

Sauter, a manufacturer of control systems
and building management systems for heating,
ventilation and air-conditioning, has a similar
problem. “Part of our production has moved
to Germany and is labelled ‘Made in Germany’.
However, all shipments are still despatched from
Switzerland,” says Han Ying, Quality Management
& Administration Department Manager for
Sauter China.

Still, it is not all doom and gloom. Swiss
statistics show that the benefit for Chinese
companies in duty saved on exports to
Switzerland has been about CHF110 million. It is
more difficult to quantify the benefit of exports to
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Swiss companies, but it is likely to be substantial.

An example of a firm that is deriving real benefits is Lonza,
which operates in the pharmaceutical and biotech sector
producing specialty ingredients. The 2017 savings in duty are
expected to be “significant”, according to Vicky Zhao, Lonza
China’s Senior Manager of Corporate Affairs. “Many items
we import from Switzerland have been listed on the Sino-
Swiss Preferential Tax List since the SSFTA was implemented
on 1 July 2014, and a great deal of them have enjoyed their
import tax rate decreasing year by year,” says Zhao . “For nitrile
function compounds duty has reduced from 6.5% to 3.9%, and
for other vitamins and their deviants it has gone from 4.0% to
2.4% - both reductions of 40%.”

There also are political benefits which are less tangible but
also very important. “For China, a bilateral FTA is more than
just a customs duty reduction device. It is also a confirmation
of a solid, strategic relationship and hence a signal. One that is
powerful and that can lead to government contracts, business
partnerships, distribution deals, additional momentum when
bidding for public tenders or local government support for
Swiss companies in China,” says Tomas Casas, professor at
University of St. Gallen (FIM-HSG) and academic director of
its China Competence Center. And there is certainly a clear
commitment on both sides to have the FTA work. Earlier this
year Xi Jinping when visiting Berne signed a Memorandum of
Understanding (MoU) to enhance the Agreement. With this
MoU, Switzerland and China expressed their commitment
to deepen the existing agreement in areas with respective
potential, and to strive to eliminate or further lower tariffs on
products that are currently not yet or only partially considered
in the FTA. This should mean that going forward, more
Swiss companies will see gains to their bottom line from the
Agreement as it enhances their competitiveness in China
against companies from the EU and beyond. ©
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Cao Ran, Managing Director, Bertrams Chemical Plants China
Han Ying, Quality Management & Administration Department

Manager, Sauter China

Vicky Zhao, Senior Manager of Corporate Affairs, Lonza China
Professor Tomas Casas, University of St. Gallen
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