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AUTHORS

EMBASSY OF SWEDEN
The mission of the Embassy of Sweden in Beijing is to
promote and protect Swedish interests in China as well as to

further strengthen the Swedish-Chinese relationship. Main En‘_'__bassy of Sweden
areas of bilateral exchange, reporting and other activities Beijing
include political affairs, economic and trade affairs, science

and innovation, press and culture, migration and consular

services.

CONSULATE GENERAL OF SWEDEN

The Consulate General of Sweden in Shanghai represents

Sweden in Shanghai and the provinces of Anhui, Jiangsu

and Zhejiang. The Consulate General works to strengthen ConSUIa.te General of Sweden
relations between Sweden and the region, promote Swedish Shanghai

trade interests and further exchanges in culture and edu-

cation. The Consulate General also issues visas for travel to

Sweden and provides consular Service to Swedish citizens.

BUSINESS SWEDEN

Business Sweden is commissioned by the Swedish
government to help Swedish companies grow global sales
and international companies invest and expand in Sweden.
Business Sweden offers strategic and hands-on support to

i i i it i BUSINESS
Swedish companies with global ambitions. With 44 offices SWEDEN
across the globe, we have a strong presence in each of our THE SWEDISH TRADE & INVEST COUNCIL

key regions: Europe, Middle East & Africa, Americas and
Asia-Pacific.

SWEDCHAM

The Swedish Chamber of Commerce in China is

the information, networking, and facilitator platform for
Swedish businesses in Mainland China. Founded in 1998, it
now brings together 220 Swedish related companies and

SWEDCHAM CHINA
‘ PERATR

associates around issues of common interest through public
events, reports, executive dialogues, educational courses, and
collaborations with relevant partners in China and Sweden.




FOREWORD

This year marks 70 years of diplomatic relations between China and
Sweden. Swedish trade with China has increased over the years, and
China climbed to eighth place in 2019 on the list of top export

countries around the world. In addition to the trade numbers, China

also serves as an important market for Swedish companies who operate

abroad, and the value of Swedish companies’ sales in China is around
five times higher than the direct exports.

This year also marks the start of the third decade of the Business
Climate Survey in China, which was launched in 2000 and aims to
analyse and understand the situation of Swedish companies operating
in China. We are very grateful for the input shared by all the
participating companies, which makes this regular survey possible.

We are operating in turbulent times, and many of the uncertainties we
face are results of market activities and trends which have developed
over the last few years. This has been driven by shifting demand
patterns and new innovation and manufacturing eco-systems, but also
factors such as regulatory uncertainties and trade tensions, with the US
— China trade conflict being high up on the agenda. Many of these
uncertainties are further reinforced by the current Covid-19 pandemic,
which makes forecasts more difficult than ever before.

Despite the uncertainties, it is still of utmost importance to continue
staying close to the market, understanding the shifting dynamics, and
highlighting the challenges perceived by the business community. We
have therefore decided to shift gear and carry out this survey already in
2020, and thus only one year after the previous survey, compared to
the bi-annual intervals over the last two decades. This survey is also
synchronised with Business Climate Surveys carried out by Team
Sweden around the world, making it possible to compare and contrast
the impact of mega trends, trade relations and other macro-economic
factors.

We hope this survey will help companies to better understand and
navigate the Chinese business environment, and enable decision
makers to further improve the business climate. Do not hesitate to
reach out to your Team Sweden representatives for further discussions
around the findings and your specific business situation.

HELENA SANGELAND
Ambassador of Sweden
to China

MARIE-CLAIRE
SWARD CAPRA

Consul General of Sweden
in Shanghai

JOAKIM ABELEEN
Market Area Director
Greater China at
Business Sweden

DANIELA LING-
VANNERUS CASSMER
General Manager at

the Swedish Chamber

of Commerce in China



EXECUTIVE SUMMARY

2020 will go down in history as a turbulent year, marked by the Covid-19 pandemic both from a
perspective of health and economic impact. The uncertainties caused by the current situation have
made it even more challenging for companies to make proper forecasts and plans. The rapid
development is also quickly making forecasts inaccurate. It is thus a complex task to capture the
business sentiment among Swedish firms and make a proper analysis. That being said, the Business
Climate Survey reflects and represents the situation Swedish companies are currently facing, and the
considerations being made in turbulent times.

Seeing the fast development of the pandemic, Team Sweden has executed a number of smaller
surveys among the business community to understand immediate and medium-term impact on sales
and production. Since the larger outbreak in China in the beginning of the year, where impact was
deemed to be very high, the surveys have indicated a gradual improvement. When this survey was
carried out in May, 75% of the respondents believed that 2020 financial results would be negatively
impacted by the pandemic. But almost two thirds still believe that results will be on par with or above
2019 levels, so even if impact is felt, it might not be as gloomy as originally expected.

When it comes to the business climate, the perception among Swedish firms is that it has weakened
compared to last year, where the current economic situation could be part of the explanation. The
negative impact is seen among Industrial and Service firms. Consumer firms on the other hand are
experiencing a better climate compared to last year, where one driver could be new business
opportunities created by the strong e-commerce focus during the pandemic period.

Besides a tough economic environment, Swedish firms are also experiencing a number of challenges
when doing business in China. A challenge which has significantly increased in magnitude is the
access to skilled labour. Given the continued expansion plans among many firms, it is troublesome to
see that they struggle to tap into the talent pool and attract the right people. This could be one factor
explaining the sudden increase in expats among the responding firms, despite the fact that many
expats seem to have left China due to measures related to COVID-19.
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Another topic which is receiving higher attention is sustainability. China has actively worked on areas
such as anti-corruption and environmental aspects over the last few years, which has in several areas
rendered visible improvements. However, Swedish firms are still experiencing slightly higher levels of
corruption and somewhat less focus on environmental aspects in purchasing decisions than in some

of their other Asian markets, which indicates that these are battles which will need to continue in
order to create a sustainable business environment supporting the desired growth. The risk of
encountering human rights violations or labour rights abuse when doing business is also considered

higher than the APAC average.

Looking ahead, 40% of the respondents are planning to expand their geographical footprint in China
over the coming three years, and almost half of the respondents are looking to increase or diversify
their supplier base in China, or even shift suppliers from abroad to China. The main reason for
operating in China is for many firms to access the Chinese market, but there is also an increased
focus on reaching other markets — both through exports from China, but also by using China as
regional headquarters for a larger geographic area.

( 10 ) Factors contributing most COVID-19 influence
61% of - Market size, 0
M responde.nts report development & C’ 52%
growth in revenue arowth do not consider
| / Target market any supply cbain
4 o ) growth potential 75% alterations
= 78% of GDP growth believe that 2020
v - respondents were ) results will be
v - . Most challenging factors
L profitable in 2019) ging negatively impacted
Access to skilled
4 A labour Business Climate Index
58% forecast Burcaucracy
l favourable Import & export | 6.4->6.1
busi limat i
\ usiness climate ) regulations lower than 2019
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ABOUT THE REPORT

The Business Climate Survey for Swedish Companies in China 2020 is a joint initiative by the
following organisations within Team Sweden in China: the Embassy of Sweden in Beijing, the
Consulate General of Sweden in Shanghai, Business Sweden and the Swedish Chamber of
Commerce in China.

The Business Climate Surveys are published regularly in several markets across the world. In China,
the survey has been carried out bi-annually since 2000, with an increased frequency to annually from
2019, with the purpose of furthering our understanding of the performance of Swedish companies,
challenges and opportunities that these companies are facing as well as their outlook for the Chinese
market, with an emphasis on Mainland China.

The participating companies in this survey are either headquartered in Sweden, have Swedish
shareholders or owners, are part of a Swedish conglomerate or have other significant affiliation with
Sweden. The companies range from small and medium-sized companies (SME) to large multinational
corporations and cover a wide range of sectors. With participation of high-level representatives from
almost one hundred Swedish companies, the survey gives a comprehensive perspective on how
Swedish companies view the business climate and their own performance in China, one of Sweden’s
most important markets.

The reportis divided into the following sections: Demographics, Performance, Climate, Outlook and
Sustainability. Most of the questions in the survey are similar to previously conducted surveys in
order to allow for comparison over time. Nevertheless, some new questions have been added to this
year’s survey, and it has also been synchronised with Business Climate Surveys carried out in other
markets around the world to enable comparability where relevant. Also, the respondents differ from
last year (e.g. larger share of service firms), which could bring impact on conclusions.
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Beijing W Shanghai a@ ‘
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DEMOGRAPHICS

DEMOGRAPHICS

Participants represent a mix of company sizes and industries

The 2020 survey was conducted among member hioh

companies of the Swedish Chamber of Commerce 93 gh-
between May and June 2020. The response rate was 51%, level
with 93 out of 183 eligible companies responding to the representatives

survey.

. . ... from large to small firms...
The firms are categorised based on size: “large” firms are g

entities with more than 1,000 global employees; “medium” 0
4% A 2 B 34 il

firms are defined as entities with global employees within

range 250-1,000; “small” firms ar(z entities \x'ziFh less than Small Medium Large
250 global employees. OV.er.all, 44 /0' of participants were <250 250-1,000  >1,000
small firms, and the remaining medium and large firms

occupied 22% and 34%, respectively. (employees worldwide)

The respondents are grouped into three sector categories: ... spanning a wide spectrum of sectots
Service, Industrial, and Consumer. Looking back on 2019,
the ratio of respondents from industrial companies 339
dropped from 53% to 33%, while the Service firms 0
increase from 30% to 53%. Firms in consumer industries
occupies the lowest proportion both in 2019 (17%) and

2020 (14%).

Industrial
53%

Service

14% ¢

With respect to the specific industries, firms from Consumer
business service, automotive and industrial equipment are
dominating the responses, with approximately 39% across *As the sample size is limited, the analysis based

on segmentation of data into industry and size

the three sectors. . ) .
can provide instructional reference instead of

conclusions.

Business Service Automotive Industrial equipment Transportation

9 e
16% _m | G fuw e —
IT and Beverage, food Retail & C d Healthcare &
electronics é & tobacco wholesale 3(;nsumer g0oocs pharmaceuticals
6% = o, 2 il BZ g | 3%

Chemicals .
. ’ Metals & Waste, water Construction Aerospace
plastics & Telecom

mining & recycling & building & defence
bb 0
AL RL” Qfx Sl =lv @
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DEMOGRAPHICS

Marketing & sales and R&D which were the two most common functions in 2019 Business Climate
Survey* have both seen significant reductions in terms of how many respondents have these
functions in China. The proportion for marketing & sales has dropped from 70% to 54% from 2019
to 2020, and from 47% to 25% for R&D over the same period.

This can partly be explained by the shifting respondent base, but it is still a call out that these core
functions are not present in the market for such a large share of the companies. For many sectors the
Chinese market is growing relatively faster than the rest of the world, and firms not operating on the
demand side will not be able to capitalise on this growth. From R&D perspective, Chinese presence is
not only relevant in order to adapt offerings to the local market, but also to tap into the local
innovation and research ecosystem for global purposes. The European Chamber’s Business
Confidence Survey 2020* indicates that European firms believe China has an increasingly favourable
environment for innovation and R&D, while fears of IP infringement are still keeping some of the
research away from China.

What operations do you carry out in China? =91

25%

54% °

. Ry Research and
Marketing

development

and/or sales
R— ),

0
38% / -~ M 27%
Manufacturing .& After-sales
and/or assembly '/ \ and/or support

, 35% 31%

Sourcing and trading Provision of Service

Source: https:

https: ur nchamber.com.cn/en/publications-business-confidence-survey
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DEMOGRAPHICS

In order to fully operate as a foreign firm in China, including selling products to customers, a WFOE
is required, which is also the most common form of establishment among the survey respondents
(81%). A significantly smaller share have representative offices (11%), which limits the possible
business scope. There are also cases of joint ventures (12%), which has traditionally been a
requirement within certain industries, but the ease of limitations for foreign firms within some
industries may reduce the joint venture share moving forward.

What kind of establishment do you have in China? N=93

81% 12% 11%

Wholly Foreign-Owned e Liaison Office /
Enterprise (WFOE) Joint Venture Representative Office

Definitions of establishment options

Wholly Foreign-Owned Enterprise A limited liability company wholly owned
(WFOE) by the foreign investor(s)

Business entity established by two or more
Joint Venture parties for the purpose of executing a
particular business undertaking

A business office with limited functionality

Liaison Office / Representative . L
/ Rep that is opened in a jurisdiction where the

Office

business is not yet licensed to operate
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DEMOGRAPHICS

With respect to employees in China, the proportion What is the expatriate rate of
of expatriates has been decreasing steadily since your company in China? ~-93)
2013, but the trend changed this year, and it has

now increased to 3% of the total workforce. It can L 0,40/0 in 2019
partly be explained by an increasing interest in the VS

market, but also by challenges to attract local

in 2020

talents.

Another aspect worth noting is the ratio between male local employees and female local employees in
China, as well as the ratio between male expatriates and female expatriates in China, which are both
7:3, so there is still some way to go in order to reach a better gender balance. With respect to the
gender differential ratios across sectors, the service sector has more female employees (44%) than
industry (39%) and consumer (39%) segments.

What is the distribution of employee types in China? ~=93)

Male local employees in China Female local employees in China

Female expatriates in China

/ Male expatriates in China
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PERFORMANCE

PERFORMANCE

A majority of the respondents (61%) witnessed revenue growth in 2019. The growth was however
slightly more modest than previous year, where the most common span was 11-20% growth, while
2019 centred around single-digit growth. This outcome is in line with the projections made in last yeat’s
Business Climate Survey, so the slowdown in growth does not seem to come as a surprise.

An interesting observation is that many small companies have experienced no change, while most
medium and large companies either had a positive or a negative growth. This is partly explained by
many large firms operating in the industrial segment, and 2019 has been a divider, with some industries
being negatively affected (includes automotive, industrial equipment and tele-communications, while
others have had a positive traction (such as consumer goods and business services).

How was your revenue in China 2019 compared with 20182 ~=s2)
45%

40%
35%
30%  Total

o /\ e Srr1all
20%
! e Medium
15% '
10% ‘\ Large
E
OO/U - ‘

>-50%  -21-50%  -11-20%  -1-10% No change +1-10% +11-20% +21-50% > +50%
Unlike last year, where revenue growth was significantly higher than profit growth, 2019 came out as
a more balanced year from a profitability perspective. The consumer industry is however having a
slightly different profile, with revenue growing faster than other segments, and also faster than their
own profit in 2019, which indicates more expansionary approaches.

The healthy balance between revenue and profit growth is also evidenced by the actual profitability of
the respondents. 78% were profitable in China in 2019, and only 7% incurred a loss. There is an
apparent correlation between company size and profitability, with 97% of large firms being
profitable. From a sector perspective, consumer firms show a higher ratio of profitable firms.

How was your profit in China 2019 compared with 20182 ~=79)
40%

35%

30%
. 'Total

25%

20% |/ = Small
15% 1 / = Medium
10% ! Large
- e LY

0% /

>-50%  -21-50%  -11-20%  -1-10% No change +1-10% +11-20% +21-50% > +50%
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PERFORMANCE

China has a fast-developing online market, representing 37% of global retail e-commerce transaction
value in 2019. It is therefore noteworthy that 72% of the respondents had no online sales at all in
2019. Within the consumer segment, the online share is higher, with almost two thirds of the
companies having part of their sales online. But for industrial firms, the share is significantly lower,
something worth reflecting on in a market where also many B2B transactions are happening in online
marketplaces today. The online universe looks different in China compared to Europe, but seeing that
many Swedish companies are in China for China, it will no longer be an option not to use the fast
growing online platforms.

What percentage of sales came from your online sales in 20197 (n=ss)

It is noteworthy that 72% of

the respondents had no
online sales at all in 2019

e

T7% 76%
55%
36% i Fol °
23% 1 e Pty
13% 99, 10%
[ ] m I
0% online sales 1-20% online sales 21-100% online sales

B Consumer M Industrial M Service
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PERFORMANCE

Projections for 2020 are obviously significantly marked by the economic impact of Covid-19. Team
Sweden performed surveys of the impact on Swedish companies in China during February and
March 2020, where a vast majority of the respondents indicated a negative sales impact on a 3-6
months basis (90% in Feb, and 86% in Mar). When the Business Climate Survey* was conducted in
May, 75% of the respondents believed that results for 2020 would be negatively impacted as a result
of Covid-19.

When looking at the supply side, the impact improved quicker than the demand side, and companies
who indicated a negative impact on a 3-6 months basis on their ability to produce products and
services dropped quickly in the previously conducted surveys (82% in Feb, and 32% in Mar).
However, looking at full year impact, 61% of the respondents still believe that their production is
negatively impacted.

On the flip side, respondents from industries such as consumer goods, industrial equipment, business
services and food & beverage experience a positive impact of Covid-19, in terms of both production

and sales.
Do you forecast an impact of Covid-19 on Do you forecast an impact of Covid-19 on
your ability to produce products and your sales in China in 2020? ~N=93)

services in China in 20207 ~=93

1% Yes, very positive 2% Yes, very positive
11% Yes, positive 11% Yes, positive

27% No effect 12% No effect

@ 46% Yes, negative @ 58% Yes, negative
15% Yes, very negative 17% Yes, very negative

Source:
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PERFORMANCE

With the Covid-19 impact in mind one could expect a rather gloomy forecast for 2020, but the fact is
that 64% of the respondents project both revenue and profit to be in line with or higher than 2019
results. In fact, 30% of the respondents project a double-digit revenue growth, and 25% expect profit
to also grow above 10%. This shows that even though many firms have taken a hit this year, their
baseline forecast contained even higher growth ambitions, meaning that despite an impact on sales
and production, they still expect to deliver better than previous year.

The most negatively hit from a growth perspective are small companies, where 43% expect revenue
and profit to go down. This reemphasizes the importance of support to SMEs.

What is your revenue forecast of your operations in China for 2020 compared with 2019? =92

50%

45%

40%

35%

30%

25%

20%

15%

10% e

5%

N N N

> -50% -21-50% -11-20% -1-10%  No change  +1-10% +11-20%  +21-50% > +50%
B Tota]l e Small em—\cdium Large

What is your profit forecast of your operations in China for 2020 compared with 2019? =93

50%
45%
40%
35%
30%
25%

20%
15%
10%
5% . '.—
00/0 -_V -

> -50% -21-50% -11-20% -1-10% No change  +1-10% +11-20% +21-50% > +50%

B [ota]l e Smgll em—)Mcdium Large
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CLIMATE

CLIMATE

The perceived business climate is at the essence of this survey. At each survey, the respondents are
being asked to assess the current climate on a scale from 0 to 10. The assessment is subjective and
can be impacted by a number of factors — many of them explored through other questions
throughout the survey. But it gives a good indication of how the perceived climate is developing over
time. This year, the climate index ended up at 6.1, which is a slight deterioration from 2019, when it
was 06.4. Seeing the financial impact of Covid-19 on smaller firms, it is not surprising that they are the
most negative when it comes to assessing the climate (5.8). When it comes to sectors, the consumer
companies are the most positive ones (7.0), while the service sector is facing a tougher climate (5.7).

How do you perceive the current business climate in China? =92

2020 2019
Swedish firms rated the overall 6,1 6,4

25%, business climate in China lower <_:
in 2020 than in 2019.

20% :
[

15% :
[

10% |
[

[

5% |

[

0% :

1 2 3 4 5 6 7 8 9 10
(very poor) (very good)

Consumer companies

perceive the business

climate most favourable

A e &

6,3 5,7

Consumer Industrial Service
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CLIMATE

In terms of how the climate will evolve, the respondents are rather optimistic. 58% believe that the
climate will become more favourable or considerably more favourable over the coming three years.
The companies who perceive a good climate today are also the more optimistic ones moving forward,
with large firms seeing a more favourable future than the small ones, and with consumer companies
being more optimistic than industrial and service companies.

How do you perceive the future business climate in China for the coming three years?
(Segmented in industry, N=92)

90%
80% Majority of the Swedish companies
70% forecasts a more improved business
60% climate in the coming three years
50%
40%
30%
20%
10% —_— }.Il
0% —
Considerably less  Less favorable No change More favorable  Considerably
favorable more favorable
mm Total =———Consumer ===]Industrial Service

How do you perceive the future business climate in China for the coming three years?
(Segmented in size, N=81)

37% 55% 65%

more favourable more favourable more favourable

Small-sized company Medium-sized company Large-sized company
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CLIMATE

Last year, the legal & regulatory system was
deemed to be the most challenging factor for
Swedish companies in China. The perception
seems to be that this has been improved since
then, and the challenge has dropped to sixth
place. One measure possibly contributing to this
could be the introduction of the Foreign
Investment Law in 2020, which should simplify
the situation for foreign companies operating in
China. There are still complexities remaining, A
rather troublesome factor is that Bureaucracy has
jumped from eighth place to second place. The
intent of many new laws and mechanisms are to
make business easier, but an overly bureaucratic
system can easily counteract this simplicity and
reduce momentum and willingness to invest,
which can be detrimental for the well needed
foreign investments and trade.

It is also worthwhile noting that import & export
regulations remain in top three, which is a key
issue to address if trade is to be further
stimulated.

The number one challenge this year is however
not directly related to authorities and regulations,
but to the access to skilled labout. While 23%
considered this as a key challenge in last year’s
survey, the number is now up at 40%. There is
not a lack of talents in the market, but
competition is fierce and companies need to fight
both to attract and retain the right people,
something which is also observed in the
European Business in China Business Confidence
Survey 2020*. COVID-19 has also caused barriers
for the flow of talents across borders with respect
to travel Visa, relocation difficulties and
uncertainty on the markets.

What factors do you consider most challenging for your business in China?

(Respondents may choose up to 3 alternatives, N=93)

Rank 2020 (2019)
/ n Access to skilled
1) K & labour
28% .
2(3) K m Bureaucracy
x .i Import & export
X
3@ w— regulations
Obtaining

licenses & permits

Tax rules &

taxation

o

BN

Labour
regulation

Legal &
W regulatory
- system

Corruption

Discrimination
of foreign
companies

Infringement of

IPR
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CLIMATE

Chinese small and medium sized enterprises (SMEs) are perceived as the main competitor to Swedish
firms in China (43%), followed by foreign firms producing/sourcing in China (34%) and large private
firms/conglomerates in China (30%). The broad nature of the Swedish business landscape also leads
to a broad base of competitors, but it is clear that competition comes from companies with strong
roots in China, and the lion’s share of competition is from private firms. State-owned firms were only
seen as competitors by 22% of the respondents, most of those being large firms.

Who are your main competitors in China?

(Respondents may choose up to 3 alternatives, N=93)

4 40090909090 | SMEs in China .-
_ Foreign firms producing / _

sourcing in domestic market

. Large private firms / 1

conglomerates in China

_ Foreign firms producing / .

sourcing outside China (imports)

| State-owned firms B
_ Other Swedish firms operating .

in China
- My firm has no competitors B
1 Firms receiving subsidies or o
development financing
50% 45% 40% 35% 30% 25% 20% 15% 10% 5% 0 0 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

mSmall mMedinm wLarge ® Consumer m Industrial 1+ Service

A large share of small-sized companies and industrial firms
A large share of 1l-sized 1 1 industrial fir
consider local SMEs as their main competitors

Few respondents perceive other Swedish firms operating in
China as main competitors
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CLIMATE

Swedish companies are struggling to achieve cost Brand awareness has emerged as a disadvantage,
efficiencies in the Chinese market. This was signalling a need for Swedish companies to pay
ranked as the largest disadvantage also in 2019, more attention to brand positioning among an
but at that time it was mentioned by 60% of the  increasingly important group of strong local
respondents, while the same ratio is now down to  brands. Public affairs and relations with

40%. Seeing that more than half of the government remains at a similar level as last year
respondents rank this factor as key in maintaining and is an ongoing activity where focus must be
competitiveness in the market, Swedish firms will maintained.

have to continue their cost optimisation agendas.

. . Kev to maintain
Biggest disadvantages Y

competitiveness
Pl
“ Brand awareness _ 32% _ 26%
Public affairs/
@ relations with government _ 6% 26%
adaptation
Partnerships/ o _ )
"..,s local relationships _ sl it
,{b Digitalisation . .
; and e-commerce - 15% - 8%
Staff development/ - 13 - 249
];El training ! !
w Sales competence - 12% - 23%
[ =] Collaboration with/
9% 8%
#2% feedback from customers - ’ - !
e o Service development/ - 8% _ 330/
IET?I] Adaptation ! ’
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CLIMATE

Leveraging the country of origin is continuing to be a
strong strategy for Swedish companies in China. Only
11% of the respondents consider that the Swedish origins
are not relevant to their business in China. Brand Sweden
seems to be particularly important for smaller firms,
where 55% selected a 4 or 5 on the scale of 1 to 5.

Using Brand Sweden is not only important for firms ...89% of respondents believe
directly facing consumers. In fact, the share of that the “Swedish brand”
respondents selecting a 4 or 5 is almost the same across contributes to some extent to their
industries. business in China

To what extent would you estimate that
the “Swedish brand” contributes to your business in China? =93

1 2 ;.
“To large extent” by sector To large extent” by size

kﬂz@izw /ﬂ\>n"nﬁ>ﬁ

45% 44%  47% 55% 41%  35%

Industrial Consumer Service Small ~ Large Medium

@ 46%
To a large extent

)

@ 42%

To some extent

(2~3)
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CLIMATE

Despite the conclusion of the phase 1 agreement in the beginning of the year, the trade tensions
between US and China still remain, and most of the respondents are in some way perceiving an
impact. The ratio who are not impacted is 24%, which is the same as when Team Sweden performed
a trade contflict survey in August 2019. Out of the negative factors, the most common one is
uncertainty delaying investments, which together with other macroeconomic uncertainties risk
impacting future growth. Even though some respondents see positive factors such as increased
demand when offsetting imports from US, the vast majority of effects are on the negative side.

How do you perceive the impact from
the current China-US trade conflict / bilateral tension? =91

“No impact” by sector
PR B

Industrial Consumer Service

(24%) (27%) (10%)

Increased

demand in
China

Reduced

Increased

competition
Uncertainty

delaying
investments m

Reduced

supply chain
costs

Reduced

demand
outside
China

The ongoing trade
conflict has had

demand
in China

least impact on

No impact consumer firms
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CLIMATE

Most firms not aware of the corporate social credit system
and its impact

China has adopted a new credit system to regulate Are you aware of your organisation’s
the activities and behaviour for those who conduct profile in the corporate social credit
business in China. The system gathers data from system? (N=93)

numerous authorities to assess an organisation's 62,
trustworthiness, and the ranking comes with 0 Not aware of our cutrent evaluation

benefits and penalties across authorities depending
on the performance. 62% of firms are not aware

) ) ) ] 22% Yes, but we have neither positive nor
of their profiles in the corporate social credit

. ' negative remarks

system. Besides, 75% of Swedish firms have not

observed the impact of the corporate social credit

system on their business. @ 14% Yes, we have positive remarks in one

. . o Of more areas
Seeing the emphasis put by authorities on the

system, and the rapid deployment, it will be key for
all firms operating in China, domestic and foreign,
to understand how to interpret and use the system.

at impact have you felt o e corporate social credit system on your business? =93
What impact have you felt of th porat 1 credit syst your b ? (N=93)

© ©

5% )
More level playing field and 1%
fairer markets Harder to evaluate
business partners
8% 75%
Preferential treatment of

aeient - .
our organisation because of No impact

good score that I know of

8%
Increased time and

15% costs spent on

. : compliance
Easier to evaluate business P

partners
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OUTLOOK

OUTLOOK

In the short-term, nearly all Swedish firms in China expect externally stimulated opportunities to
arise from the size and development of the market as well as broad macroeconomic developments.
Overall, the results are similar to those presented in the 2017 and 2019 surveys, but market size,
development and growth has become even more important. “Target market growth potential” saw
the largest increase from previous year (from 24% of respondents to 41%).

There are no obvious differences between companies of different size, but just like last year there
are differences between sector groups. No consumer companies selected “GDP growth” as a key
external factor.

What are the key external factors contributing to
opportunities for your company in China in the short term? ~N=93)

Top 3 elements in total

73% 41% 23%

Market size, development Target market growth

& growth potential GDP growth

Elements contributing most by sector

s &

Consumer Industrial Service
* Market size, development * Market size, development * Market size, development
& growth (31%) & growth (30%) & growth (32%)
* Highly skilled workforce * Target market growth * Target market growth
for R&D (14%) potential (18%) potential (18%)
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OUTLOOK

In this yeat’s survey, “increase innovation and/or
drive differentiation of products and services” is
the most prioritised strategic initiative for
Swedish companies across company sizes and
sector focus. This is in line with last yeat’s survey,
when approximately half of the respondents also
had this as the highest strategic priority. The
continued appetite for innovation is seen across
European companies, as illustrated in the
European Chamber’s Business Confidence
Survey 2020%, and it can be seen not only as an
opportunity and development vehicle for global
innovation, but also as a defensive need in order
not to be overtaken by local innovative firms.
Regardless of the underlying reason for

innovation and differentiation, it is positive to see
that “infringement of IPR” has dropped to a
10th place among challenging factors.

The strategic focus of “capture digitalisation and
e-commerce related opportunities” is overly
represented by consumer companies and service
companies, while less so for the industrial
segment. “Improve cost competitiveness through
efficiency” was important for both service
companies and industrial companies.

“Joint ventures and acquisitions”, as a strategic
priority, saw the largest decrease as a strategic
priority from 2019 year’s survey, from 7% to 2%.

What is your most prioritised strategic initiatives
to succeed in China over the coming 3 years? =92

vs 2020

Despite cost inefficiency being the

largest disadvantage, fewer firms
O O

Increase innovation &
drive differentiation

vs 49%

Capture digitalisation
& e-commerce

vs 21%

The focus on increasing innovation
and capturing opportunities of

digitalisation & e-commerce
remains almost the same as 2019

Source: : ications-

are prioritising improvements
<
compared to last year

Improve cost competitive-
ness through efficiency

vs 21%

Expansion through JVs
and acquisitions

vs 2%
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OUTLOOK

Naturally, the footprint of Swedish companies in
China has not changed considerably since last
year’s survey. Most of the Swedish companies
that took part in this survey can be found along
the more developed coastal provinces. Just as last
year, 9 out of the 10 provinces with the highest
concentration of Swedish firms are located along
China’s East Coast, whereas western regions see
little Swedish representation. Sichuan, with 8
companies present, is the only inland province on
the top 10 list. Shanghai hosts the highest number
of Swedish firms (67), followed by Beijing (37),
Jiangsu (22) and Guangdong province (19).
Considering Shanghai along with the nearby-
located provinces of Jiangsu (24) and Zhejiang
(6), the total adds up to 97 which represents more
than one-third of the responding companies’
overall establishments in China. Moreover, sector
and size groups follow the general picture with
some slight variations. While Shanghai, Beijing

Consumer
®

1

* Shanghai Municipality (10)
e Fujian Province (4)

* Beijing Municipality (2)

* Chonggqing Municipality (2)

Service

e

Industrial

=

* Shanghai Municipality (19) .

Shanghai Municipality (38)

and Guangdong see a large Swedish presence in
all sector groups, a province like Jiangsu is more
ot less exclusively host to industrial firms,
accounting for 15 of 20 companies with presence
in the region. Likewise, by size, the top three
locations remain unchanged with Jiangsu
province housing largest share of large firms
within the province (17 out of 22 in total).

While it is obvious that Swedish firms today
congregate along the eastern shores of China, we
may very well see a greater dispersion in the
future as the Chinese government continues to
promote development in the western part of the
country (e.g. via the “Belt and Road Initiative”),
which has lagged behind in terms of
development. Naturally, foreign industry that is
linked to the development of Chinese companies
will be more likely to set up in new additional
locations if their partners move.

In which province(s) is your company currently present?

(N=92, Data reported in count of responses)

Q&?

=
&e

bah

* Jiangsu Province (15) *  Beijing Municipality (23)
* Beijing Mumc1pal.1ty 12 *  Guangdong Province (7)
*  Guangdong Province (10) *  Hong Kong SAR (5)
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OUTLOOK

40% of the companies participating in the survey have geographical expansion plans in China within
the coming 3 years, which is a marginal increase from last year’s survey result. It appears that large
firms have lesser geographical expansion plans, perhaps due to an already well-established footprint,
while medium sized companies seem to have the largest propensity for expansion. It is primarily
industrial companies and service companies that will expand. One explanation can possibly be that
the consumer companies to a larger extent are reaching consumers throughout China via digital

platforms and e-commerce.

Are you considering expanding your business to other parts of China
within the next 3 years? =92

A\ L]

Medium-sized companies

tend to have greater

responded that they

planning to expand business in geographical expansion plan

other province(s) than large companies
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OUTLOOK

The companies that plan to expand are mainly considering doing so in Sichuan (26%), Jiangsu (21%)
and Guangdong (18%) provinces which follows the trend already seen in last year’s survey. It is not
surprising to see that Sichuan province comes out as a top destination for the surveyed firms as the
region is a key economic hub in western China, given that it’s a key transport junction in
southwestern China, as well as being located at convenient distance from several provincial capitals in
central China (e.g. Kunming, Xi’an, and Guiyang). Small companies are inclined to expand in well-
developed cities while medium and large companies preferred to expand in second-tier cities in
provinces such as Sichuan. Besides that, the three cities have implemented active plans to attract
foreign investments in 2019 and 2020.

If yes to above question, in which of the following
are you considering expanding your business? =33

Industrial Consumer Service
@ e
e Sichuan Province (5) * Guangdong Province (2) * Sichuan Province (4)
* Jiangsu Province (4) * Shanghai Municipality (2) * Jiangsu Province (4)
¢ Liaoning Province (3) * Guangdong Province (4)
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OUTLOOK

A majority of Swedish companies are still primarily in China for sales in China. This is in line with
companies stating that market size, development and growth remains key drivers for their business in
China. The number of companies being in China for the purpose of exporting to other markets has
been reduced compared to last year’s survey.

Data from this survey and from those conducted previously support the notion that the days when
companies were in China mostly to take advantage of low-cost labour and lower production costs for
export back home or to secondary markets are long gone. Instead, firms today are increasingly
seeking to customise their product and service offering to local preferences, with the intention to be
“in China, for China” or even “in China, for Global”.

Is the main target for your sales the domestic (China) or export market? N=91)

12%
(| 2.5%)

Export to other

22% 60% market
(1 7.5%) (| 11%)
Both equally Sales in China

1 Percentage point up compared to 2019
| Percentage point down compared to 2019
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OUTLOOK

In the wake of the Covid-19 pandemic, supply
chain adjustments and diversification have
become hot topics. Many companies are
reviewing their current supplier bases, as well as
the suppliers of their suppliers, in order to
mitigate risk and be prepared for future
disruptions. At the outset of the pandemic, when
China was the worst hit location, many Swedish
companies responded that they would alter their
supply chain or even shift their own work to
other locations, but this factor quickly dropped
once the rest of the world was impacted. We can

now see that more than half of the respondents
do not consider any supply chain alterations at all
at the moment, and out of those considering
adjustments, the vast majority are either
increasing /diversifying the supplier base within
China or shifting suppliers from abroad to China.
Only 10% of the respondents are considering
shifting from China to abroad. This clearly
indicates that Swedish firms continue to see
China as a critical supply base, both for its China
market and for sales abroad.

What supply chain alterations are you considering? =92

Source:

52%6 No alteration
32% Increase supplier base
14%b Shift to China

10%b Shift to abroad
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OUTLOOK

As established in this section, a majority of
Swedish companies (60%) view China primarily
as a base to serve the domestic market. In
addition to this, a growing share of companies
leverage China as a regional platform to serve
more distant markets in the Asia Pacific region.

Compared to last year’s survey, there has been a
reduction of companies that use China only for
China, while an equivalent increase in companies
that use China as a regional headquarter for Asia
or Asia Pacific.

What is the role of China from a regional perspective for your company? N=93)

)

310/0, only covering China

¥ 34% 0, covering China and a few

nearby countries

29% 0, regional headquarters for

Asia or Asia Pacific
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OUTLOOK

One third of companies are not making any changes to their investment plans in China over the
coming 12 months compared with the previous 12 months. Companies that are increasing
investments (34%) outweigh companies reducing their investments (27%). None of the responding
companies consider scaling down their operations or leaving China. There is no obvious difference

across the size categories or industry groups regarding the investment plans.

What are your company's investment plan for the coming 12 months in China,
compared to the last 12 months? ~N=93)

N
Increase significantly
Increase slightly
J
N
34% Remain unchanged
J
N
@ 16% Decrease slightly
Decrease significantly
J
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OUTLOOK

Out of those Swedish firms which plan to increase their investments in China in the near-term, a
clear majority will direct their investments toward marketing & sales activities (52%). Although the
largest share, this is a considerable decrease from last year when the corresponding figure was 69%.
Production (39%) as well as R&D and product development (30%) account for second and third
priority for investment activities. It is noteworthy that production’s share has doubled since last year’s
survey, highlighting the importance of being “in China, for China”.

Over the past few years, some firms have chosen to locate R&D in China. Despite this trend, the
share of companies making investments into R&D and product development has seen a slight

decrease in its relevance.

In which business areas do you plan to increase your investments? (N=33)

<51 9%

>

399, . Sustainability
l@/\ & CSR
Production 0 I:I |-| 500,
0
Marketing & Sal Y
arketing es 5:" 180/0
Innovation

Y- partnership with
7 local companies
30%
R&D, Product
Development 0
m ¢240 /0 18 / 0
Skills

Service development
& training
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OUTLOOK

Fewer companies have a positive economic outlook compared to last yeat’s survey when two-thirds of
respondents reported having a positive economic outlook of the sector in which they operate in,
expecting either moderate or strong growth in the near-term. In this year’s survey, 40% of companies
expect turnover to either increase slightly or significantly. Equally, 40% of companies expect that
turnover will decrease slightly or significantly.

Compared to the development in the past 12 months, what are your expectations for
the coming 12 months for your industry/business sector regarding turnover? (N=93)

Increase significantly

Increase slightly

AN

Remain unchanged

Decrease slightly

15% Decrease significantly
J
Consumer Industrial Service
- 3
549, Eﬂ &-
Q 42% 399 .
38% 38% 36%
19%
8% . 6%
[ | [ ]
Decrease  No Increase Decrease  No Increase Decrease No Increase
change change change
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SUSTAINABILITY

SUSTAINABILITY

Anti-corruption has been high on the Chinese
government’s agenda over the last years, and
Swedish companies indicate that the situation has
improved. However, as seen in the Climate
section, 16% of the respondents still see this as a
top challenge, and it has even climbed two steps
in the ranking of challenges compared to last
year. When asked to assess the impact of
corruption on business on a scale from 1 (very
little) to 5 (very much), the average ends up at 2.3,
which indicates that there is still some impact,
and 14% of the respondents ranked the impact at
high levels (4 or 5). To put this in relation with
other markets, the index for the entire APAC
region is 2.1, i.e. slightly lower than the China
index. The impact varies across industries, with
industrial firms in the higher end, while consumer
companies see significantly lower impact from
corruption, which could partly be explained by
the higher transaction values within industrial
segments which increases risk for corruption.

Care for the environment is another topic lifted
high up on the political agenda, with targeted
measures in certain areas such as air pollution.
When asked about whether customers consider
environmental aspects in their purchasing
decision, the importance is less pronounced. The
China index is 2.5 (on a scale from 1 being very
little, to 5 being very much), to be compared with
the APAC average of 2.7 and the global average
of 3.0. This indicates that there is still some way
to go until political agendas are

To what extent do you perceive that corruption

affects your business?

China APAC Region

Corruption 2.3 2.1

To what extent do your customers in China
consider environmental aspects of a product or
service in their purchasing decision?

China APAC Region

Environment 2,5 2,7

How do you perceive the risk of encountering
human rights violations and/or labour rights
abuse when conducting business in China?

China APAC Region

Human Rights 2,3 20

(Index averages from 1=very little to 5=very much, N=93)

importance ranks slightly higher within the
consumer segment than within industrial and
Service segments.

When it comes to human rights, the risk index of
encountering violations or labour rights abuse
when conducting business in China is 2.3 (1
meaning very small risk, and 5 very high risk),
which is above the APAC index of 2.0.
Interestingly, the respondents seeing the highest
risk are the largest firms, who tend to have clearer
sustainability policies and stronger power to avoid
violations.

*APAC countries that are included in the survey: Australia (partial, 2019), Mainland China, Hong Kong, India (partial, 2019 and 2020), Indonesia,
]apan Malaysia, Smgapore South Ixorea Vietnam, Thalland (partial, 2019)
: b .
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CONCLUSION

2020 has been a difficult year with the direct health implications from the Covid-19 pandemic and the
following economic and social consequences. Despite this fact, a majority of respondents have a
positive outlook for China and investment plans indicate a continued prioritisation of the Chinese
market. In fact, China sticks out as a bright spot on the map in comparison to other important
markets for Swedish companies.

Since this survey was conducted, the US-China Trade Conflict has escalated further and the
international trading system is experiencing increased tensions. Furthermore, many economies around
the world are struggling to respond to, and recover from, the impact of the Covid-19 pandemic. This
will have a negative effect on global demand and a key question going forward is whether China will
generate enough domestic demand to make up for the loss in exports.

Swedish companies operating in China are impacted both by events back in the home market as well
as in China, while at the same time being surrounded by global trade uncertainties. It is challenging to
maintain a steady course in such turbulent waters. This is also evidenced by the rapidly shifting focus
areas and priorities seen in Team Sweden’s surveys. It will be important for firms to balance current
operational adjustments with longer term plans and strategies, in order to stay relevant and not get
derailed. But it will be equally important for Chinese authorities to continue with reforms which
support a fair, transparent and sustainable business climate.

Team Sweden is committed to continue supporting Swedish companies in China, particularly during
challenging times like these. We welcome further dialogue about the opportunities and challenges that
the market present.

N B
I I Sverige
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TEAM SWEDEN
There is plenty of support available for Swedzsh
companies who plan to grow global sales and
internationalise, but it can be hard to know where
to turn for the most relevant advice. Team Sweden
can help you find the support you need on your
global growth journey.
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