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The Sino-Swiss Free Trade Agreement:
What Does the Future Hold”
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While the Sino-Swiss FTA remains
a milestone agreement, it is
necessary to look at its scope to
see how much will actually change
- and when.

by Anh Huynh and Clement Jaton, Eiger

comprehensive bilateral Free Trade Agreement (“FTA”) on 6
July 2013. The FTA entered into force on 1 July 2014.

It is China’s first such agreement with a continental European
country. China is the world’s third-largest economy after the US
and the EU, as well as Switzerland’s first economic partner in Asia
and its third in the world. Machines and instruments, watches,
and chemical and pharmaceutical products are the main products
exported by Switzerland to China. In addition to this, Switzerland
also exports many services to China, as seen in the strong position
of Swiss banks, insurances, logistics companies and consultancy
firms on the mainland.

The scope of the FTA is extensive. It sets a favourable
framework for commercial trade between the two countries. Here,
we have a look at the customs tariff reductions and some aspects
of liberalisation of market access from the perspective of a Swiss
enterprise.

T he People’s Republic of China and Switzerland signed a

Scope of the FTA

Tariff reductions. The FTA provides for a reduction or
abolishment of import customs tariffs for Swiss and Chinese
products originating in one country and to be imported into the
other country. It covers the Swiss customs territory, including the
Principality of Liechtenstein, and the Chinese customs territory,
excluding Hong Kong and Macau (Article 2.1 FTA; Circular No.
323.0.2.2014 issued by the Swiss Federal Customs Administration
(“FCA”), Section 2.1.1).

While the customs tariff reduction and abolition for Chinese
products to be imported into Switzerland is effective without
any transitional period as of 1 July 2014 (Circular No. 323.0.2.2014
issued by the FCA, Section 3), only very few Swiss products can
now be imported tariff-free into China. For almost all other
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Swiss products, customs tariffs will only be dismantled
gradually during rather long transitional periods
of five to fifteen years (FTA, Appendix 1 to Annex I
Schedule of China). China has issued various provisions
implementing the tariff reductions for the first year, as
well as procedural rules regarding application for such
preferential tariff treatment under the FTA (Notice on
the 2014 contractual tariff rates under the FTA, together
with table of 2014 contractual tariff rates, issued by the
State Council Customs Tariff Commission (SCCTC),
effective as of July 1, SCCTC [2014] No. 8).

Other national taxes remain. The FTA only deals
with import customs tariffs but has no implications on
other national taxes levied on Swiss goods imported
to China, such as value-added tax (“VAT”) and
consumption tax. China charges VAT for imported goods
(17 per cent, respectively 13 per cent for some specific products).
In addition, China levies a consumption tax on imports of various
luxury and other goods ranging between 1 per cent and 45 per cent.
Alcohol is taxed at 20 per cent, jewellery at 10 per cent, high-end
watches at 20 per cent and cosmetics at 30 per cent.

In China, a tax reform focusing on six taxes -- VAT, consumption,
resource, environment, property and income -- is under way.'
Consumption tax may be subject to further changes in the near
future. On one hand, it may be raised for high-end and luxury
products. On the other hand, it may be favourably adjusted for
clean energy and environmentally-friendly products such as green
vehicles. The scope of the consumption tax may also be expanded to
other products, such as private aircraft. At the twelfth reform forum
of the China Society of Economic Reform held on 2 November
2014, Jia Kang, a director and research fellow of the Institute for
Fiscal Science Research under the Ministry of Finance, said it may
be expected that the government will release some information
regarding the reform of consumption tax at the end of this year or
the beginning of 2015. If consumption tax is raised or extended to
other sectors and products not currently subject to taxation, the
reduction or abolition of customs tariffs awarded under the FTA may
be offset by these changes of the consumption tax.

Other trade barriers. Technical barriers other than customs
tariffs might have an even greater impact on Swiss enterprises
doing business in China. China has a number of national standard
requirements for products to be admitted for importation and
sale in the country. For instance, China requires manufacturers
to obtain the China Compulsory Certification (“CCC”) mark
before importing or selling products listed in the CCC catalogue
in China. This system impacts many Swiss exporters across a wide
range of manufacturing sectors. Products not complying with
CCC requirements may be retained at the border and subjected to
penalties. The application process for a CCC mark is burdensome,
time-consuming and often lacks transparency, involving testing
limited to accredited laboratories in China, submission of numerous
technical documents, and factory inspections by Chinese officials
in Switzerland. A side agreement to the FTA - the Agreement on
cooperation in the area of certification and accreditation between
the Swiss State Secretariat for Economic Affairs and the Chinese
Certification and Accreditation Administration -- encourages

1 “On June 30, the Politburo of the Communist Party of China approved a general
plan to change the existing fiscal and tax system as part of the broad reform plan

mapped out at the party’s Third Plenum in November”.
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For most Swiss products,
Chinese customs tariffs will
De dismantled gradually
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cooperation between certification and inspection
bodies in Switzerland and China. Such cooperation
may include CCC follow-up inspections carried
out by Swiss conformity assessment bodies in
Switzerland, though as of today, no such Swiss
bodies have requested an accreditation from Chinese
authorities. Prior to the FTA, on-site inspections
in Switzerland had to be exclusively conducted by
Chinese bodies. This may lead to a gain of both time
and confidentiality for Swiss enterprises.

Exchange of services

China has relatively strict provisions regarding
foreign investment. Foreign investment must be made in accordance
with the central policy of the Chinese government that is reflected
in the Catalogue of Industries for Foreign Investment (“Catalogue”).

Under the FTA, China has committed to reduce the limitations
on market access (including establishment of a commercial presence
in China) and national treatment for, amongst others, the following
sectors:

+ Software implementation services

* R&D services on natural science and engineering (excluding
prohibited foreign investment industries, according to the
Catalogue)

* Real estate services

+ Translation and interpretation services

+ Commission agents’ services and wholesale trade services
(excluding salt, tobacco)

+ Retailing services (excluding tobacco)

+ Certain environmental services (sewage, noise abatement, and
sanitation services)

+ Customs clearance services

+ Sport and recreational services (excluding golf)

* Market research services

* Project management services other than for construction

To date, these liberalisations are not applicable in practice, as
no implementing regulations have yet been issued (this has been
verbally confirmed with the Commission of Commerce of Beijing
and Shanghai).

Summary

Swiss enterprises need to be patient when it comes to making
use of the benefits granted under the FTA. For most of the products,
the customs tariffs will only be gradually reduced after relatively
long transition periods. Other reductions of trade barriers such as
the commitments of China regarding market access are in practice
not yet applicable. Furthermore, it remains to be seen how the
abstract commitments regarding facilitating certification systems
and approval procedures and recognizing international standards
will be implemented in practice. So far, except for the customs
tariff reductions, changes for Swiss enterprises in China under the
FTA have indeed been quite limited. A keen observation of future
developments continues to be on the agenda of Swiss enterprises
doing business in and with China. o
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Only banking, insurance and
construction enterprises are
admitted to set up branch
offices on the mainland
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