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PRESIDENT'S FOREWORD

President’s
Foreword

Stability at the Core of Growth

The beginning of a new year generally evokes the hope that new horizons will open in
front of us. It is a time for making ambitious plans for the year ahead, as possibilities seem
abundant once again. It is also a time for re-evaluating some of the choices and experiences

of the past year, and correcting course if necessary.

2022 was a year marked by heightened uncertainty in China, as the country’s continued
adherence to stringent dynamic-zero control measures in the face of new, highly transmissible
variants of COVID-19 undermined economic growth and stability. Sudden mass lockdowns
and strict quarantines saw China’s economy slump, with business operations and people’s

daily lives repeatedly taking a heavy toll.

China was undeniably successful at keeping its population safe during the initial COVID-19
outbreak in the first two years. However, a clear exit strategy was missing and the constant threat
of pandemic measures resulting in unpredictable disruptions kept eating away at the sense of

stability that had been at the core of the country’s economic rise.

To help pave the way towards a controlled reopening, the European Chamber submitted alist
of reccommendations to the Ministry of Commerce and the China Council for the Promotion
of International Trade last November. Some of the key recommendations included a renewed
promotion of vaccinations, as well as the introduction of a comprehensive, nationwide

education campaign about COVID-19 to alleviate any anxiety about potential infection.

However, it was a bittersweet moment when we learned that some of our recommendations
were echoed in the changes to China’s COVID strategy announced in late 2022. This is
because the original, zero-COVID approach was intended to provide breathing space for
an orderly re-opening, which then did not follow. As stability is rooted in predictability, we
had hoped to see proper preparation allowing time for consistent implementation. While a
swift re-opening may have seemed like an attractive option for those exhausted by various
pandemic-related restrictions, it brought the risks of a surge in infections overburdening

the health care system, and ignited fears of a huge loss of life.

There are still steps that can be taken to mitigate risks. China has yet to permit the best mix
of vaccinations and boosters, for example. Foreign mRNA vaccines have not been approved
for nationwide use in Mainland China at the time of writing. While virtually no progress has
been made towards a domestic mRNA vaccine, China is still playing catch-up with regard

to mastering the technology,' even as experts warn that any domestic solution risks being

outpaced by the emergence of new COVID-19 variants.

In the Position Paper 2022/2023, the Chamber expressed fear that China would not be able to
fully reopen to the rest of the world until at least the latter half of 2023. We now see a completely
different picture, which only highlights the erosion of predictability that has been making
China’s business environment increasingly difficult to navigate. However, as China is preparing
to open its doors again, we stand ready to continue advocating for rebuilding the stable

foundations for economic growth, as well as business confidence, in the year ahead ofus. 38

Joérg Wuttke

President

European Union
Chamber of Commerce
in China

" Zhao, Jinzhao, Jiang, Moting, Chen, Pengduo, & Han, Wei, In Depth:
Why China Still Doesn't Have an mRNA Shot, Caixin Global, 14"
July 2022, viewed 6" December 2022, <https://www.caixinglobal.
com/2022-07-14/in-depth-whychina-sti t-h
mra-shot-101913146.htmi>
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COVER STORY

STABILISING
GROWTH

The outlook for the Chinese economy in 2023
by Lu Yang and Nina Zholudeva

Even though the unexpectedly quick end of the ‘zero-COVID’ policy in December
2022 has improved China's growth outlook for 2023, the country's economy still

faces three major headwinds - shrinking demand, supply shocks and weakening
expectations. Furthermore, a massive and fast surge in domestic COVID-19 infections,
alongside the global economic downturn, will pose additional challenges to China's
economic recovery. Lu Yang and Nina Zholudeva of APCO

Worldwide analyse the Chinese Government's

strategies to get growth back on track in 2023,

and ways European companies can benefit

from them.
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While the official 2023 GDP
growth target will be made

public only at the Two Sessions
in March, it is likely to be around

9%
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In the first 11 months
of 2022, year-on-year
growth in exports was

11.9%

compared to 21.8 per cent

over the same period in 2021.

Exports to the EU rose only

14.3%

compared to a 23.9 per cent
increase in 2021.

Stabilising growth as
the key priority

In December, the annual Central
Economic Work Conference (CEWC),
which outlines the government’s
economic policy priorities for the
following year, stressed stabilising
economic growth as the main

objective in 2023.' To achieve this,

the authorities vowed to support
expanding domestic consumption,
attracting foreign investment,
accelerating technological innovation,
and ensuing stability of the property
market among other measures.
Notably, the CEWC omitted mentioning
high-profile policies such as the anti-
monopoly campaign, also indicating
the government’s willingness to ensure

stability.

While the official 2023 gross domestic
product (GDP) growth target will be
made public only at the Two Sessions
in March, it is likely to be around

five per cent. However, the economic
recovery will be uneven throughout the
year. Despite mass COVID infections
affecting economic activities in early
2023, the economy will stabilise
towards the end of the first quarter,
with growth accelerating in the second
half of the year as the country achieves

herd immunity and fully reopens.

Consumption to start
recovering but exports
to continue facing
challenges

After the long-awaited end of the ‘zero-
COVID’ policy in December, domestic
consumption will begin a slow but
steady recovery in 2023. Retail sales,
which were heavily affected by COVID-
19-related restrictions in 2022, will
start picking up towards the second
half of 2023 once the initial waves

of infections pass. China’s current

lacklustre job market may slow down

the recovery, but the government

will actively encourage spending, as
proven by the recently released plan

to bring consumption to a new level

by 2035.2 This will benefit European
consumer goods companies, especially
those offering high-quality goods and
services accommodating the evolving

demands of Chinese consumers.

On the other hand, exports that have
driven China’s economic growth

in recent years might continue to
stagnate following the global economic
slowdown. In the first 11 months of
2022, year-on-year growth in exports
was 11.9 per cent, compared to 21.8 per
cent over the same period in 2021, with
exports to the European Union (EU)
rising only 14.3 per cent compared to a
23.9 per cent increase in 2021.%%* As a
result, China will continue its course
to rebalance the economy towards a
model driven more by domestic demand

than by external growth factors.

Restoring business
confidence to support
growth

Importantly, the CEWC highlighted
restoring private business confidence—
among foreign enterprises in
particular—as paramount after
multiple foreign chamber surveys

in 2022 showed dwindling levels.
Unsurprisingly, policymakers are
concerned that low confidence may
lead to areduction in investment

and consequently stifle recovery.
Therefore, the government is expected
to implement policies aimed at further
improving the business operating

environment, expanding market access

" China holds Central Economic Work Conference to plan for 2023, Xinhua,
16" December 2022, viewed 28" December 2022, <https://english.news.
©n/20221216/8b12bef08e5849a0ad25ff6fd5e150e6/c.html>

* The Central Committee of the Communist Party of China and the State Council issued the
“Strategic Planning Outline for Expanding Domestic Demand (2022-2035)" (in Chinese),
Xinhua, 15" December 2022, viewed 28" December 2022, <http://www.news.cn/
mrdx/2022-12/15/c_1310684180.htm>

In'the first 17 months of this year, China’s import and export increased by 8.6% year-on—
year (in Chinese), General Administration of Customs (GAC), 7" December 2022, viewed 28"
December 2022, <http:/www.gov. _5730408.tm>

In'the first 11 months of this year, China’s import and export increased by 22% year-on-year
(in Chinese), GAC, 7" December 2021, viewed 28" December 2022, <http://www.gov.cn/
Xinwen/2021-12/07/content_5659087.htm>




In 2023, Chinese policymakers will also continue
supporting growth of manufacturing and
technological sectors in an effort to improve

supply chain security and upgrade domestic
industry. The CEWC specifically pledged to
develop strategic emerging industries,
digitalise traditional ones, and bring about a
green transformation of the economy,
largely echoing the report of
the National Congress of the
Communist Party of China

in October 2022.”

and completely reopening the country
to guarantee unimpeded business

exchangesin 2023.

Taken with the government’s

promise to adjust domestic
regulations to become eligible to

join more multilateral economic

and trade agreements, such as the
Comprehensive and Progressive
Agreement for Trans-Pacific
Partnership, this presents a positive
development for European businesses
in China. Benefitting from an improved
business environment, they can use it
as an opportunity to strengthen their

footprint in China.

Creating new long-
term engines of growth

In 2023, Chinese policymakers will
also continue supporting growth of
manufacturing and technological
sectors in an effort to improve supply
chain security and upgrade domestic
industry. The CEWC specifically

pledged to develop strategic emerging
industries, digitalise traditional
ones, and bring about a green
transformation of the economy,
largely echoing the report of the
National Congress of the Communist
Party of China in October 2022.

While this transformation will take
time, the government is clearly
aiming to cultivate new engines of
economic growth in 2023 and beyond
to make the domestic economy more
sustainable, resilient and able to
withstand geopolitical tensions

and the resulting technology sales
restrictions. Localising research and
development and talent may be one of
the ways for European businesses to

benefit from these initiatives.

Real estate downturn
to start to ease but
impacts to linger

A key vulnerability in the economy

going into 2023 will continue to be

real estate. The severe consequences
of the property market slowdown have
prompted the government to relax
the overly stringent restrictions on
real estate financing that have been
in place since 2020. Following the
release of the People’s Bank of China’s
plan to support real estate-related
financing, the CEWC also encouraged
investment into construction and
home upgrading as potential sources

of growth.

These reinforced supportive
measures will help the struggling
real estate sector, but its growth
may be still weak in 2023. An
ageing population and a declining
marriage rate will also weigh on

the sector’s recovery in the long
term. Nevertheless, a normalisation
in house sales in 2023 could be
beneficial for European businesses
that provide associated goods and
services, such as furniture and home

appliances.

Conclusion

After a difficult 2022 marked by
economic disruptions brought on

by stringent COVID-19 control
measures, 2023 offers a brighter
outlook for European businesses in
China. Despite certain challenges,
the government’s pro-growth stance
and active support will likely ensure
amore stable economic growth in the
year ahead. T8

APCO Worldwide is an advisory and advocacy
communications consultancy. We partner with
public and private sector organisations to help
them catalyse progress, act with agility and build
organisational reputations, brands, relationships
and solutions to succeed. APCO is an independent
and majority women-owned business. In China,
our team possesses the local wisdom to advise
our clients on issues critical to their success.

We provide one-stop solutions that integrate
business intelligence, political insight and strategic

communications.
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Partner, Competitor
and Systemic Rival

Where does the EU stand on China today?
by Ester Canada Amela

At the last in-person European Union (EU)-China Summit in 2019—although the EU
had just labelled China as a partner, competitor and systemic rival—a joint statement
was released outlining several areas of cooperation. Since then, there has been a global
pandemic; the EU and China have exchanged sanctions; China has experienced a series
of domestic crises; and a war has broken out within Europe. With in-person meetings
between European and Chinese leaders resuming in 2022 after a two-year hiatus, Ester
Cainada Amela, senior business manager for European Affairs at the European
Chamber, asks, how does Europe now see its relationship with China?
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Ahead of these meetings between
EU-China heads, which started

with German Chancellor Olaf
Scholz’s 4" November visit, an
extensive discussion on the EU’s
China strategy took place within EU
institutions. On 17" October, Josep
Borrell, high representative and vice
president (HR/VP) of the European
Commission, presented a European
External Action Service (EEAS)
report on the bilateral relationship
to member state foreign affairs
ministers, and on 20" and 215t October
to the European Council. While the
EUreaffirmed its commitment to

its 2019 approach to China, some

important nuances have emerged.

1. It's dependencies,
stupid!

The COVID-19 pandemic threatened
EU access to critical materials,
components and technologies,
prompting the European Commission
to map out its strategic dependencies;’
industrial public-private alliances

to be established in key areas such as
hydrogen, chips and batteries; and
the release of a Chips Act aimed at
enhancing European semiconductor
capabilities, among other actions.
Meanwhile, the war in Ukraine
highlighted the dangers of over-
reliance on an untrustworthy actor
like Russia for key inputs, leading to a
re-think of the EU’s energy framework
as well as plans to reduce dependencies
in other areas such as raw materials.
Managing dependencies is now a
fixture in both EU domestic and
foreign policy considerations and it is

not likely to go away anytime soon.

2. If the mountain
will not come to
Muhammad...

At the tail-end of the Juncker

Commission, policymakers became

Table:

FOREIGN DIRECT
INVESTMENT
SCREENING
MECHANISM

ANTI-COERCION
INSTRUMENT

REGULATION ON
FOREIGN SUBSIDIES
DISTORTING THE
INTERNAL MARKET

CORPORATE
SUSTAINABILITY
REPORTING DIRECTIVE

INTERNATIONAL
PROCUREMENT
INSTRUMENT

BAN ON PRODUCTS
EXTRACTED
THROUGH FORCED
LABOUR

CARBON BORDER
ADJUSTMENT
MECHANISM

BLOCKING STATUTE

increasingly aware that, rather than
waiting for China to change, it was

easier to enact changes within the EU

The regulation establishes a coordination and
information sharing mechanism between
Member States and the Commission for
investment screening cases. Currently 25
Member States have their own investment
screening regimes or are looking to establish one.

This proposed regulation aims to establish a
mechanism to deter coercive actions by third
countries and provide reporting channels for
companies.

This regulation will scrutinise the activities of
third-country actors benefitting from subsidies
within the Single Market—from M&A to bids—
with a view to prevent distortions and unfair
competition.

Under this regulation, large European companies
and their subsidiaries, non-EU companies with an
annual turnover of EURI50 million and some SMEs
will be subject to due diligence rules across their
global supply chains.

This instrument is aimed at ensuring reciprocity
in terms of access of European companies to
third country procurement markets by enabling
the EU to limit the access of non-EU players to
its procurement market.

The aim of this proposal is to ban from the
Single Market any products (both those domes-
tically made and those imported) extracted
through forced labour.

Aimed at preventing carbon leakage, importers
of certain goods to the Single Market would
have to buy digital certificates for each tonne of
carbon emissions embedded in their goods.

The amendment of this regulation aims to coun-
teract the extra-territorial application of sanc-
tions imposed by third countries to EU operators.

In force

In
progress

Adopted

Adopted

In force

In
progress

Awaiting
adoption

In
progress

Initiative. This trend has intensified
with the von der Leyen Commission,

with digitalisation, the fight against

itself. This led to a slew of ‘autonomous
measures’ - tools to protect the Single
Market from distortions caused by

third country actors (see table).

3. To be rich in friends is
to be poor in nothing

Working with international partners
is an important component of the

EU’s approach to China. The Juncker
Commission oversaw initiatives such
as Connectivity Strategy between
European and Asia which later became
the ‘Global Gateway’ - the EU’s

alternative to China’s Belt and Road

climate change, defence and promotion
of European values increasingly
prominent in its foreign, development

and trade policies.

One noteworthy bilateral initiative

is the EU-United States Trade and
Technology Council, which examines
areas for potential cooperation

like global trade challenges, export
controls and foreign direct investment

screening.

The von der Leyen Commission has

always emphasised expanding the

! Through two reports rolled out in 2021 and 2022
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EU’s network of free trade agreements
(FTAs) as well as their scope, but the
focus on resilience and dependency
reduction has added a new dimension
to this. For instance, along with
proposed legislation like the Raw
Materials Act, the EU aims to advance
work on agreements with Mexico, New
Zealand, India and Chile to increase

access to essential materials.

4. The Great Balancing
Act

Addressing the European Parliament
in late November, HR/VP Borrell posed
the following question: “Everyone is
fine with us increasing investment in
renewable energy and putting up a lot
of solar panels. Do you know where
they come from? From China. What's
worse then: (not) having them or

importing them?”

This illustrates the EU’s double
conundrum: although it sees China
as a competitor and systemic rival,
itis also aware that without China
global challenges cannot be resolved.
In addition, the deep bilateral trade
and investment ties make full-blown

decoupling highly undesirable.

On the first front, both the EU and
Member States have demonstrated
willingness to work with China in
areas like global health, food security
and most notably climate policy; for
example, the 2021 EU-China Common
Ground Taxonomy for green project

financing.

Positions on the risks and benefits of
the bilateral trade links are much more
diverse. Members of the European
Parliament made it clear that lifting

of the Chinese sanctions on European
lawmakers is a conditio sine qua

non for discussions on adoption of

the Comprehensive Agreement on
Investment (CAI) to start, while

the Russian invasion of Ukraine has
also questioned the effectiveness of
‘Change through Trade’ - a strategy
championed by Germany. At the

same time, the High-Level Economic
and Trade Dialogue in July resulted
in, among other things, Chinese
concessions on financial services,
proving that engagement with the
Chinese Government can still result in

some gains for European interests

5. United in diversity (of
views on China)?

EU Member States, each with their
own domestic interests and concerns,
are sometimes seen as a target for
the Chinese Government to foster
disunity within the EU. A prime
example is Greece blocking an EU
statement at the United Nations

in 2017 criticising China’s human
rights record. The 16+1 cooperation
mechanism between China and
Central and Eastern European
Countries was once considered a
significant source of interference,
but is now disintegrating due to
‘promise fatigue’ and increasingly
contentious relations between some
European participants (such as
Lithuania) and China. Moreover,
while the recent meetings between
German, French, Spanish, Dutch and
Italian leaders and President Xi all
covered national interests, a number
of common threads could stll be
found. These include messaging on
the war in Ukraine, cooperation on
global challenges and, in most cases,
mentions of human rights issues in
China.

Meanwhile, the European Parliament
has become an increasingly powerful
actor shaping the EU’s discussion

on China. As well as the unity on the
Chinese sanctions and the CAI, it was
the Parliament that called for the EU

ban on forced labour, adopted several

resolutions condemning human rights
abuses in China and spearheaded

outreach efforts to Taiwan.

Public opinion is also a key factor

for Member State leaders and EU
lawmakers alike, and views on China
has steadily deteriorated across the
board. According to a Eurobarometer
survey conducted in spring 2022, a
majority of respondents from 23 out of
27 Member States held negative views

of the country.®

6. In conclusion...

As the EU, China and the world have
been rocked by events in the past few
years, the EU’s approach to China—
while foundationally still based on the
pillars of cooperation, competition
and confrontation—has shifted. As a
result of COVID-19 and more recently
the war in Ukraine, the focus of
European policymakers is on reducing
dependencies on what is perceived

as unreliable partners (including
China, in the case of rare earths). The
realisation that change within the
bloc was easier to enact than change
in China also led the EU to roll out
defensive measures to guarantee a
level-playing field and reciprocity

for European actors, as well as

to address instances of coercion

and disinformation campaigns. At
the same time, European leaders
recognise the need to work with
China to address global issues, and
there is a general acknowledgement
of the strong bilateral trade and
investment ties, though assessments
on the risk/benefit balance of these
for the EU diverge. Finally, views
within the EU regarding how to
approach the relationship with China
vary, although recent exchanges have
demonstrated a degree of cohesion on

bottom-line issues. J¢

2 EP Spring 2022 Survey: Rallying around the European flag — Democracy as anchor point in
times of crisis, European Parliament, June 2022, viewed 5th January 2023, <https:/europa.
eu/eurobarometer/surveys/detail/2792>
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Dousing the Flames

How to respond well in a public relations crisis

by Ulan Tuya

The world of social media is a dangerous place for company
reputations. Any unhappy customer could spark off a huge public
relations (PR) crisis online with a single complaint post. Many
companies have drawn up plans to deal with such situations.
However, on several occasions, corporate responses didn't reduce
the negative voices online but instead inspired a new wave of
criticism, making the situation worse. Ulan Tuya of Ulan PR
Consultancy here shares some experiences and advice on how to
create a good response to a PR crisis on social media.

Why is a response a
must?

Well executed PR not only involves
dealing with media, but also is about
building effective communication
with anyone connected to the business
environment of a company. Key
stakeholders and supporters also need
to know and express the key message
and attitude of a company. In a PR
crisis situation, a corporate response
acts as an official conclusion, and every
crisis should have a clear conclusion to

bring closure to it.

‘Eight Sins’ of a bad
response

To paraphrase Tolstoy: all good responses
are alike; every bad response is bad in

its own way. We can summarise bad
responses into ‘Eight Sins’: arrogancy,
non-objective, evading the subject,

expanding the topic, unnecessary

information, complex writing, a wrong

attitude and playing tricks.

Arrogancy is fatal. You can feel the
arrogancy between the lines of many
bad statements in phrases such as:
“The customers don’t know the correct
way”; “We will take legal actions”; “We
sincerely apologise for any offense
that may have been caused”; “This is
our dealers’ fault”, to cite just a few.
The public are sensitive to arrogancy;
if they feel disrespected, they will call
it out. Arrogancy can be the enemy of

communication.

The key elements of a
good response

A good response should feature the

following aspects:

1. Focus on theissue. Don’t
expand the topic or involve more
stakeholders.

2. Focus on the key message.

3. Maintain transparency. Make
clear where responsibility for the

issue lies, and don’t be vague.

4. Give a solution. Try to specify the
actions you will take, something
that people will believe you can

really do.

5. Be concise, with clear truth and

evidence.

Response methods vary

A response can take many forms and

be sent out through various channels.
Not all responses need to be published
on media or the official corporate
website. It could be a voice message to
customers from your corporate toll-
free 400 number, a report to alocal
government department, a meeting
with dealers, a short message on Weibo,
and so on. The key audience will vary
depending on the topic. Identify the key
audience in each case and think about
what they like, and the best way to get
in touch with them. You need to make
sure your target audience is getting the

message.

The first step is: de-escalate. There is
a Chinese proverb: “ A clever person
turns great troubles into little ones,
and little ones into none at all.” For
example: Some customers complain

online. You have two choices: first, the
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PR team publish a statement. Second,

the post-sales team calls the customers
to explain and give refunds. The former
will make the issue into a public opinion
issue. The latter will de-escalate it into
acustomer service routine. Which is
more likely to attract more attention

the media? Which would you choose?

Choose the right
manner

It is essential to abate the audience’s
rage. Having the right manner when
responding can help focus the public
and media on the issue, instead of
them engaging in negative sentimental
expression. In many public opinion
cases, the more aggressively a company
behaves, the more negative comments
from the public become. People

always sympathise with the underdog.
Compared to individual customers,

a company born to make profit is the

strong, and therefore ‘wicked’, side.

The right manner is soft and rational.
Sometimes the team can feel wronged,
angry or depressed when a PR crisis
emerges. If the executives or team are
emotional, it can cause problems. For
example, if the internal mood isn’t
handled well, it may be expressed
through the PR response and be sensed
by the public, which could lead to a new
round of quarrels. So, before sending
out aresponse, give it a final check to
make sure no sentimental clues can be

detected between the lines.

Misunderstanding by
the public

With more industry segmentation,
misunderstanding over a certain sector
or product is common. Educating
consumers on those sensitive
industrial elements should be done as
part of daily PR work. Regular PR work
and crisis management are two sides

of one coin; if you can’t educate your
audience with the correct message,
then they may be misled by wrong ones.

Build your firewall on sunny days.

A good method is to explain an

issue with data and evidence from
independent sources where possible. For
example, a famous coffee brand became
the target of many Chinese social media
posts stating that coffee causes cancer.
The company posted a response one day
later: simply a translation of the United
States National Coffee Association’s
Statement on Coffee & Prop.65 Ruling,
which referred to multiple scientific and
academic reports disputing that coffee
could cause cancer with proof that the
beverage can instead be beneficial to
people’s health. This response killed all

the negative discussion.

Some tips
¢ Never criticise or challenge media.
¢ Don’t admit any blame without

evidence; don’t cover up if you are

to blame.

COVER STORY

¢ Don’tlie.
¢ Show evidence if you have any.

¢ Effective evidence is from public
resources, including data, laws and
regulations, or certificates from

independent resources.
¢ Takeasoft attitude. Don’t be aggressive.
* Don’ttake alawyer’s letter as a threat.

¢ Technical and legal language are
not for communication. Use simple

words.

¢ Focuson the issue, provide the

necessary information.
¢ Don’t praise your company.

¢ Don’t mention others, either

industries or competitors.
¢ Don’t feel wronged.
¢ Don’t make jokes.

¢ Don’trespond through an
executive’s private social media

accounts. E

Ulan Tuya is the chief executive officer of Ulan
Public Relations Consultancy. Ulan is a professional
PR expert, especially on crisis management, with
20 years of experience in the field. She is also vice
chair of the European Chamber's Marketing and
Communications Forum, and a career mentor with
the Beijing International MBA programme at the
National School of Development, Peking University.
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As one of China's largest property developers, the announcement
at the end of 2021 of Evergrande’s debt default sparked an
unexpected property crisis after years of optimism in the real
estate sector. Since China first started opening up its economy

in the 1980s, the real estate market has been a key driver of
economic growth. However, with sales in October plummeting 28
per cent from a year earlier,' the recent volatility of the real estate
market has exacerbated other instabilities in the social fabric of
the country, particularly following COVID-19 lockdowns across
more than 70 cities across China in 2022. With homes and
existing inventory currently valued at an estimated United States
dollars (USD) 52 trillion,’ and the accelerating property debt
crisis spilling over into other areas of the economy, the stakes
remain higher than ever. Stephanie Sam, communications and
business manager with the European Chamber, asks how
China's property market spiralled out of control in the first place
and, more importantly, what sort of domino effect will it have on
the country's economic outlook and the wider global economy?

The fall of Evergrande

While at least 18 other real estate
giants also faced severe liquidity
issues,* none have faced as much media
scrutiny as the posterchild of China’s
current property crisis: Evergrande.
Once a core pillar of the country’s
economic growth, Evergrande became
the highest-profile casualty as the most
indebted developer, crushed under the
weight of debts of over USD 300 billion

' China Home Sales Drop 28% as Covid Flare—Up Adds to Risks, Bloomberg, 31"
October 2022, viewed 14" December 2022, <https://www.bloomberg.com/news/
10—31/china—h les—di d—fl p-adds—t

ar
risks?leadSource=uverify%20wall>

* Gan, Nectar, Chinese Cities Rush To Lockdown In Show of Loyalty To Xi's Zero—Covid’
Strategy, CNN, 5" September 2022, viewed 10" December 2022, < https:/www.cnn.
e AT G T T e i

3 China’s Bursting Housing Bubble Will Rock the Economy for Years, Bloomberg, 13"

October 2022, viewed 4" December 2022, <https:/www.bloomberg.com/news/
10-12/chi bill timulusfailing—te k—demand—f

ar
housing#xj4y7vzkg>

* Ouyang, Iris, China bond defaults hit US$20 billion in 2022, more than double last year’s

total, as property developers teeter, South China Morning Post, 19" July 2022, viewed 14"
December 2022, <https://www.scmp.com/business/c 185
bond—defaults—hit—us20—billion-2022

double—last>

* He, Laura, Evergrande has failed to deliver the debt restructuring plan it promised, CAN, 1°

August 2022, viewed 4" December 2022, <https://www.cnn.com/2022/08/01/economy/
h d deadl ol dex.html>
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- which include around USD 20 billion

owed to overseas investors.® Although

the unfolding debt crisis took many
by surprise at the end of 2021, real
estate developers had been grappling
with mounting financial stress for
months - the culmination of excessive
borrowing and unsustainable growth
strategies. Evergrande in particular
had pursued a risky diversification
strategy and aggressive expansion
into many new sectors, including
energy and electric vehicles. After
struggling to repay its debt obligations,
Evergrande began one of China’s
biggest government-supervised debt
restructuring processes to ease its
liquidity challenges. As the saga
unravelled, two international credit
rating agencies, Fitch and Moody'’s,

withdrew their respective ratings

of Evergrande due to insufficient

information being provided by the
property giant,® highlighting the lack
of investor confidence in the Chinese

property market.

Growth driving ghost
cities

To understand how the property
sector spiralled out of control, it is
crucial to see the bigger picture of
where real estate fits into China’s
development ambitions. The country’s
emerging middle class has long had a
cultural propensity to favour property
investments. Over the past 15 years,

as the middle class expanded, housing
prices surged sixfold, which led to the
speculative buying of pre-sold new
homes—housing sold before being built

or completed—by property developers.”

/

—\

2 /

As aresult, by October 2022, the real
estate sector accounted for almost
40 per cent of household assets and a

quarter of domestic output.®

This speculation in real estate prices
has resulted in the phenomenon of many
‘ghost towns’ cropping up in China - a
misnomer applying to newly developed
cities left unoccupied due to supply
outweighing demand, rather than being
abandoned.’ Current estimates suggest
around 65 million homes, or one fifth

of all apartments, sit empty in China

Fitch withdraws ratings on debtladen China Evergrande, subsidiaries, Reuters, 2" June

2022, viewed 14" December 2022, <https://www.reuters.com/business/fitch-withdraws—
(T aEaGEi BT i il 2022-06-0:

™ Curran, Enda, How China's Property Developers Got Into Such a Mess, The
Washington Post, 3" November 2022, viewed 14" December 2022, <https:/www.
h to—such

ty—devel
property pers—g
mess/2022/11/03/2842fbca—5b61-11ed—bc40-b5a130f95ee7_story.html>

® China’s Bursting Housing Bubble Will Rock the Economy for Years, Bloomberg, 13"

October 2022, viewed 4 December 2022, <https://www.bloomberg.com/news/
10-12/chi il TS o [ ot e T

arti 0 D
housingi#xj4y7vzkg>

® Concrete ‘Ghost Towns' Make China's Real Estate Bubble Visible, Nikkei Asia, 9" February
2022, viewed 9" December 2022, : nikkei. The f—Great.
ke—Chi I-estate—bubble—visibl
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- “enough to house the population of
France”.”® Further fuelling the property
boom is the ingrained societal pressure
for Chinese men to own property as a
prerequisite before marriage,' as well
as China’s aim of reaching 65 per cent
urbanisation by 2025 under the 14"

Five-year Plan.”?

A systemic issue

This overreliance on the real estate sector
has been touted as ‘a systemic problem’.’?
Several elements bind the real estate
market to China’s financial system: the
first that comes to mind is the dominance
of property in Chinese households’

asset portfolios due to the lack of other
investment vehicles for consumers to
explore in addition to underdeveloped

domestic financial markets.**

The Chinese real estate market is not
only a key driver of China’s economic
growth, but also an integral component
of the country’s constitution, given

that all land is owned by the state. The
billions of dollars of revenue generated
by land auctions and property market
earnings meant that the government

had incentive to drive up supply and
encourage property investments. Local
governments in particular rely heavily on
revenues from land and future land sales
as collateral for debt financing through
local government financing vehicles.'
Meanwhile, the provision of overzealous
loans to households, developers and

local governments has left banks heavily
exposed to the real estate crisis - making
the sector systemically entrenched in the

Chinese financial system.

Property crackdowns

While many issues had been simmering
underneath the surface, it was the
August 2020 crackdown on excessive
borrowing that first revealed the
cracks in Evergrande and other real

estate giants. In a bid to rein in high

debt and curb soaring housing prices,
Beijing implemented the ‘Three Red
Lines’ policy - three requirements
aimed at restricting property
developers’ abilities to raise financing
unless their debt ratios were below
specified thresholds.'* While the curbs
were intended to reduce leverage and
mitigate financial risks associated with
debt refinancing strategies, the tighter
regulatory restraints have made for a
painful transition process - especially

for heavily leveraged Evergrande.

‘Pay now, own never’

As the property sector crashed, and work
on pre-sold housing projects was delayed
or suspended, over 340 mortgage strikes
took place in over 100 Chinese cities."”
Initially encouraged by the government
policies and the steadily rising prices of
the property market, the real victims

of China’s property pyramid are from

its emerging middle class, now caught
between arock and a hard place where
construction work has been paused
indefinitely while mortgage payments
pile up. Despite threats of legal action,
punishment and negative repercussions
for their social credit scores, many
homebuyers felt they were left with no
other option but to refuse to pay their
mortgages for property that might never
materialise — which in turn put as much
as USD 365 billion worth of bank loans at
risk.'® Coupled with mounting expenses
and steep salary cuts due to the COVID-
induced economic slowdown, ordinary
citizens who bet on the certainty of price
rises by taking out private high-interest
loans or borrowed from friends and
family, face aless than ideal situation of

‘pay now, own never’."”

House of cards

China’s crumbling real estate sector
has the world watching carefully;
the supply chain challenges caused
by its COVID-induced lockdowns in

spring 2022 served as a good reminder
of how interconnected the global
economy is. Given the impending
global recession and the significant
proportion of overseas investors in the
Chinese property market, there will be
worrying implications if Evergrande or

other real estate giants default.

Recent relief measures to assist banks
in extending loans and reducing down
payments and mortgage rates, as well as
to ensure the delivery of pre-sold homes,
have been called a ‘turning point’ in the
property crackdown.?® Others take a
more realistic view, stating that China’s
central government is unlikely to bail
out the property developers.?! Surges in
Chinese real estate stocks in November
2022 also rang warning bells of a “weak

reality vs high expectations”.?

The stakes remain too high for a Lehman
Brothers-esque collapse in China; the
real estate sector is too intrinsically

tied to the economy for the Chinese
Government to let Evergrande, and the
wider real estate sector fail. However, the
crisis illustrates the systemic pitfalls of
the sector, with the prospects for China’s
real estate sector likely to remain gloomy

for years to come. 58

™ Batarags, Lina, China has at least 65 million empty homes — enough to house the population
of France. It offers a glimpse into the country's massive housing—-market problem, Business
Insider, 14" October 2021. viewed 5" December 2022, <https://www.businessinsider.com/
h pty—h I—estat grande—housing—market—problem—2021-10>
Pitt, Juliette, China's Property Crisis: Is Owning a Home Before Marriage Still Attainable?, Dao
Insights, 25" August 2022, viewed 14" December 2022, <https://daoinsights.com/opinions/
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" China Outlines Major Tasks On Urbanization, Urban—rural Development, Xinhua, 29" March

2022, viewed 11" December 2022, <https://en.ndrc.goy
120220329_1321397.html>
Michael Pettis, China’s Overextended Real Estate Sector Is a Systemic Problem, Carnegie

Endowment for International Peace, 24" August 2022, viewed 14" December 2022, <https:/
751>
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“ Liu, Chang and Xiong, Wei, China’s Real Estate Market, National Bureau of Economic Research,
November 2018, viewed 12" December 2022, <https://www.nber.org/papers/w25297>
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cautious-11668430831>

" Zhou, Wei, Pay Now, Own Never: China’s Failing Developers Leave Buyers in Debt, Sixth
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A stabilising force amid tumultuous times?
by

The Foreign Investment Law (FIL) and its Implementing Measures were promulgated
in January 2020. Since then, China—alongside the rest of the world—has faced
momentous challenges and uncertainties. Its political, social and economic
environment has altered and adapted to tackle these obstacles, not to mention shifting
geopolitical concerns, climate change and digitalisation.

Given that foreign-invested enterprises (FIEs) account for about a quarter of China's

industrial output, a fifth of its tax revenue, and about 40 per cent of its total imports

and exports, stabilising foreign investment and optimising the distribution of

foreign capital is indeed a top priority for the Chinese Government, a point recently

reaffirmed in President Xi Jinping's report to the 20™ Party Congress. Reflecting on the
aforementioned points, of the

and of examine how national

policymakers have sought to stabilise foreign investment since the FIL was introduced.




National Security
Review mechanism

An oft-contentious aspect for
foreign investors within China has
been the security review of certain
investments. This requirement dates
back to 2006, when the Ministry

of Commerce (MOFCOM) released
the Provisions on the Merger and
Acquisition of Domestic Enterprises
by Foreign Investors (M&A Rule).
Under this rule, national security
review (NSR) only applied to foreign
investment through merger and
acquisition, with the MOFCOM the

authority in charge.

However, the FIL has broadened
the scope of national security
review to cover greenfield foreign
direct investment and indirect
foreign investment in cases where
national security may be affected.
The authority in charge of national
security review now consists of a
joint working mechanism under the
National Development and Reform
Commission (NDRC).

On 19" December 2020, the NDRC
and the MOFCOM jointly released
the Measures for Foreign Investment
Security, providing detailed
requirements and procedures, and
signalling the establishment of the
foreign investment security review

system under the FIL.

Categories and scope

The first category concerns security
of national defense. In practice, this
rarely applies as it is quite uncommon
to have transactions involving foreign
investment into military-related
sectors in China, especially following
the Trump Administration bans on
such investment by United States

firms.

However, the second category, in
which investments confer at least de
facto control upon foreign investors
(meaning if the voting rights enjoyed
by a foreign investor allow it to exert
material influence over the board of
directors, shareholders’ meetings or
resolutions of shareholders’ meetings;
or there are other circumstances that
would enable foreign investors to exert
material influence over management
decision-making, human resources,
finance, technology, or other areas)

is of more relevance. This category
includes investments into alist of
industry sectors that are considered to
concern national security, including
important energy and resources;
important equipment manufacturing;
important infrastructure; important
transport services; important
information technology (IT) and
internet products and services; and
important financial services, to name

but a few of the most relevant.

In practice, the Measures do not specify
what amounts to ‘important’, leaving
the authorities with considerable
discretion, and thus a relatively

broad interpretation appears likely.

In summation, an investor should
consider the invested sectors as
in-scope if they appear close to the

description provided by the Measures.

Big data, IT, artificial intelligence

and internet-based technologies

have all come under the spotlight due

to the rise of the digital economy.
Therefore, foreign investors should not
underestimate the strategic importance
and sensitivity of these sectors when
assessing the relevance of Chinese NSR

regime to a particular transaction.

Impact

Although the Review Measures provide
more detail on the NSR mechanism,

the list of sensitive areas that could

potentially trigger a NSR remains quite
vague and general. While the NDRC has
made efforts to assist businesses—for
example, setting up a contact point

for NSR-related consultancy—it is
necessary for additional relevant
stakeholders to provide more clarity on

this topic.

According to the European Chamber’s
Business Confidence Survey 2022,
ambiguity in rules and regulations has
ranked for six consecutive years as the
most significant regulatory obstacle to
doing business in China, highlighting
the need for regulatory reform as well
as improved communication between

government and industry.

Complaint mechanism
for FIEs

In conjunction with the provisions

set out in the FIL, the MOFCOM
created a new mechanism for handling
complaints lodged by FIEs, codified in
the Measures for Processing Complaints
of Foreign-invested Companies
(Measures), with greater intellectual
property (IP) rights protection, equal

treatment, and transparency.

These latest complaint rules include
several important developments, most
notably the creation of a new, high-
level system with the authority to
coordinate complaints at the central
level and guide others at regional
levels. When a complaint is filed with
one of the complaint-handling agencies
in MOFCOM, the complainant will
have to provide supportive documents,
facts and evidence. The agency will
then have to either accept or reject

the complaint within seven working
days from the day of receiving the
complaint. Upon acceptance of a case,
the agency should resolve it in 60 days
(which can be extended if the matter is
relatively complex and involves several

departments).
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Since 2020, over

of European FDI has come
from just 10 investors.

of FDI from Europe into China went
to just five sectors—automobiles,
food processing, pharmaceuticals
and biotech, chemicals, and
consumer products manufacturing

European countries—Germany,
the United Kingdom, France and
the Netherlands—accounted for
87 per cent of total FDI in China on
average during the past two years

Investment from the EU dropped

from 2019 levels.

The EU's share of overall
FDI into China fell to

from a high of 11.1 per cent in 1999.

Other notable additions include a ‘no-
retaliation’ clause in which foreign
companies are guaranteed in writing
that punitive retaliatory actions

are not to be conducted, as well as a
shortened timeframe for processing
longer complaints (reduced from two

years to one.)

Despite these improvements, the
complaint measures are not a remedy
for all issues, as it remains unclear

if the new scheme will consider
IP-related complaints within its
administrative scope. Additionally,
the word ‘complainant’ is defined
narrowly as ‘FIEs’ and ‘foreign
investors’. Business organisations had
called for expanding the definition

of complainant to include industry
associations, as this would allow for the
anonymising of complaints and their
presentation as collective problems,
thereby minimising any risks assumed

by any individual company.

Conclusion

With the release of the FIL and its
subsequent apparatus for effective
realisation, meticulously arranged over
the past three years, stabilisation of
foreign investment has been pursued
from a multitude of angles. However,
European investment in China has
over that time become increasingly
consolidated among a few investors,
sectors and origin countries. Over 80
per cent of European FDI has come
from just 10 investors, 70 per cent of
FDI from Europe into China went to
just five sectors—automobiles, food
processing, pharmaceuticals and
biotech, chemicals, and consumer
products manufacturing—and just
four European countries—Germany,
the United Kingdom, France and the
Netherlands—accounting for 87 per
cent of total FDI in China on average

during the aforementioned period.

FDI data into China has also declined
since 2020; investment from the EU
dropped 11.8 per cent from 2019 levels,
and the EU’s share of overall FDI into
China fell to 3.8 per cent from a high of
11.1 per cent in 1999.

Although the NDRC recently
introduced Several Policy Measures
to Stabilise Foreign Investment Stocks
and Spur Foreign Investment Quality
and Quantity with a Focus on the
Manufacturing Sector, which details
15 measures to stabilise and attract
foreign investment, various factors
indicate that China has become less
attractive as an investment destination
for European companies since the

promulgation of the FIL.

Stalling state-owned enterprise
reform and increasingly ad hoc
policymaking, disorganised COVID-19
policies, fewer opportunities for
in-person knowledge exchange, and
shifting supply chain strategies all
need to be addressed to assuage
investors’ concerns over the opening
up of market segments and decoupling

with other markets. 3¢

P

D’Andrea & Partners Legal Counsel (DP Group)
was founded in 2013 by Carlo Diego D'Andrea

and Matteo Hanbin Zhi, both of whom have
extensive backgrounds in Chinese and EU law. Our
firm's services encompass a full range of foreign
direct investment/overseas direct investment-
related matters, with a special focus on business
relationships between Europe and Asia, inclusive
of topics such as cross-border mergers and
acquisitions; scouting, relocation and negotiation
with local and government authorities; dispute
resolution and corporate governance; IP protection,
litigation and arbitration; and employment and
labour law, among others. DP Group currently

has four service entities: D’Andrea & Partners
Legal Counsel; PHC Tax & Accounting Advisory;
EASTANT Communication and Events; and Chance
& Better Education Consulting. DP Group has
branches around the world, including in several

major developing economies.
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rossing the
iver Without
tones

The European Chamber
Annual Conference 2022

The European Chamber held its annual
conference in Beijing on 9" December, under the
theme ‘Crossing the River Without Stones’. The
event was held in hybrid format - while some
were able to attend the conference in person,

a surge in COVID cases in Beijing meant many
were also forced to participate online. The silver
lining of this was that it made the conference
available to stakeholders in all regions of both
China and Europe.

Opening speech

The opening speech was delivered by Jorg Wuttke, president
of the European Chamber. He noted that while the phrase
“crossing the river by feeling the stones” is generally
associated with Deng Xiaoping, and moving China forwards, it
was in fact coined by Chen Yun in reference to slowly opening
up the Chinese economy. President Wuttke said there were
some major ‘stones’ that could be credited with bringing
China to where it is today: real estate, which is now in a very
precarious position; fixed asset investment, leaving China
now with three times the infrastructure in terms of gross
domestic product (GDP) of that the United States (US) has;
exports, which drove China’s economic rise; demographics,
as the country had a lot of young people available to go

into the factories, an advantage that is now changing; and

urbanisation, where a population equal to New York City

20

JANUARY/FEBRUARY 2023




moved to cities every year, though
urbanisation can only be done once. He
said that future ‘stones’ should include
high-technology manufacturing and
consumption, which need the right

conditions to succeed.

President Wuttke also spoke of

the Chamber’s annual flagship
publications, the Business Confidence
Survey and the Position Paper.

The BCS imagery referred to back
swans, specifically COVID-19 and
the Russian war in Ukraine, with
alighthouse representing Chin’as
potential to recover and return to
growth. The messaging of the Postion
Paper 2022/2023 was “idealogy
trumps the economy”, indicating

the Chamber’s concerns over the
Chinese Government’s appreciation
of the importance of the privately-
owned business sector, which plays
an oversized role in innovation and

economic development.

The final major topic brought up

by President Wuttke was China’s
handling of COVID-19. He said while
Chinese people had been well-
protected from the worst of the initial
COVID variants, the government’s
emphasis on testing over vaccination
had led to a waste of resources and
greatly impacted people’s daily lives.
President Wuttke highlighted the
Chamber’s consistent promotion of
vaccination since the pandemic began.
He added that while the new measures
introduced by the government to ease
COVID restrictions were welcome,

a coordinated and choreographed

opening up is vital.

Ambassador’s address

HE Jorge Toledo, the newly appointed
ambassador of the Delegation of the
European Union (EU) to China, also
addressed the annual conference. He

began by praising the Chamber for

its visibility, not only in China but
also in the global debate and analysis
of China-related concerns. The
ambassador echoed the Chamber’s
emphasis on vaccination, saying that
it was not only important to avoid
disruptions to business, but also to

ensure people’s safety and health.

Ambassador Toledo spoke of the
turbulence of 2022, such as that caused
by the Russian invasion of Ukraine,
which had led directly to global food
shortages and the fuel crisis in Europe.
He highlighted the endurance of the
strong trade links between the EU

and China, despite the unbalanced
nature of that trade. The ambassador
said that while the EU has referred to
China as “a partner, a competitor and

a systemic rival” since 2019, the recent
visit of Charles Michel, president

of the European Council, was vital

in ensuring dialogue is maintained
between the two sides. He added

that “’systemic rival’ does not mean

39

‘enemy’”, but is rather recognition of
the differences in the systems adopted
in the EU and in China. While the two
sides can partner well on combatting
climate change, and compete and
cooperate on trade, they can also utilise
their dialogue channels on issues in

which they have opposing views and

systems, such as human rights.

Aleading official of the Directorate
General for Trade, EU Commission,
addressed the conference by video link
from Brussels, highlighting the regard
the European Chamber is held in by
European institutions as a reliable
voice from the ground in China, and
thanked the Chamber for its assistance
in preparing for the high-level

trade negotiations with the Chinese
Government in 2022. The official went
on to speak of the tools the EU has
introduced to protect its own businesses
and market, but also stressed that any
decoupling between the EU and China

was undesirable and should be avoided.

Panel discussions

Two panel discussions also took

place during the conference. The

first, moderated by Wendy Wu from
the South China Morning Post, was
themed “Is ideology really trumping
the economy?” The panellists shared
their views on how the new leadership
of the Communist Party of China

will shape the country’s social and
economic policies going forward. They
noted that the more consolidated
power of the State Council could lead
to more efficient implementation of
policies, though it increases the risk
of sudden policy changes. The panel
also agreed that foreign businesses
operating in China were more affected
by politically-driven policies in recent
years than when China joined the
World Trade Organization 20 years

ago.

The second panel was themed ‘China
Ahead 2023’, which focussed on the
outlook for the Chinese economy in the
year ahead. The panellists also gave
their interpretations of the concepts of
‘common prosperity’ and the ‘unified
market’. Questions from the audience
for the panellists centred on the
sources of consumerism in the Chinese
market and the viability of introducing

property tax in China.

The conference closed with an address
from a former leading official of a
Chinese financial institution, who

also emphasised the potential for
deeper cooperation between the EU
and China, in particular in the areas of
climate change, bilateral investment
and financing the transition to

renewable energies. 38

For further details on the topics addressed in the
speeches and discussions that took place during
the conference, the Chamber’s BCS 2022 and
Position Paper 2022/2023 are available to download
from our website, www.europeanchamber.com.cn.
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25™ NOV.

BEIJING

European Chamber
representatives with
European Council President
Charles Michel

Photo: European Chamber

2"° NOV.

BEIJING

President Wuttke, VP
Eskelund and VP Weill with
Director Peng Yong of the
CPC’s CECC.

Photo: European Chamber

Chamber representatives brief European
Council President Charles Michel ahead of his

China visit

On 25" November, a delegation of European Chamber
representatives led by President J6rg Wuttke met with
European Council President Charles Michel ahead of
his visit to China to brief him on recent developments

on the ground.

President Wuttke outlined the key trends shaping

China'’s political, social and economic environment,

and their impact on European businesses. The
Chamber’s other representatives then shared their
insights on both horizontal issues—such as the
challenges facing small and medium-sized enterprises
in China—and sectoral issues, including in relation to
the energy, financial services and automotive sectors,

among others.

Chamber meets with Director Peng Yong of the
CPC’s China Economic Cooperation Centre

On 2™ November, President Wuttke, along with
Chamber vice presidents (VPs) Jens Eskelund and
Bruno Weill, met with Peng Yong, director of the
China Economic Cooperation Centre (CECC) of the
International Department, Central Committee of the
Communist Party of China (CPC).The two sides had a
candid discussion on recent developments pertaining
to trade and investment between the European Union
(EU) and China, China’s COVID-19 containment policy
and European businesses’ access to the China market.
They agreed to stay in close communication and to

promote further EU-China economic cooperation.
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2"° NOV.

BEIJING

President Wuttke with
Ambassador—designate to
the EU, HE Mr Fu Cong
Photo: European Chamber

13™ NOV.

BEIJING

Carbon Market Working
Group Chair Hengwei Liu (top
right) apeaking at the annual
conference of the China
Green Finance Committee
Photo: European Chamber

24™ NoV.

BEIJING AND
BRUSSELS

President Wuttke meets with Ambassador-
designate to the EU, HE Mr Fu Cong

On 2™ November, President Wuttke was received by

HE Mr FU Cong, ambassador-designate to the EU, in
Beijing. An open and frank exchange took place, which
covered EU-Chinabilateral relations, China’s COVID-19
containment polices and the development of European
businesses in China. President Wuttke conveyed his
best wishes to the Ambassador-designate on his coming
appointment in Brussels, and expressed hope that both

parties will maintain regular contact.

Carbon Market chair joins China Green Finance
Committee annual conference

0On 13" November, the Green Finance Committee of
the China Society for Finance and Banking hosted an
online annual conference, during which it presented
its 2021/2022 report and outlook for 2022/2023.
European Chamber Carbon Market Working Group
Chair Mr Hengwei Liu participated in a sub-forum on
international cooperation in the field of green finance
and China’s Belt and Road Initiative, sharing the

perspective of European businesses.

Chamber co-organises EU-China
Biopharmaceutical Innovation and
Development Roundtable

On 24" November 2022, the EU-China
Biopharmaceutical Innovation and Development
Roundtable took place using a hybrid format
connecting Beijing and Brussels. It was co-organised
by the European Chamber and the China Society

for Drug Regulation (CSDR), with support from the
European Federation of Pharmaceutical Industries and

Associations (EFPIA).

Zhao Junning, deputy commissioner of the National
Medical Products Administration, delivered the

keynote speech, highlighting Europe and China’s

commitment to strengthening cooperation and dialogue
on health and innovation, a priority emphasised at the
2022 EU-China Summit and the EU-China High-level
Economic and Trade Dialogue. President Wuttke, Zhang
Wei, president of the CSDR, and Olivier Charmeil, chair
of the International Board Sponsored Committee of the
EFPIA, also delivered speeches. In addition, officials
from the NMPA Department of Science, Technology
and International Cooperation, Department of Policies
and Regulations, Department of Drug Registration,
Department of Drug Regulation, and the Centre for

Drug Evaluation introduced key policy developments.

JANUARY/FEBRUARY 2023
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Revitalising the
Greater Bay Area

New Guangzhou Nansha preferential tax incentive
by Aaron Finlay

Plans to create a city/regional cluster of key cities in
Guangdong, along with Hong Kong and Macao—dubbed the
‘Greater Bay Area’ or GBA—were widely welcomed when they
were first formally introduced in 2017. The first major piece

of infrastructure to be set up was the sea bridge connecting
Shenzhen and Hong Kong to Zhuhai and Macao by road.
Then COVID-19 arrived and further infrastructure development
stalled. In 2022, the Chinese Government began to renew its
drive to incentivise investment in the GBA through iniitiatives
like special business zones and preferential treatment for
enterprises from the industries most in demand. Aaron Finlay,
chair of the South China Finance and Taxation Working
Group, looks at one of these newly proposed initiatives.

On 14" June 2022, the State Council officially issued the Overall Plan for
Deepening the Guangdong-Hong Kong-Macao Comprehensive Cooperation (GBA)
in Guangzhou Nansha Facing the World (Guo Fa [2022] No. 13) (Overall Plan).
The aim of the Overall Plan is to promote GBA comprehensive cooperation

in Guangzhou Nansha, and to support Nansha in becoming a major strategic

platform within the GBA.

On 21°t July 2022, China’s Ministry of Finance (MOF) promulgated the Notice on
the Preferential Policies for Individual Income Tax (IIT) in Nansha, Guangzhou
(Cai Shui [2022] No. 29), (Circular No. 29), and on 25" September 2022, the State
Administration of Taxation (STA) released the Notice on Guangzhou Nansha
Enterprise Income Tax Preferential Policies (Cai Shui [2022] No. 40) (Circular
No. 40). These two documents clarified the tax incentive policies in the Overall
Plan and put forward opinions on how these should be implemented. Table 1

briefly introduces the new preferential policies.
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Table 1: Summary of preferential policies

Taxation area

Specific provisions

Scope of
implemen-
tation

C. Hong Kong and Macao residents working in

IIT: excess exemption

for details).

A. Enterprise income tax - A reduced
rate of 15 per cent will be made available
for eligible encouraged industrial
enterprises located in the Nansha Pilot

Start-up Zone.

» Applicable conditions (subject to both):

1. If a company’s main business is
the industrial project specified in
the Guangzhou Nansha Enterprise
Income Tax Preferential Catalogue
(2022 Edition) (Preferential
Catalogue), and the main business
income accounts for more than
60 per cent of the total enterprise
revenue. Total income shall be
determined in accordance with
Article 6 of the Enterprise Income

Tax Law.

2. Enterprises must have substantive
operations in order to be eligible for

consideration..

e Application to head office and

branches:

1. For enterprises with their China
head office located in the Nansha
Pilot Zone, the 15 per cent
tax rate will only apply to the
income derived by that office, as
well as branches located in the

Nansha Pilot Zone that meet the

Nansha are exempted from IIT exceeding the
tax burden of their home region (see Section C Guangzhou

The whole area
of Nansha,

prescribed conditions;

2. For enterprises with their head
office located outside the Nansha
Pilot Start-up Zone, the 15 per cent
tax rate will only apply to income
derived by their branches located
in the pilot zone that meet the

prescribed conditions.

B. Enterprise income tax: Starting
from 15* January 2022, high-technology
companies established in Nansha and
technology-based small and medium-
sized enterprises (SMEs) will be allowed
to carry forward any losses incurred

in the eight years before the initial
qualification year, with the maximum

carry-over period extended to 13 years.

¢ Applicable conditions (subject to
both):

1. Enterprises in key high-technology
industries that engage in
the business specified in the
Preferential Catalogue, and their
main business income accounts for
more than 60 per cent of the total

revenue of the enterprise;

2. Qualified as a high-technology
enterprise or a technology-based

SMEs, including:

a) High-technology enterprises:
identified in accordance with
the Notice on Revising and
Issuing the Administrative
Measures for the Identification
of ‘High-technology
Enterprises’ (Guoke Fa Huo
[2016] No. 32);

b) Technology-based SMEs: In
accordance with the Notice
on Printing and Distributing
the Evaluation Measures for
‘Science and Technology-based
SMEs’ (Guo Kefa Zheng [2017]
No. 115), the registration of
S&T-based SMEs shall be

obtained.

C.IIT - Hong Kong and Macao residents
working in Nansha are exempted from
the portion of their personal income

tax burden exceeding the equivalent

amount of tax in Hong Kong or Macao.

¢ Scope of benefits: Comprehensive

income from Nansha, Guangzhou.

¢ Preferential application method:
The subsidy can be claimed when
filing the annual settlement of IIT
in Nansha, Guangzhou. E

Note: This article has been prepared by Deloitte
China for general reference only. We recommend
that readers consult a tax advisor before taking
action on the relevant information.

Aaron Finley is national vice chair and South China
Chapter Chair of the Finance and Taxation Working
Group. He is also the director for South China

Business Development with Deloitte China.

Deloitte China provides integrated professional
services, with our long-term commitment to be a
leading contributor to China’s reform, opening-up
and economic development. We are a globally
connected firm with deep roots locally, owned

by our partners in China. With over 20,000
professionals across 30 Chinese cities, we provide
our clients with a one-stop shop offering world-
leading audit and assurance, consulting, financial
advisory, risk advisory, tax and business advisory

services.
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SQUATTERS AND
COUNTERFEITERS

Research on app trademark infringement trends and risks
by Rouse

Smartphones, the surge of Internet users worldwide and digital economy
growth have resulted in the rapid development of

the application (app) industry. As of December
2021, the number of Internet users in China
surpassed one billion, up almost 43 million ‘

year-on-year. The proportion that accessed
the Internet by mobile phone is 99.7 per cent,
while the number of apps in China's market
reached 2.52 million.’
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In China, the number and types of app stores are large and diverse.
Generally, Chinese smartphone manufacturers and large-scale
Internet enterprises operate their own app store, and some small
Internet technology companies also run platforms where customers
can download apps. There are over 10 mainstream app stores and
around 100 small app platforms in China. This results in a complex
market environment and diverse infringement issues for brand
owners when they enter the Chinese market.

App trademark infringement is now a new trend, and app squatting
is becoming as common as trademark squatting and domain-
name squatting.? This article by Rouse discusses app trademark
infringement from three aspects: an overview of app trademark
infringement, determining when infringements occur, and ways to

protect against being targeted.

Overview of
app trademark
infringement

Trademark infringement is a major
problem for brand owners, as it not
only impinges upon their rights but
also could lead to market confusion and
brand dilution. The types of trademark
infringements and subsequent risks
brand owners encounter vary across

industries, including the app industry.

App trademark infringement issues
mainly involve app marks (icons and
names), and can be summarised as

two types: first, using marks that are
identical to others’ registered trademark
as app marks; and second, using marks

that are confusingly similar to others.

These two infringement patterns
could result in the following risks for

brand owners:

1. App squatting and
counterfeiting: This is a prominent
risk due to the exclusivity of apps
offered in app stores. Once an app

and its mark are registered with an

app store, other apps using the same
marks will not be accepted.® App
‘squatting’ is when fraudsters use
brand owners’ registered trademark
to develop apps and register with
app stores, thereby preventing
brand owners from releasing their
authentic apps through those

outlets.

App counterfeiting is quite similar.
This is where apps imitate brand
products or services to mislead
Internet users into believing they are
connected to the official brand in some
manner and gain benefits thereof.
Both approaches not only infringe

on trademark rights, they could also
lead to brand owners being held
accountable for damages resulting

from unfair competition actions.

. Malicious infringement

complaints: Malicious complaints
are often linked to trademark
squatting. While foreign brand
owners may have already released
their apps in Chinese app stores,
they may not have registered their

trademark in China. As the first

to register a mark is generally
recognised as being the rights owner
in China, infringers often register
foreign trademarks in China under
their own name, and then file to app
stores for trademark infringement

against the original brand owners.

Determination of
app trademark
infringement

To determine app trademark
infringement, the assessment considers:
1) whether the use of the app marks
constitutes trademark use; 2) the
possibility of confusion between the app
marks; and 3) the possibility of confusion

between the app classifications.

1. Whether the use of app marks

constitutes trademark use

Consideration of whether an app mark
has been used for trademark purposes
is a basic component of determining
whether trademark infringement has
occurred. Pursuant to Article 48 of the
Trademark Law of the People’s Republic
of China (Trademark Law),* this means
that the marks have been used on
commodities or services released in

the market for commercial activities,
and have the function and purpose of
identifying the origin of the commodities

or services.

In mainstream opinion, as the standard
way for apps to enter the market is to be
uploaded to app stores for downloading,
their marks should be deemed as
trademark use once made available
online. In addition, consumers normally
choose and download an app through

its mark, so the app mark could be

' CNNIC: The 49" Statistical Report on the Development of the Internet in China, China Internet
Network Information Centre, (CNNIC), 13" July 2022, 8" December 2022, <http://www.
cnnic.cn/n4/2022/0713/c33-206.html>

* Wang Lianfeng, 2016, The attribute and trademark infringement of mobile Internet App Mark,
Journal of Shanghai University of Finance and Economics, vol. 18, no. 1, pp. 109-115.

* ibid.

* Article 48 of the Trademark Law: “For the purpose of this law, the ‘use of a trademark’ means
using a trademark on goods, on the packages o containers of goods, in the trade documents
of goods, or for advertisements, exhibitions, and other commercial activities for the purpose
of identifying the origin of goods.”
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considered as having the function of

identifying the origin of the app.

However, some judicial decisions have
declared that some app marks do not
constitute trademark use due to their
descriptiveness of the app’s function,
so are for descriptive use rather than
trademark use. For example, in Sina’s
‘Pai Ke’ case in 2015,° both the first
and second instant courts held that
Sina’s use of the mark was intended
to indicate the use and function of
the app, and could not be considered

trademark infringement.

2. Possibility of confusing the app

marks

The possibility of confusing the app marks
isjudged from their appearance, taking
into account whether the appearance of the
app marks is identical with or particularly
similar to the brand owners’ registered
trademarks to a degree that could cause
confusion for consumers. Furthermore,
the reputation and distinctiveness of the
brand owners’ registered trademarks and
the subjective intent of the use of the app
marks could also influence determination

of possibility of confusion.

3. Possibility of confusing the app

classification

Apps are software commodities applied
through the medium of computer
software and have the attributes

of Trademark Class 9 commodities
(software, electric and scientific).°
However, apps often have characteristics
that expand beyond Class 9’s remit.

For instance, many apps use computer
software as carriers to offer services that

areirrelevant to Class 9.

A study of 30 app trademark infringement
judicial cases between 2019 and 202
shows that, in practice, both Class 9 and
the actual services associated with an

app are considered to comprehensively
evaluate whether the app constitutes

trademark infringement.”

App stores have a significant role to
play in dealing with app trademark
infringement disputes. In general, app
stores will usually deem that releasing
apps on their store constitutes
trademark use, and will further
evaluate the complainant’s trademark
rights and infringing facts to reach

their final conclusion.

Preventing
app trademark
infringement

To tackle the potential risks incurred by
app trademark infringement, different
solutions will be needed for all stages:
of an app’s life-cycle: pre-release will
involve perfecting the trademark
portfolio; an online enforcement plan
will be required during release; and
post-release will need preparation

against malicious complaints.

1. Perfecting the trademark portfolio

Trademarks (app names/icons) should
be registered in the pre-release stage.
Any possible distortions of the app
marks should also be considered

for supplementary trademark
registration; for example, four white
stripes in the Adidas logo instead of
the official three.

The trademark portfolio should look at
trademark content, form and classes.
Regarding trademark content, the

level of distinctiveness of the mark is
key. App names should avoid generic,
descriptive words, and the line design
and composition of app icons should

be creative and unique. Trademark
form involves text and icons. As the
search function on app stores currently
relies on text, the text form of an app
mark should also be registered as a
trademark in addition to its icon. For
trademark classes, as discussed earlier,
it is better to cover both classifications
of core services and function operation

of the apps for trademark registration.

2. Preparing online enforcement plan

Brand owners should prepare a plan
to effectively enforce their rights
regarding online app squatting and
counterfeiting. To do so, brand owners
should know their trademark rights,
the core business associated with the
apps, the rights of the infringing app
(if any), and evidence of infringement.
The online enforcement rules, process
and proof requirements of app stores

should also be taken into consideration.

3. Responding to potential malicious

complaints

Malicious complaints may become an
issue once the app is online. If a brand
owner’s right to the app marks has
previously been acknowledged in any
market, this can be used as evidence

of ownership. The content of the
malicious complaints and the rights of
the malicious complainants should also

be researched.

To sum up, it is feasible to predict

app trademark infringement risks

and further formulate corresponding
solutions. These will enable brand
owners to better protect their apps and
improve their abilities to deal with app

trademark infringements. &

Rouse is a leading intellectual property services
business and, together with its strategic partner
Lusheng Law Firm, offers a dedicated digital and
commercial service. The service supports the
world's intellectual property (IP)-rich businesses
to successfully exploit cutting-edge digital
technologies, either their own or for the purposes of
marketing and commerce. By bringing together IP
value and commercial objectives, IP and regulatory
risks are understood and mitigated, enabling
businesses to reap the rewards without exposing
their brand or creations.

: service) China Jud Online, <https:/A

i court.gov.cn/website/
wenshu/181107ANFZOBXSK4/index.html>

© Jacob Tingen, Trademark Class Basics: An Introduction to the 45 International Trademark
Classes, Tingen Law, updated 22™ March 2022, viewed 1% December 2022, <https://tingen.
law/2018/trademark-class—basics/30292/>

" Wen Haixuan, Escort the Core Area of Zhongguancun - Haidian Court "Online Trademark
Infringement Case Investigation Report released”, Zhong Guan Cun, 2016, pp.100~105,
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China
ShortCuts 0 )

The European Chamber launched its new,
short-format podcast series in October 2022.

China ShortCuts is a five-minute weekly
catch-up about the Chinese business landscape. ‘
Tune in to stay up-to-date on the latest Y ~N
economic data, market trends, and policy \

e

and regulatory updates that could shape
O your industry. o

D China ShortCuts is available on
Apple Podcasts, Spotify and
Google Podcasts, or you can
subscribe to the RSS feed:

=
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s

Follow our official WeChat account
‘europeanchamber’ to be notified
about new episodes. Visit our podcast
website for more information.

DG ."

We would love to hear your feedback. Contact us at website@europeanchamber.com.cn
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Regenerative
Forestry

Its role in safeguarding biodiversity
by Metsa Group

The European Union's (EU's) Biodiversity Strategy

and its Proposal for a Regulation on Nature Restoration
will set rules relating to the use of forests, in support
of the EU Green Deal as well as to enhance the bloc's
raw material self-sufficiency. New forest management
practices and innovations, such as the concept of
regenerative forestry, will have to take these measures
into account. Regenerative forestry is vital to promote
biodiversity in northern European forests. More broadly,
it can also assist in climate change adaptation and
safeguarding wood production. But, as Metsa Group
explains, while regenerative forestry is aligned with
the objectives of the Nature Restoration Regulation, the
latter is not without its challenges
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The need for a holistic
and cost-efficient
approach

The goals of the proposed Nature
Restoration Regulation align with

the concept of regenerative forestry
by aiming to ensure that forest
ecosystems are well managed.
Regenerative forestry combines
sustainable wood production,
biodiversity protection, combatting
deforestation and preserving water
quality, on top of the other multiple
uses of forests. However, restoration
measures must take into account all
aspects of a forest’s use—ecological,
economic and social—while setting
restoration targets that are evaluated
against the realities of broader
concerns, such as the availability of
sufficient renewable raw materials to

replace fossil-based resources.

As stated by an EU official during
arelated event in November, “It is
actually about taking into account

the fact that forests are a source of
different services: forests are not just
cubic metres of trees.” Another EU
official added that “It is extremely
important that we not put climate and
biodiversity in opposition to economic
and social development. These are

absolutely interlinked.”

Strengthen the security
of supply

As the EU focusses on its strategic
autonomy, security of supplies and
promotion of the use of renewable
raw materials, it is important that
its restoration policies are not
restrictive. By converting renewable
wood into a wide range of products
that can replace fossil-based goods,

the forestry industry can reduce its

' 0n 8" November 2022, Metsé Group organised an event on “The role of regenerative forestry
in safeguarding biodiversity.” The event was hosted by Members of the European Parliament
Sirpa Pietikainen (EPP, Finland), and Ville Niinist (Greens, Finland) participated in a panel
discussion.

carbon emissions. Moreover, well-
managed and biodiverse forests serve
as a significant carbon sink, as well as
providing more resilience to climate

change.

Collaboration between industry,
civil society and government bodies
will be necessary to harmonise the
different perspectives of stakeholders
on safeguarding the sustainable
use of forests and to find a holistic
approach to ecosystem service.
Such harmonisation is also vital

in preventing the introduction of
conflicting legislation relating to
sustainable forest management

systems.

Combatting
biodiversity loss

Retention trees and high-biodiversity
stumps introduce decaying wood of
various types and ages into forests.
While retention trees are required

in forest certification schemes,
retaining high-biodiversity stumps is
avoluntary option for forest owners.
Since these stumps do not have a
significant economic impact, many
forest owners choose to leave them in

the forest.

In addition, renewing forests as soon
as possible after harvesting can help

to ensure that the trees begin to grow

quickly and bind carbon in the process.

Protective thickets can be left for
animals on the edges of forests and
alongside groups of retention trees.
Furthermore, research indicates that
continuous cover forestry is beneficial
from a climate and waterways

perspective.

It is extremely important for
specialists to identify the currently
existing forests with the greatest

potential in terms of biodiversity, such

as herb-rich forests—an important

habitat for endangered species—and

mature forests.

Climate change
will also challenge
biodiversity in the
future

The planting of more mixed forests
and broad-leaved trees will be
essential to deal with climate change.
The types of major problems caused
by climate change can be seen in the
extensive forest damage experienced
in southern Sweden and Central
Europe. The large forest fires that
spread across southern Europe during
the summer is another element of

climate change.

Forest management is long-term by
nature. As an EU official put it, this
may require a shift of mindset: “We
are always talking about burden-
sharing, as if investing in forest
preservation were a cost without
return. We are not doing this only
for the birds and the bees, it is the
foundation of our economies. We
are fully dependent on healthy
ecosystems and need to look at this as

an investment and not a cost.” &

Metsa Group has its roots in the Finnish forests, as
it is owned by nearly 100,000 forest owners, whose
assets account for more than 50 per cent of private
forest land area in Finland. Metsa Group is leading
the way in advancing the bioeconomy, offering
renewable and recyclable products originated

from sustainably managed northern forests. The
company'’s focus business areas include wood supply
and forest services, wood products, pulp, fresh fibre
paperboards, as well as tissue and greaseproof

papers.

Finnish forests are important to biodiversity, as they
are home to various biotopes offering a habitat for

more than 20,000 species. Securing the biodiversity
of forests is one of Metsa Group's strategic goals for
2030, and is part of its aim to build a path towards a

sustainable, climate-neutral future.
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International cargo relay reduces

As the independent voice of European
business in China since 2000, the
European Chamber actively participates
in China's legislative process and our
advocacy activities are widely recognised
by the Chinese authorities.

We launched our #becauseofus campaign

in 2019 to show our gratitude for the

joint advocacy efforts of all stakeholders:
governments, think tanks, member companies
and our own working group and desk managers.
In EURObiz in 2023, we will present some
examples of our successful advocacy work.

In this edition, we look at how the European
Chamber encouraged China to revise its
International cargo relay to open the market for
foreign-flagged ships.

costs and carbon footprints

I. Background

Ocean shipping plays a crucial role in ensuring the smooth flow of
international supply chains, and promoting trade and prosperity
among nations. In China, 95 per cent of the total volume of

inbound and outbound goods is carried by sea.

The network of international shipping routes is complex, yet
designed to maximise global efficiency of sea freight, and
reduce both costs and the overall carbon footprint of the
shipping industry. A key part of optimising the efficiency
of shipping routes is the ability for companies to conduct

international cargo relay.

What is international cargo relay?

In short, international cargo relay is the ability for a
shipping company to transport international cargo
from one port to another in the same country or
market (a practice known as ‘trans-shipment’),
and to then transfer some or all of the cargo to a
different ship that they own before shipping it to

its final destination.

¢ Export: Cargo is shipped from one domestic
port to another before being moved onto a
different vessel (owned by the same shipping
company) for a different destination and
then being shipped on to an international

destination.

e Import: Cargo coming from an overseas
port arrives at one domestic port and is
then moved to a different vessel (owned
by the same shipping company) before

being shipped to another domestic port.
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An export example is

provided below:

In Dalian Port, a container
to be transported to Africa is

loaded onto a Europe-bound vessel.

The Europe-bound vessel departs from Dalian and

sails to Shanghai.

In Shanghai, the same container is moved from the
Europe-bound vessel onto an Africa-bound vessel owned
by the same shipping company, which then departs to

Africa to deliver its cargo.

The international cargo relay situation in China

Historically, in China, international relay has only been
permitted for vessels operated by wholly Chinese-owned
companies. This is because cargo relay is considered ‘domestic
transportation’, which is prohibited in the Foreign Investment

Negative List,' even when the cargo’s final destination is overseas.

This represents a market access barrier for the foreign liner
shipping community in China and results in higher costs,

inefficiency and greater carbon emissions.

Foreign shipping companies operating in China must choose
between two expensive and inefficient options: 1) cargo
originating in China and bound for international destinations
has to be trans-shipped in other international ports, such as
Busan in South Korea or Singapore; or 2) Chinese shipping

services have to be used for trans-shipping in domestic ports.

By contrast, the European Union (EU), as a single market,

permits unrestricted transport of cargo between its major

' Special Administrative Measures for Foreign Investment Access (Negative List) (2021 Edition), National Development and Reform Commission,
viewed 5" December 2022, <http drc. 112/P020211227540591870254.pd>

#BECAUSEOFUS

container ports, and many individual Member States
are fully open to Chinese-flagged ships carrying out

international cargo relay.

Il. Advocacy efforts

The European Chamber’s International Liner Shipping Sub-
working Group—originally the Maritime Transport Working
Group and the Transportation Industry Working Group—
was established in 2000. Its recommendation to “allow
foreign-owned shipping lines to undertake transportation
of international cargo between Chinese ports” was included
in the Chamber’s first Position Paper, and remained in the

Position Paper for the next 20 years.

Over that time, the working group communicated regularly

with relevant authorities—including the Ministry of Transport,
the State Administration of Market Regulation, the Ministry

of Commerce, and the Shanghai Municipal Transportation
Commission, among others—about members’ concerns and
recommendations. The feasibility of launching a pilot programme
to allow foreign carriers to engage in international cargo relay in
Shanghai was discussed at a meeting with the Shanghai Municipal

Transportation Commission in September 2019.

I1l. Results

On 18" November 2021, the State Council announced the
launch of a cargo relay pilot at Yangshan Port in Shanghai.
Under the pilot scheme, on a trial basis until 31** December
2024, foreign-, Hong Kong- and Macao-flagged vessels are
allowed to carry out international cargo relay at Yangshan
for containers originating from or destined for Dalian,

Tianjin and Qingdao.

This is a significant policy breakthrough and will provide
greater flexibility for carriers to optimise their networks,
thereby reducing transit times and fuel consumption,
enabling a better utilisation of assets and allowing carriers

to offer a better service to customers in China.

According to one European Chamber member in the
shipping industry, based on trials carried out so far, transit

times have been reduced by a week to an average of 20 days.

IV. Looking forward

There is still a need to address certain restrictions that
are preventing foreign carriers from fully utilising this
opportunity. The Chamber’s recently published European
Business in China Position Paper 2022/2023 details the
difficulties for foreign carriers to engage in international

relay as well as the sub-working group’s recommendations. 38
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MEDIA WATCH

Media Watch

Chamber’s statement on
COVID situation cited

In early November, China fought its largest COVID outbreak
since the summer as cases erupted across several major cities.
International media focussed on the impact of the Chinese
Government’s zero-COVID policy on business and the
economy. On 2" November, a Reuters article cited a Chamber
statement on the situation: “China’s lack of a clear exit
strategy from the policy meant that the threat of lockdowns
remained ever-present and a key source of uncertainty.” On
8" November, Chamber Vice President (VP) and South China
Chapter Chair Klaus Zenkel was quoted by CNBC as saying,
“People don’t dare to travel. Too many restrictions,” and

that companies from Guangzhou and Shenzhen “cannot even
join” China’s International Import Expo in Shanghai. On

30" November, the BBC quoted the Chamber’s stance that a
vaccination campaign “should be preceded by a comprehensive,
nationwide education campaign about COVID-19, based

on the latest scientific evidence, in order to alleviate any
public anxiety and to illustrate that being fully vaccinated

significantly reduces the risk of contracting serious disease.”

VPs asked to comment
on German Chancellor
Scholz’s visit to China

On 4™ November German Chancellor Olaf Scholz led a high-
level delegation of chief executives of German multinationals
for a one-day visit to China. The timing of the visit was called
into question by some, with it coinciding with calls from high-
level political stakeholders both within Germany and the EU
Commission for Germany/the EU to diversify away from China.
Several media outlets, both international and domestic, asked

the Chamber to comment on this dynamic.

Among international media, CNBC conducted a video interview
with President Wuttke on 4" November, while El Pais quoted
Chamber VP and Shanghai Chapter Chair Bettina Schoen-

China protests: Uncertainty reigns
for foreign firms

Article by the BBC on China’s COVID situation
Media: BBC
Date: 30" November 2022

President Wuttke was interviewed live by CNBC on EU-China trade relations as German Chancellor
Scholz visited China

Media: CNBC

Date: 4" November 2022

VP Klaus Zenkel comments on German Chancellor Scholz’s visit to China

Media: Shenzhen Daily
Date: 4™ November 2022

Benazin as saying, “We need China for climate issues, for the
pandemic, and it is our most important trading partner. So, we
have to find a way to talk to each other at a high level.” Domestic
media outlets included the Global Times, which quoted President
Wuttke’s remarks that, “The Chamber believes Germany should
adopt a tailored approach and seek to deepen its engagement
with China where interests overlap.” The Shenzhen Daily cited
VP Zenkel as saying, “He just needs to come and talk. He needs

to focus on what benefits the German economy.”
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President Wuttke was interviewed live by CGTN on Charles Michel’s visit to China
Media: CGTN
Date: 1% December 2022

European Council
President Charles Michel’s
visit to China also sparks
debate by media

On 1** December, President of the European Council Charles
Michel visited China, the first official meeting between the
leaders of the European Union (EU) and China after the 20"
National Congress of the Communist Party of China. Domestic
Chinese mediain particular approached the Chamber for
comments on EU-China relations and the significance of
President Michel’s visit. On 1*t December, a Global Times
article quoted a Chamber statement on its hopes that “concrete
outcomes can be delivered that benefit both sides, including
providing reciprocal access to each other’s market and
ensuring a level playing field.” In addition, CGTN interviewed
President Wuttke on EU-China ties, who discussed business
sentiment among European business in China amid the

ongoing COVID restrictions.

The visit was also reported by international media, including
CNN, who cited the Chamber’s Position Paper 2022/2023
observation that “[t]he European market’s importance as a
destination for Chinese exports is around double that of the
Chinese market for Europeans.” CNN also spoke to Secretary
General Adam Dunnett on the impact of the “COVID carousel”

on European business.

Chamber’s call for
roadmap on COVID easing
reflected in media reports

On 7" December, China announced 10 new measures on
optimising its response to COVID-19, supplementing another
20 unveiled in November that had set off a wave of steps

to ease pandemic-related restrictions nationwide. The
Chamber’s statement on the so-called “10 new measures’

was adopted by many media outlets, both international and
domestic, including Reuters, FAZ, Le Monde, the Global Times
and the SCMP.

A Reuters article included a quote from the statement in its
article on the COVID easing policies: “Timely implementation
will help stabilise China’s economy and get life back to normal”,
as well as the Chamber’s call for a clearly defined roadmap for
reopening to be provided to businesses and local governments.
The SCMP quoted President Wuttke as saying, “the next six
months are going to be absolutely vital in order to give the
population the faith and the confidence that—maybe by the end
of summer next year—China will be living with the Omicron
[variant], and it will be getting back to a normal, and then,

subsequently, the economy will be doing fine.”

'Daylight is here': China travel searches
surge as public cheers COVID easing

By Sophle Yis and Martin Suin Polland

Article by Reuters on the 10 measures
Media: Reuters
Date: 7"" December 2022

Article by the SCMPon
the shift of China’s policy
on zero—COVID

Media: SCMP

Date: 7" December 2022

As China ‘shifts gears' on zero-Covid, leaders
vow that ensuring economic stability is now top
priority
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EVENTS GALLERY

Events Gallery

BEIJING, 12" DECEMBER 2022

2022 Cybersecurity Conference

2022

CYBERSECURITY
CONFERENCE

1™ Decambar  Belfing

* Hardware, data and values are three dimensions that are crucial to European ¢ Mainimplementation problem for local authorities is ‘legislation is relatively
Union (EU)-China digital relations. unified; law enforcement is relatively scattered’.

* The EUis engaging with the main like-minded players in the field, especially ¢ Thehandling of personal information will not be considered as a contract,
in Asia, meanwhile it is highlighting that strategic autonomy without chips notification is sufficient.

production facilities is doomed to failure.
« Implementation of the Personal Information Protection Law should shift from

* Avalue-based digital economy includes peace, market openness and fair problem-orientated to system-orientated.
treatment for technology companies.

SHANGHALI, 7™ DECEMBER 2022 SHANGHALI, 19™ NOVEMBER 2022

Business Intelligence: 2022 Shanghai Chapter Football
Sustainability Due Diligence for Tournament
European SMEs in China

8

Today's Speakers

) @

¢ InFebruary 2022, the EU Commission adopted a proposal for a directive on
Corporate Sustainability Due Diligence, intended to prevent forced labour or
exploitative practices by companies when sourcing goods.

. h ion: MONDRA
¢ Germany is ahead of this schedule already: on 1** January 2023, Germany’s Cup Champion: MON GON

law on supply chain due diligence obligations enters into force. * Plate Champion: tesa

* Asdirectorindirect suppliers to large EU companies or their subsidiaries, « Most Valuable Player: Paul Tamayo from MONDRAGON
both pieces of legislation are of relevance to small and medium-sized
enterprises (SMEs). * Top Goal Scorer: Jacky Chen from adidas
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TIANJIN, 18™ NOVEMBER 2022

2022 European Business Gala
Dinner - Chocolate Bittersweet

2022 EUROPEAN - -
BUSINESS GALA DINNER

_ »
Ghocolate . °

better sgmeel.

* Thetheme of the 2022 Business GALA Dinner was ‘Chocolate Bittersweet’,
reflecting the memories of people of the year gone by.

« Winners of prizes during the night included:

Humphrey Wang, owner of Pizza Bianca Restaurant, who won two
roundtrip business class flight tickets from Tianjin to Haikou; and

Maria Ma, head of TOP+ of Flender China, and Ms Zhang Zilu, German
Chamber of Commerce in China, who each won tickets to the Asia
Philharmonic Orchestra New Year Concert valued CNY 1,500.

SOUTH CHINA, 2"° NOVEMBER 2022

2022 South China HR Conference

-m._ -

EUEE T TR

* The government has set up several initiatives to help attract talent to the
Greater Bay Area (GBA), such as beneficial income tax measures.

* Hybrid working was accelerated by COVID but will remain in demand by
potential candidates.

* While high salaries will attract talent to the GBA, high quality healthcare and
educational facilities are essential to retain this talent in the region.

SOUTHWEST CHINA, 14™ —15™ NOVEMBER 2022
Exclusive Two-day Luzhou Tour

SHENYANG, 21°" NOVEMBER 2022

European Business in China -
Position Paper Launch 2022

¢ Luzhouis the largest port in Sichuan Province, and aregional
transportation hub.

¢ On15% November, anew economic industrial meeting will take place, with
three New Economic Industrial Parks opened.

¢ Luzhou will strengthen cooperation and exchange with major world
economic organizations, including the European Union.

+ Europeanbusinesses are becoming increasingly concerned about the
overriding ideological impact on the business environment in China.

* Beijing needs to avoid erratic policy shifts, to be less politicised in
its decision-making process, and to rebuild investor confidence with
comprehensive reforms and opening up.

+ Shenyang Municipal Government should work in favour of marketinglocal
places of interest, celebrities, food, and so on to promote the city.
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ADVISORY COUNCIL NEWS

Advisory Council

News

Infineon tops
Financial Times
Diversity Leaders
Ranking 2022

22" November 2022 - Infineon
Technologies AG has reached the

top position in the Diversity Leaders
Index. The ranking, published by

the Financial Times and Statista, is
based on an independent survey of
more than 100,000 employees from 16
countries across Europe. Participants
were asked to give their opinion on

a series of statements surrounding
age, gender, ethnicity, disability, and
sexual orientation. The 850 companies
receiving the highest total scores made

the final list of Diversity Leaders.

Infineon is mentioned as one of the
first companies to sign the Diversity
Charter in Germany in 2007, which
aims to increase diversity in the
workforce. With this approach, the
company was able to make it into

the top five of the Diversity Leaders
Ranking every year since the list was

established four years ago.

L’Oreal a top five
most attractive
company worldwide,
No. 1 in Europe

2" November 2022 - For the second

year in a row, L'Oréal took fifth place

in the Universum global ranking
of business students’ favourite
companies, thereby positioning the

Group as the No. 1 European company.

Business students recognise L’Oréal
for its people-centric culture that
encourages professional and personal
growth through job mobility and
early responsibility, a diverse and
inclusive work environment and a
strong entrepreneurial spirit. They
also singled out the Group for its social
and environmental commitments and
its ability to meet the expectations of
young people seeking purpose in the

face of the current global challenges.

The 2022 ranking reflects the Group’s
historical commitment to young
people, further strengthened by
L'Oréal for Youth, our global youth

AT P D b el b R B RORATH

Photo: dandreapartners.com

a

employment programme launched in
2021. This puts us on track to create
25,000 professional opportunities for

under-30s in 2022.

D’Andrea & Partners’
new practical guide,
Invest in China:
Shenzhen and the
South

The practical guide, Invest in China:
Shenzhen and the South, is the third
of a new series of guides by D’Andrea
& Partners dedicated to specific
regions of China. This edition is
designed to provide a clear outline of

the importance of Southern China in

)
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terms of investment opportunities,
as well as an overview of the specific
social-economic context and local
regulatory framework, particularly
regarding foreign direct investment

incentives policies.

The main intent of D’Andrea &
Partners Legal Counsel in writing
this guide is to analyse the laws and
regulations in the main areas of
investment in South China to ensure
that potential investors have a clear
picture of the opportunities in front
of them, enabling them grab their
chance in the ambitious Greater

Bay Area, which aims to build a
leading global hub for innovation and

economic growth.

Philips Advances
Al-powered
Diagnostic Systems,
Transformative
Workflow Solutions
at RSNA 2022

27%" November 2022 - Royal Philips,
a globalleader in health technology,

Photo: philips.com

Strong demand: Car-as-a-service models have a potentially
significant market, especially in Asia and the Middle East

Paotential clients for Caa5 models [%)

L]
|'uu.._
i l

§

Tripe
-
L]

a
weares [ &

£ et

announced its portfolio of smart
diagnostic systems and transformative
workflow solutions featured at

the Radiological Society of North
America (RSNA) annual meeting (27"
November - 1t December, Chicago).
Powered by artificial intelligence, the
company showcased its latest systems
and informatics solutions designed for
providers to efficiently deliver patient-

centric, high-quality imaging services.

Latest innovations feature vendor-
neutral solutions to help reduce
clinical complexity and enhance
operational efficiency to address
workforce shortages and staff burnout
and enable a clear care pathway for

every patient.

Roland Berger:
Automotive
Disruption Radar: EV
boom undeterred by
economic downturn

24" November 2022: Electric vehicle
sales continue to rise, despite
challenging economic times with
increasing inflation and energy prices.
According to Roland Berger’s latest
Automotive Disruption Radar (ADR
12), the share of electric vehicles in the
analysed countries is up to an all-time
high of 13.2 per cent - almost twice the
share from the previous 12 months (6.9
per cent) and quadrupling since ADR8
was released in 2020 (3.3 per cent).

The twice-yearly report, which tracks 26
automotive indicators across 22 countries,
also signals a shift away from traditional
ownership models. For instance, interest
in car-as-a-service (CaaS) models has
increased by 11 per cent since 2019. The
ADRI2 is available to download from the
Roland Berger website. 38

Tell Us Your Big News

European Chamber members are
welcome to add news items on their
own activities to our website, and share it
with all our other 1,800 members.
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CHAMBER BOARD

Executive Committee of the European Chamber

PRESIDENT VICE PRESIDENTS TREASURER
{\1 -
Jorg Wuttke Massimo Bagnasco  Carlo D’Andrea Jens Eskelund Bettina Bruno Weill Klaus Zenkel Xiaobo Zhang
BASF Progetto CMR (Beijing) D’Andrea & Partners Maersk Schoen-Behanzin BNP Paribas Imedco Technology TotalEnergies
Architectural Design Freudenberg Group
Consultants

STATES' REPRESENTATIVES SGENERAL.

Peter Ling-Vannerus Renata Pavlov Ludovic Weber Adam Dunnett
SEB Fincantieri China Saint-Gobain

Nanjing Board

CHAIR VICE CHAIR BOARD MEMBERS

Andreas Risch Jianhua Shan Grace Chen Jiandang Gu Frank Redecker
Fette Compacting BASF-YPC Leitz Tooling Phoenix Contact REACH Talent
(China) Co Ltd Co Ltd System (China) (China) Holding Consulting (Xuzhou)
Co Ltd Co Ltd Co Ltd

Shanghai Board

CHAIR VICE CHAIRS BOARD MEMBERS
Bettina Holly Lei Francis Liekens Davide Bruschi Roberto Dona Jens Ewert Allan Gabor
Schoen-Behanzin Covestro China Atlas Copco (China) CASAPPA HYDRAULICS International Business Deloitte Merck China
Freudenberg Group Investment Co Ltd (Shanghai) Co Ltd School Suzhou,
Xi'an Jiaotong-Liverpool
University

Shenyang Board

VICE CHAIR BOARD MEMBERS

I - e | - &
_ iy -
) | "
) O, J
Harald Kumpfert Diane Chen Stephane Erich Kaiserseder Robert Kuessel
Dezhong Green City Shenyang New Gonnetand Conrad Hotel Shenyang BMW Brilliance
World EXPO Dalian ODC Marine Automotive

Manufacture Co Ltd
Listed in alphabetical order.
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South China Board

CHAIR VICE CHAIRS BOARD MEMBERS

Klaus Zenkel Fabian Blake Blandine Cressard Chris Gassner Gianluca Giorgi Javier Tora Mira Joanna Ye
Imedco Technology AMS Products Assembly Residence G Shenzhen SZMuri ES Automation ES Grupo Mazars Guangzhou
(Shenzhen) Co Ltd (Foshan) Co Ltd Consulting Ltd
Southwest China Board
CHAIR VICE CHAIRS BOARD MEMBERS
%
Massimo Bagnasco Paul Sives Dominik Widmer Xavier Arnaud Jennifer Birdsong Ali Sheikh Dieter Vanonckelen
Progetto CMR (Beijing) Proton Products SinoSwiss Holding ADEN Group Chengdu International Vista Md Business Management
Architectural Design School (Chengdu) Co Ltd
Consultants
Tianjin Board
CHAIR BOARD MEMBERS
Christoph Schrempp Bernd Averes Luca Gasparri Florian Mack Cindy Zheng
Airbus (Tianjin) Delivery Volkswagen Automatic Tianjin Zapi Motion Airbus (Tianjin) Final WAGO Electronic
Centre Ltd Transmission (Tianjin) Co Ltd Co Ltd Assembly Co Ltd (Tianjin) Co Ltd
Overseas Representatives
BRUSSELS PARIS
Davide Cucino Charlotte Roule
Fincantieri ENGIE
European Chamber Office Team
BEIJING NANJING SHANGHAI SHENYANG SOUTH CHINA SW CHINA TIANJIN SGENERAL.
'ﬂs. ﬁ. =
i,
.-H .
Carl Hayward Haiyan You Steven Basart Leo Liu Francine Sally Huang Catherine Guo Adam Dunnett

General Manager

General Manager Office Manager

General Manager

Hadjisotiriou
General Manager

General Manager General Manager

Listed in alphabetical order.
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WORKING GROUP CHAIRS

The chairs and vice chairs are responsible for carrying out the working group's overall leadership through hosting working group meetings,
leading advocacy meetings, co—leading on the annual Position Paper, recruiting new members and representing the group in front of media.

Agriculture, Food & Beverage
National Chair

Sandy Li

Auto Components
National Chair

Felix Koo

Automotive
National Chair

Hongzhuo Zhang

)

Aviation & Aerospace
National Chair

Philippe Bardol

Banking & Securities
National Chair

Mario Huang Yu

Compliance & Business Ethics
National Chair

Edwin Li

Construction
National Chair

Jinyan Zhao

Cosmetics
National Chair

Jacky Zhang

Energy
National Chair

Zhonghua Xu

Environment
National Chair

Huang Xiaojun

Finance & Taxation
National Chair

Magnus Sprenger

Healthcare Equipment
National Chair

Liging Wu

Human Resources
National Chair

Jeanette Yu

£

Information & Communication
Technology National Chair

Michael Chang

Insurance
National Chair

Ronan Diot

Intellectual Property Rights
National Chair

Yajun Bai

R

|

[

Investment
National Chair

Jens Ewert

Legal & Competition
National Chair

Michael Tan

Logistics
National Chair

Jing Wu

Maritime Manufacturing &
Industrial Services National Chair

Tiger Yong

Non-Banking Financial
Institutions National Chair

Olivier Rambert

Standards & Conformity
National Chair

Bolei Chen

-
- -

e

Petrochemicals, Chemicals
& Refining National Chair

Karin Xu

Pharmaceuticals
National Chair

Raphael de Garnier
des Garets

Rail
National Chair

Zhenlong Wang

Research & Development
National Chair

Ye Li
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The Advisory Council

of the European Chamber

The members of the European Chamber's Advisory Council are active in representing and
advising the Chamber, and make an enhanced contribution to the Chamber’s funding.
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