For the vibrant Swiss SME sector, the Sino-Swiss
Free Trade Agreement is still not bringing many
tangible benefits after two years of operation.
However, SME firms trading between the two
countries are confident that in time benefits will be
forthcoming.

by Mark Andrews

between China and Switzerland on his official visit to the Alpine nation

in May 2013, before a second signing later in Beijing in July. This marked
the culmination of a process that started with a feasibility study in 2010. In
July 2014 the agreement came into effect and covers a far greater area than just
trade, encompassing protection of intellectual property, parallel agreements
on employment and labour, investment promotion, technical cooperation and
environmental protection. As a result of the agreement Zurich has joined a select
group of financial cities as a trading hub for the Renminbi.

Free trade agreements are an extension of Switzerland’s sonderfall special case
approach to politics and foreign policy. “The objective (of FTAs) is to provide
Swiss companies with an unobstructed, stable and non-discriminatory market
access in these countries compared to their main competitors” according to the
State Secretariat for Economic Affairs and the Chinese agreement is one of a total
of 28 with areas outside the EU. Under the agreement 99.7% of Chinese exports
and 84.2% of Swiss goods were meant to receive zero tariffs. There are also further
provisions for tax cuts for certain products.

c hinese Premier Li Kegiang signed the first free trade agreement (FTA)

Size matters

Still, two years after the signing, the agreement has seemed to favour larger compa-
nies. “Big export companies which have better know-how and more experience with
the China market probably benefit more from this agreement, whereas smaller ex-
port companies are still facing some challenges to benefit from the reduced customs
duties for exporting into the China markets” says Michael Indlekofer, Director Mar-
keting & Sales Switzerland, DHL Global Forwarding, a world leader in the sector.
However, Switzerland is known for its small and medium sized enterprises (SMEs)
which are often family owned. It seems that so far these companies are struggling to
gain much economic advantage two years on from FTA’s implementation.

“In the beginning we thought it would help us a lot. Our company owner, Peter
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Daetwyler, even attended the signing ceremony in China. When we compare
today to our initial thinking, in most cases it is not possible for us to benefit
from the FTA due to the administrational paperwork, and requests from
Chinese customs” says Thomas Liechti, Commercial Operations Manager, MDC
Daetwyler (China). Daetwyler Group consists of two divisions, which means it
has two core businesses. The first, SwissTec, is the global leader for high-quality
doctor blades for every printing application (the doctor blade is necessary to
remove the excess ink from a printing cylinder); and the second, the Industries
division, which manages the Faessler brand of high-precision gear honing
machines, mainly used in the automotive industry.

Local customs

For smaller Swiss businesses, Chinese customs regulations seem to still be a
major sticking point. “Leister has not benefited from the FTA yet. The main
reason lies in difficulties during China Customs import clearance. Specifically,
different HS codes assigned by both shipper and consignee cause the stoppage
of the FTA customs application. For example, Leister Switzerland produces a
product called “LHS 1S PREMIUM”, and assigns a Swiss HS code, and delivers
to nearly 100 countries using the Swiss HS Code. But when we carried out China
customs importation, customs officers rejected this product’s Swiss HS Code,
and insisted on a Chinese HS Code” says Max Zhou, general manager of Leister’s
China operations. Leister specialises in plastic welding sold mainly to customers
in civil engineering, plastic fabrication, plastic roofer welding, plastic pipeline
welding and shrinking tube implementation. Yet the HS (harmonized system)
codes are intended to be an internationally recognised system to classify traded
products.

In theory the single shipping document should make it much easier for the
importers and exporters to move goods. However, in the wording of the FTA it
talks about seaport to seaport, but Switzerland is landlocked and does not have
a seaport. As part of the documents it is necessary to prove that no one had ac-
cess to the goods during the transportation chain. For SMEs using sea freight
this is a problem as they often do not have the trade volume to fill a whole
container and also must pass through a third country. “Currently the benefit is
when we do air freight, but as that is very expensive so is not the solution for us,”
says Liechti.

Many Swiss SMEs now have manufacturing facilities in China, but many of
these are still dependent on components or raw materials imported from Swit-
zerland. Bobst is a Swiss manufacturer of printing machines used by packaging
manufacturers. While producing some models in China they still import around
40% of their products plus components such as rollers. “For importing products
manufactured in Switzerland (with Certificate of Origin),
we pay less duty certainly, but when compared to the bulk
of our business, it’s not a big benefit,” says Mike Wang
business controller for China of Bobst.

Lack of awareness

Another problem is that a lot of Swiss businesses are still
not fully aware about what the agreement really means for
them, and the same holds for their local service providers.
“What I know is that it is still very confusing for people,
including for the agent I am using for the importation
of my Swiss wines” says Philippe Huser owner of NAPA
restaurant, who as part of his business imports wine
from countries including Switzerland. Among Chinese
companies only the ones that deal a lot with the Swiss

i’

market are really aware of the agreement. This is partly 1,0mas Liechti. MDC Da etwyl e (China)
because the Swiss FTA is quite small compared to other T,5mas Liechti. MDC Daetwyler (=)

FAVRAEM A B RS e ks, AITBCE s
TmEERE, WA EECE R EE,” MDC
Daetwyler (W) )iz 4 Thomas Liechti #i,
Daetwyler £ I H# A Ml 55 84U 1 2 "B RO
W%, —A A SwissTec, S4Bk 5 1 & & 5 ER
RIBLII R (O v A F SR ED R b 0 2 4 B23)
BERiFE s 55—/ Frh Industries, F= 3L A TIA
24T\ Faessler (5 ks % Hr i,

LitigR

MM LAY, PEEXEER AT
BHPESHIE, “Leister MAM BB B E %1,
FEEHRPEBREXRFEE R, LHRAKEH
e e AR HS i SR EEEZ MRS
WL, 247k, Leister 785 £ 4 /= —
w4k ‘LHS 41S PREMIUM’ Wyf=&, fEasftir
100 A R Rk f a2 18 F Bk HS gads, (AR AE
PRI SCHT, MR AR % R B HS
i, HERFFERAR I E HS fmig,” Leister
AT S %8 Max Zhou E7R, Leister B3 8055 &
WPERE, BPEESMELATRE, BhkE, @
B iR, WORHE IR B R B B S U, AT
HS (B mIEE) 4 b0 2 7E [ b 6 Bl Py i 51 5 v
MRk R,

R ERUE, B SRR gk O R A
O e s . A, FEAHR B En
FEREP IR IR X, WL RAMRER, &
R, 5o, MRS —i5, A AE N
TEEit B R R R RS A, T /bR 35
B AR AE R, RO ERfRE 5B EEs 2N
R, MAEBRE R Y E RS
B=H, “HAiWREEEEETE 0, HRHTSE
B, XA R AR e T ATT B v 1] A I
¥,” Liechti fi,

HEi, 7% /Nl 857 vp E 3 T 4
T, MBS AT I EG3E 0 25 s R R
Bobst f& % il 15 fL45 BRI f RO B A = i, BARE
SER) ST R E A, HRAB A 2 40% RO
BRI mER SR RN, “RAMEEOR LA
PRI (BRIEHGET) MR RBLR S T
BSRAT A S5 R, X
T A ) EH A K, Bobst
i EDE % % Mike Wang %75,

F—A RIS 2 S Al 8
BRZ s R e AT A R
B, eI LR g Bt i v th
A R RE R D8, 8 3T
B2 ANFA TR E, B
FEBATT > T Y20 2 1w £E
P,” NAPA % JT % Philippe
Huser 3, MEHEHLAENKE
R PV R LR T b 45 B — i
5. MTHEMARS, RAHR
B2 S WA AGE Ml
AT HREWE, W RR L

trade agreements that China has subsequently set up.

B2 5% s A b v T3 A B A Y

THE BRIDGE | AUTUMN 2016 | ISSUE 44 1§ | SE#ET] |54487



Also the complexities of the agreement disadvantage
those firms in the SME sector. “The agreement does
need to be adjusted in a way that is also more suitable for
the requirements of SMEs, because these companies are
a main part of the Swiss economy and contribute to the
innovation of Swiss industry and manufacturing sector,”
says Liechti. Currently the agreement is too complicated
for smaller companies to benefit. They neither have the
spare employees to handle every single detail required,
or the financial resources to engage a separate trading
specialist. Typically, brokers charge three to five percent
of the goods value which currently wipes out any real

Max Zhou, Leister China
Max Zhou, Leister F[E
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benefit gained from tariff reductions. “There are just
too many documents and bureaucratic requirements we need to follow such as
certificates of origin and packaging,” says Wang from Bobst.

“We have a little roundtable of Swiss companies that meets once or twice
a month,” says Liechti. “Everyone says the FTA is difficult for them and at the
end there is no big financial profit in it at the moment and, as we don't have the
labour or financial resources at this time, we've stopped investing more time in
it

Intangible benefits

Despite these issues, most companies do see benefits that have come from
the Agreement, if not in direct financial terms. One intangible benefit is the
positive PR that the agreement has generated about the relationship between
the two countries. “Currently there is definitely a positive image factor as a
result, although it’s not really an economic benefit,” says Liechti. “The Chinese
and Swiss governments are always speaking about the FTA, so there is a lot
of good communication in the news.” Also the fact that it was the first such
agreement between a continental European country and China (although an
FTA between China and Iceland did come into effect a year earlier) should
give Swiss companies a distinct first mover advantage over EU competitors.
Companies such as Leister, which may receive no direct financial benefit yet
from the FTA, still believe that it does give Swiss companies a helping hand.

Optimistic outlook

In fact, among Swiss SME there still remains a lot of optimism about the
Agreement delivering in the long term. Liechti says that it has taken longer than
he would have hoped for, but he is still confident that within the next two years
at least 80% of the FTA will be working effectively. Similarly, Huser is optimistic
based on his experience with FTAs with other wine-producing countries. “If the
tax reduction is fully in place it will certainly impact positively the importation
of Swiss wines like it does for New Zealand or Chilean wines, for example,
that enjoy about 15-18% import tax reduction,” he says. Liechti also remains
optimistic that the cost savings will come in the longer term. “When we look at
the reductions or benefits for different kinds of products in other markets, there
is always a certain period of time elapses they reduce taxes and duties step-by-
step and in general it takes about five years before we would get a full benefit,”
hesays. o
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