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ABOUT THE REPORT DEVELOPER

[EiBENS

Eibens is a foreign invested consulting company founded in 2005 and based in Beijing with one office
in Europe since then. Currently it has five full-time employees.

It is specialized in the Chinese market, mainly in the agri-food sector. Eibens works with government
agencies and industry associations in need of support to further promote the internationalization efforts
in China made by the companies they represent.

Eibens team is composed of Chinese staff and foreigners that have lived in China for a long time
working in the FB industry. The team has a lot of experience working together, carrying out trainings,
business agendas, delegations, buyers missions, market research and promotional activities for
hundreds of companies in cooperation with industry associations and export promotion agencies for
more than a decade, boosting the potential of these companies to find the appropriate partner in the
Chinese market.

Authors of the China Market Intelligence Report:
U Pablo Recio Gracia. CEO and Trainer of the seminar
U Daniel J Pedraza Nogueira. Business consultant

U Zhang Tingyu (Yolanda Zhang). Business consultant
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PART I: COUNTRY  PROFILE

1.1. China 0 quick facts

Geography
China is politically divided into provinces, autonomous regions and municipalities?.

Although unofficial, there is a different division for cities in China, which combines GDP, population and
politics aspects, it is the so-called Chinese city tier system. It represents a hierarchical classification of
Chinese cities, from Tier 1 to Tier 4, being the Tier 1 cities the most developed areas of the country:
large, densely populated areas with a huge economic, cultural and political influence in China.
Generally speaking, there are four cities included in Tier 1 level, which are Beijing, Shanghai,
Guangzhou, Shenzhen. However, some classifications often include Tianjin and/or Chongqing too.

Map of China, highlighting the most important cities (Tier 1 and 2)

COLOUR KEY

M T1 (Highest)
T2

T4 (lowest)

Tier classification

Beiig

o
.5 Tianjin

32 3 Shanghai
20,48 Chosgiong
Ui )

A

Source: SCMP

1 A complete list of the divisions of the administrative areas in China can be found at the followirigllinkvisions of
Administrative Areas in China (End of 2016)
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GDP
1 Total

China is the second largest country in the world, in terms of nominal GDP. However, it has the largest
purchasing power parity GDP worldwide.

According to the Chinese national st at i 9 was amyt
74.41 trillion yuan, which was approximately 10.15 trillion euros?. It may seem to be much lower than
the United States (17.67 trillion euros in 20163). However, it has to be noted that the Chinese
government uses a calculation method that underestimates the overall output of China in comparison
with the rest of the world. Therefore, China can be considered as the largest economy in the world.

1 Growth

The Chinese economy, as one of the main drivers of the global economy, has been growing at a high
rate (between 7% and 10% of GDP growth i at current prices- yearly):

China's gdp
(current prices)

In trillion yuan

80
60 54.0374 :
40  48.93006
20
0
2011 2012 2013 2014 2015 2016
Source: own el aboration based on

1 Per industry

As it has been happening with the whole economy, Chinese primary, secondary and tertiary industries
have grown steadily during more than ten years.

The industry that has been growing at the fastest path and, at the same time, is the largest of the
economy is the tertiary industry. The evolution of the three industries across the past 3 years is as
follows:

2 Exchange rate axf 31st December 2016itps://www.oanda.com/lang/es/currency/converter/

3 https://tradingeconomics.com/unitsthates/gdp
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Chinese GDP per industry

In trillion yuan

Primary —#— Secondary Tertiary
50
38.42

40 34.62

30.81
30 — = —1

27.76 28.2 29.62
20
10 5,83 6.08 6.37
0

2014 2015 2016

Source: own el aboration based on the Chi.

1 Per sector

The strongest sector of Chinese economy is, by far, the industrial sector (accounting for one third of its
GDP).

Far from this, the sectors that follow are wholesale and retail trades and financial intermediation (being
both of them |l ess than 10% of Chinadés GDP).

1 Per capita

As of 2016, Chinadés GDP per capita, at current p
it seems to be a very low figure, as mentioned before, China stands as the largest economy in terms
of purchasing parity GDP.

1 Inflation rate

At consumer prices, Chinabs estimated inflation

Population
1 Total

As the largest country in the world, also in terms of population, Chinese statistics authorities state that
China had an population of 1.38 billion people by 20164, a figure that is increasing steadily.

1 Urban vs rural population

4 http://www.stats.gov.cn/tjsj/ndsj/2017/htmI/EN0201.jpg
8/149
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There has been a major shift in this variable along the past 60 years: by 1950, the proportion of people
living in the countryside was almost 90%; whereas by 2016, this proportion has been cut in half, being
a little over 40%.

1 Male vs female

The official figures show an approximate equal distribution, with a little more weight on the side of male
(51.1% of Chinese are male, according to the public authorities).

1 Per agerange

Almost half of the Chinese population is concentrated in the age range between 25 and 54 (48.51% of
its population), as stated by the CIAS. The rest of ranges of ages are (more or less) equally distributed.

1 Employment per sector (agriculture, industry, services)

In line with the GDP distribution by sector, the service sector is at the first place employment-wise (with
a weight of 43.5%), followed by the industry and agriculture sectors. However, it is remarkable that,
despite the low weight that the agriculture sector has in terms of GDP, the percentage of labor force is
relatively high, gathering 27.7% of the overall labor force, very close figure to the industry sector.

1 Unemployment rate

According to the published statistics of the CIA, Chinese unemployment rate is below 4% (being the
data registered only for urban unemployment, not taking into account private enterprises and migrants).

Transportation
1 Passenger traffic

The overall traffic of passengers that took place in China during the year 2016 was over 19 billion
people’, distributed in the following transport means:

0 Railways: 14.8%
o0 Highways: 81.2%
o Waterways: 1.4%
o Civil aviation: 2.6%

1 Freight traffic

5 www.cia.gov
8 http://www.stats.gov.cn/tjsj/ndsj/2017/htmI/EN0102.jpg
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for Reconstruetion and Development

The overall figure of the whole year 2016 is 43.86 billion tons. Its allocation differs from the passenger
traffic, especially in terms of waterways:

0 Railways: 7.6%

o Highways: 76.2%

o Waterways: 14.5%
o Civil aviation: 0.02%
o Pipelines: 1.7%

1.2. The Chinese consumer

1 Income and expenditure per capita per sector

Nationwide, the per capita disposable income of China, as of 2016, is RMB 23,821. The figure of per
capita cash disposable income is almost the same.

Regarding per capita expenditure in the country, the overall number is RMB 17,1107 (which is, as well,
a very similar figure to the cash consumption expenditure). The distribution of this expenditure per
sector is the following:

Health Care Miscellaneous
8% %

Education, Food, tobacco

Cultural and and liquor

Recreation 30%

11%

Transportand
Communicatio
ns

14% Clothing

7%

Residence
22%

Source: own elaboration basedonChi na s publ i

1 Consumption

Consumption accounted for almost 80% of GDP growth in Q1 2018, while fixed investment accounted
for 31.3% of GDP growth. Consumption growth was supported by solid real disposable income per

" http://www.stats.gov.cn/tjsj/ndsj/2017/html/EN0601.jpg
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capita growth of 6.6% year-on-year, though this reflects weaker 5.7% growth in urban areas combined
with faster 6.8% growth in rural areas. Consumer confidence also remains extremely high, though it is
no longer increasing relative to the end of 20178,

1 Factors driving consumption

Being the largest economy of the world and a more integrated country in the global trade makes China
a great country to target for any international company. However, there are distinctive variables that
should be taken into account to be aware of the singularities of the Chinese consumer. Thus, the factors
that are currently affecting Chinese consumers may be summarized in the following:

o

Income: Chinese upper middle class (the worl dé¢
sector of the society that pursues higher education studies, focuses on developing a more
sophisticated career path and therefore earns more money. These people are upgrading

their needs and increasing historical consumption indexes.

Generation: Mill ennial s (peopl e b 09) mre inaneasihghtke 1 9
consumption rate in comparison to their predecessors. One of the reasons is that this
generation hasbeenr ai sed in a prosperous China (ddtt er

began in 1978).

Channel: The emergence of new patterns of purchasing, with a special mention to the e-
commerce irruption, are changing the consumption habits towards diminishing offline
purchases.

Service: There is a major shift from consuming mainly products to the gain of relevancy of
the services and the purchase of experiences, which are increasing progressively.

Geography: Even though in the past decades only Tier 1 and Tier 2 cities were drivers of
consumption, currently lower-tier cities are increasing their indexes of consumption in the
country too.

1 Consumer trends

Chinese consumer is changing. Besides what was mentioned in the previous section, Chinese
consumers are becoming more sophisticated, demanding products, services and experiences that
would not be proper of the traditional habit of consumption.

o

Online shopping, especially driven by mobile, is making China a world leader in this sales
channel.

Healthy lifestyle. There is an increasing tendency of searching for healthier solutions,
respectful with the environment, in all purchasing decisions. The willingness to stay fit, eat
healthy and buy from green alternatives are in the mindset of the renewed Chinese
consumer.

8 https://blog.euromonitor.com/2018/06/chisaonomieoutlook-q2-2018.html
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o High-end products. A stronger purchasing power, together with the desire of pertaining to an
exclusive class has made the Chinese consumer more willing to search for high-end
products. The global connectivity, which allows users to share their consuming habits and
observe others may as well be a cause of this. Thus, consumers are evolving from their
relatively price-sensitive mindset to a more premium-seeking attitude.

o Personalization. Over the next decade, the personalization of products and services to serve
the varying needs and demands of millions of Chinese consumers will not be an option for
businesses, but a requirement®.

1 Importance of brands

All of the previous are some of the reasons that explain why Chinese consumers are increasingly caring
for the brands they consume.

In terms of the source of the products, the habits change depending on the type of product, as it is
displayed below:

Chinese ¢ 0 n s u npeeferen@es on brands (% of survey respondents)

9 http://www3.weforum.org/docs/WEF _Future_of Consumption_in_Fast_Growth_Consumer_Markets_China.pdf
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m Prefer foreign brands

m Prefer local brands
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Fresh food and poultry
Laundry detergent
Beer

Tissues and hygiene
Milk

Personal care

Small electronics
Apparel and footwear
Large electronics
Personal digital gadgets
Face moisturizer
Baby skincare
Fashion accessories
Foundation

Color cosmetics

Wine

Infant milk powder

Source: McKinsey consumer survey 2017

Consumption will continue to have unique Chinese characteristics. The preference for a westernized
vs Chinese lifestyle today in China is split approximately 50/50. Over the next decade, consumption will
take two paths: one consumer segment will remain Chinese-focused while the other will opt for a more
Western lifestyle. As a result, distinct divisions in spending behavior will continue to exist*©.

1.3. Trade

Chinaimports

1 From the world, per product, per country

10 http://www3.weforum.org/docs/WEF_Future_of Consumption_in_Fast_Growth_Consumer_Markets_China.pdf
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Chinese imports from the rest of the world 7 as of 2016- account for a total value of approximately USD
1.23 trilliont?,

The ten main categories of products are the following:

(85) Electrical Machinery 412,879.3
(27) Oil & Mineral Fuels 176,535.9
(84) Industrial Machinery 147,659.9
(26) Ores 94,479.0
(90) Precision Instruments 92,688.9
(71) Precious Stones & Metals 79,327.3
(87) Motor Vehicles & Parts 71,506.0
(39) Plastics 61,048.5
(29) Organic Chemicals 43,905.8
(12) Oil Seeds 38,295.4

Source: China Customs

The top 10 trade partners, in terms of imports, are:

South Korea 158,974.5
Japan 145,670.7
United States 135,120.1
Germany 86,109.0
Australia 70,895.0
Malaysia 49,269.6
Brazil 45,855.0
Switzerland 39,9454
Thailand 38,532.3
Vietnam 37,171.6

Source: China Customs
1 From Ukraine per product

The imports to China from Ukraine account for USD 2.2 billion, which is a little over 0.1% of the overall
Chinese imports.

The top ten most exported products from Ukraine to China, in the year 20162, were:

1 https://atlas.media.mit.edu

2 please, note that these are approximate fig@@sicehttps://atlas.media.mit.edu
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(2601) Iron ore

(1512) Seed oils
(1005) Corn

(4403) Rough wood
(1507) Soybean oil
(1003) Barley

(8108) Titanium

(7202) Ferroalloys
(1514) Rapeseed oil
(7403) Refined copper

China exports

1 tothe world, per product, per country

$801.0

$565.0

$449.0
$79.1
$58.2
$54.3
$17.6
$13.3
$9.3
$7.5
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Source: China Customs

Total exports from China to the rest of the world in 2016 account for, approximately, USD 2.27 trillion.

The ten main categories of products are the following:

(85) Electrical Machinery
(84) Industrial Machinery
(94) Furniture

(61) Apparel: Knit

(62) Apparel: Non Knit

(90) Precision Instruments
(39) Plastics

(87) Motor Vehicles & Parts
(73) Iron & Steel Articles
(64) Footwear

The top ten trade partners, in terms of exports, are:

United States
Hong Kong
Japan

South Korea
Germany
Vietnam

553,168.9
343,770.5
87,509.4
74,413.4
72,064.9
67,487.7
62,349.9
60,145.1
51,891.9
47,202.9

385,677.8
287,251.7
129,268.5
93,707.1
65,214.0
61,094.1

Source: China Customs
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India 58,397.8
Netherlands 57,447.2
United Kingdom 55,664.1
Singapore 44,495.9

Source: China Customs

1 to Ukraine per product

Ukraine is also destination for China exports, with an overall value of USD 4.21 billion. This means that
0.2% of Chinese exports go to Ukraine.

The top ten most imported products into Ukraine from China in 20163 were:

(8517) Telephones 210.0
(7210) Coated Flat-Rolled Iron 139.0
(8402) Rubber footwear 138.0
(8525) Broadcasting Equipment 129.0
(3808) Pesticides 119.0
(9405) Light fixtures 116.0
(5407) Synthetic Filament Yarn Woven Fabric 91.3
(8471) Computers 83.4
(8481) Valves 81.5
(8541) Semiconductor devices 76.7

It has to be noted that, the largest category of product that is exported to Ukraine from China is -by far-
electrical machinery-related products (HS code 85).

Trade balance

As a result, the bilateral trade balance between both countries is positive for China, in over USD 2.7
billion, according to the UN statistics.

China-Ukraine trade and economic relations

In 1992, China and Ukraine signed a Trade and Economic Cooperation Agreement!* in order to
regulate the commercial relations between both countries, covering various aspects such as duties for
international trade or taxes, among others.

China-Ukraine signed agreements

13 Approximate figuresSource https://atlas.media.mit.edu

14 hitps://china.mfa.gov.ua/en/ukrakea/trade
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There are over 200 documents that covers in legal terms the agreements between both countries. All
of them are summarized in the website of the Embassy of Ukraine in China:
https://china.mfa.gov.ua/en/ukraine-cn/legal-acts.

17 /149
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1.4. Marketing in China

Beforeanal ysing some of the tools and aspects of
influences the purchasing decision-making process. In this way, we can correctly develop an efficient
marketing strategy for China.

There are four major elements that influence purchasing decisions made by professionals. Consumers
share all of them, except the fourth one, that does not affect them. These are the following:

1. Origin: where the product comes from has a great impact on how the product is perceived. This
happens across the board and it is especially significant for high-end products that rely on their
image to build their brand (e.g. wine, spirits, apparel, cosmetics). There are several reasons for
that:

o Huge number of foreign companies trying to sell to Chinese buyers.

o Intrinsic difficulty for the Chinese consumer to remember foreign brands.
o Relatively scarce promotion of foreign brands, except for MNCs.

0 Low or incorrect localisation of brands.

0 Recent development of foreign commercial brands in Ch i n a . There are
foreign brands, everything is new, with very few exceptions.

o Chinads tradition to highlight the origin
for domestic products.

2. Price: this is pretty clear, as in any other market.
3. Packaging: how the product looks like is always important, but more so for the Chinese market.

4. Quality of management for Chinese clients: this only affects professionals, but it is at least as
important as any of the previous elements to close deals and maintain business partners. In this
category we have included all the actions that differentiate one exporter from another from the

point of view of a Chinese client. We specifically refer to any action that creates value or reduces
different types of risks for the importer, such as

o Having experience selling to China

o Employing Chinese staff

o Product already imported in China

o0 Having extensively knowledge of how the Chinese market works.
o Trademark already registered.

o Portfolio and materials already adapted to China

0 Replying fast and understanding cultural differences
18/149
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0 Solving issues satisfactorily from a Chinese point of view.

Brand localization

As previously stated, developing a brand image is essential to the commercial success of a product or
service in China.

In order to do it successfully, following the trends (some of which were mentioned before) and analyzing
the market may result in the compilation of the following key variables to care about when working on
brand localization in China:

i Translating the materials is not enough, it is necessary to adapt them to the content that they
value: lots of information presented in a very visual way.

Have a partner in China that handles day-to-day operations (sales, after service, etc.) in Chinese.
Content development, video development and interaction with users.
Manage Chinese social media: WeChat and Weibo

Keep a strong presence in mobile channels

= =2 =4 4 -

Consider targeting lower-tier cities, since first-tier cities may be saturated (this vary depending
on the industry).

Packaging

The way the product is presented to the final consumer is crucial in China. Therefore, packaging is an
important decision to care about when exporting to this market. Chinese consumers are different from
the Westerns in terms of the attractiveness of the package. As a consequence, there are several
variables to take into account when deciding about packaging:

1 Sticker vs. full packaging/label

China Customs operates at Chinese ports controlling packaging and labeling of goods that are both
leaving and entering the country. It is the authority that can reject your products from being imported
into China. Therefore, companies should confirm their products have either a label or a package which
complies with Customs requirements before starting exporting to China.

1 Sizes depending on the client and the distribution channel

For FMCQG, it is important to understand how Chinese are consuming the products depending on the
channel they are sold. Convenience stores sell products that are ready-to-eat and for daily necessities.
Quantities and sizes sold on hypermarkets and e-commerce tend to be larger or sold in packs.
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For other industries, this also applies. Chinese may have different standards and requirements when
buying, so companies need to know them and make sure with their importers that they are sending
what is expected and the way they expect to receive it.

1 Social media integration (QR codes)

Given the high importance of social media in the current Chinese culture (including current trade in
China), it is highly important that the commercialized products are identified with a QR code that allows
the consumer to scan the code and directly reachthec o mpany 6s website or
Once they start following the account, this channel becomes a way to interact with consumers, by
pushing content and chatting with them.

1 Flags on the packaging

As mentioned at the beginning of this epigraph, origin is one of the most important features of imported
products. Including country flags on the packaging can help raise awareness of country brand and help
the consumer to associate these products with the inherent qualities of the country of origin.

1 Private labelling
20/ 149
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This only applies to some products, but Chinese distributors and retailers are increasingly moving up
the value chain and they are building their brands of imported products. They source from a producer
abroad but use their own brands. They usually care most about price but once they start selling one
product, it is less common for them to switch suppliers than what it would be the case when Western
distributors use private labels. As Chinese distributors or retailers have more limited knowledge about
the cost structure of the producer, conditions are usually more favourable for the foreign private label
producer.

Discounts and sales

i VS %off
The usual discount in China is expressed by the percentage of the total price that you need to pay
during the promotion, instead of the usual percentage off the price used almost everywhere in the world.

For example, in this shop, trainers are
sold at 15% discount of their total price
(8.5 ). Sometimes the period is

removed for simplicity, like in this case.

Half price would be 5

75% discount would be 2.5

Source: Cjackh
1 Buy one, get one free

This is also a very common form of discount, especially for food products. It is frequently used as a way
to clear products near expiration date.

1 Online shopping festivals
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China does not have festivals or holidays characterized by shopping and gifting (such as Christmas,
sales seasons, Valentineds Day, among others),
involves cash payments). As the domestic consumption grows rapidly, so do shopping festivals. In
China, these have been designed and promoted by online platforms, being the most notable example

Al i babads Singlesd Daydllyiewaweady 1Ihth mNowee mswemert ,
(every 18th June). Each major online retailerhas t heir own shopping Aholi
participate on the pioneer (11" November).

Some brands in certain product categories can sell more this day than in the rest of the year, depending
on how aggressive their discounts and marketing investment are. In 2017, the gross merchandise value
sold accounted for USD 25.3 billion (RMB 168.2 billion). More than 60,000 foreign brands participated
in the event'®.

1 Most popular gifts: wine, olive oil, toys, mooncakes, fruits, school-relat ed pr oduct s

Chinese are very used to give presents at many occasions, from familiar celebrations to special
holidays and business meetings and visits. The above-mentioned products could be highlighted as
those that they give as gift the most (depending on the type of celebration).

Please note that most of the holidays celebrated in China are different from Europe or happen at a
different date.

Traditional Marketing

 Promotions in retail

15 hitps://www.fungglobalretailtdccom/news/singleday-201 Zwrap-new-retail-helpsboostsinglesday-salesrecordhigh/
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Despite the development of e-commerce across all industries, for most of them it is still important to
care about gaining customers by promoting their products at retail establishments.

Nearly all promotions in retail are linked to some form of digital content. This O20 campaigns can
leverage the presence of the products in retail to gain digital followers, maximizing the impact of the
campaign.

I Tradeshows and fairs

China is home to many world-class trade shows and fairs or exhibitions. There are many options for

every industry, due to the governmentds push to

size and variety of Chinabés economy.

This is one of the best tools for SMEs at wear|
to get a grasp on the market, visit retailers, meet with potential clients and check on worldwide
competitors. Face-to-face discussion and negotiation in China is especially important. While closing
agreements in a tradeshow is almost impossible on the first visit, it sets the foundations to develop
meaningful business relations after that.

For European SMEs, following up is always difficult. Traveling for the tradeshow requires a lot of
preparation and time out of the office, so a lot of work gets delayed and export managers usually tend
to work hard on catching up, leaving the follow up actions (e.g. sending e-mails with requested
information, calls, proposals) for later. This is understandable but the Chinese perceive that the
company is not so well managed if they need to wait long for an answer or a proposal, as we have
already explained at the beginning of this epigraph.

Another issue is the language barrier and the tools for communication. E-mail is almost obsolete in
China, most of the communication is done via WeChat. The sheer amount of e-mails everyone receives
make decision makers less receptive to them, up to the point of being often ignored. Also, replying in
English might be a good option, but having someone in China helping you out to contact clients is
definitely a big advantage.
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1 Advertisement

Traditional advertisement, such as ads on printed magazines, newspaper or TV commercials, is

decreasing year after year in China. Trendy advertisement spaces include ads on lifts, ads on cinema
pre-rolls and, of course, the internet.

Poster in an elevator in Beijing advertising an air purifier

The internet is probably the most relevant advertisement option for SMEs. While it requires certain

investment, it allows companies to target only potential clients or costumers, maximizing the impact of
the promotion campaign.

Digital Marketing
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M Chinese firewall

One of the first things to keep in mind when doing business in China is that very different rules apply
from doing business in Europe or other regions of the western world. One of these different rules is
referred to as the AChinese firewall 0. There ar
China (unless using a VPN service). The list of banned websites and apps is long and is constantly
growing. It now includes: Google (any service, except translation), Facebook, Twitter, Youtube,
Instagram, Snapchat or Whatsapp.

This means that you cannot use your everyday social media for the Chinese market. It will require
certain level of time investment into getting to know and understand Chinese online tools.

1 WeChat

WeChat, that today has over 1 billion active users'®, started as a messaging APP, but it is now much
more than that. You can virtually do anything through WeChat. It has become an ecosystem of built-in
apps with a built-in payment platform. Here is a list of (some of) the things you can do with WeChat:

1 Message your friends

Share on your timeline (like you would on Facebook)

Transfer money

Top-up your phone

Order a cab

Buy movie tickets

Order your dry cleaner

Order food

Buy products from mer chant s &6boMer &dommerce)t or es (i

Invest money in a wealth management plan

= =2 =2 A2 A4 A A A A -

Book a train or plane ticket

WeChat enables companies and i ndi vi dunaotdertofpromoter e a
their company or brand. These accounts are similar to Facebook Pages: anybody can follow them and

will then receive push notifications from them, although they are mobile-only, all content is 100% ready

to be consumed via smartphone.

To a large extent, WeChat marketing is the art of gaining followerstot h e ¢ o mpcaourt, geitidg
them actively engaged with it and eventually converting them to customers, either by selling directly via
WeChat, or by other means.

16 hitps://www.businessinsider.com/wectmas hit-1-billion-monthly-activeusers2018 3?2IR=T
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Opening a WeChat account has a very reduced cost, depending on the type of account can be free or
up to RMB300 (approx. EUR38).

Operating requires Chinese employees or subcontracting services from other company, which can vary
approximately between EUR1,000-4,000 per year respectively.

1 Weibo

Even though it is largely behind WeChat, Weibo is still one of the most popular social media platforms

in China, with 300 million registered users. It could be said thatitisthe 6 Chi ne s e Tcambingse r 0
functions of both Twitter and Facebook in many ways. Weibo marketing is one of the recommended
platform for marketing activities in China?’.

Weibo does not require any opening fee, however, operating costs will be very similar to those of
WeChat.

T Website

Even though it is not as used and developed as social media, website adaptation to Chinese is
important for every business that wants to export to China. Translating the content is not enough, the
information shown needs to be adapted to Chinese consumer. Usually, what you have on your website
in English is not effective for China.

Some advises when creating your website for China:

A Host it in China to improve speed.
Integrate other social media (WeChat and Weibo)
Get a Chinese domain (.com.cn or .cn)

Make it mobile responsive

> > > >

Not only translate to simplified Chinese, but also adapt contents

A Accept mobile payments and/or Unionpay bank cards.

1 Others(searchengi nes, bl oggers, platfor msé)

Baidu is the search engine leader in China, followed by so.com and sohu. Baidu is one of the largest
internet companies, and one of the premier Al leaders in the world and it offers Pay per Click ads,
similar as Google, but foreign companies need to partner with local agencies.

Bloggers or Key Opinion Leaders (KOLS) are a good way to gain traction and achieve sales fast but
costs are high, companies should be careful to avoid a very short-term impact and possible fake KOLs.

E-commerce platforms are an amazing channel to turn advertisement into sales instantly. There are
many different ways of promotion, such as pay per click, top results or temporary promotional
campaigns.

17 https://www.marketmechina.com/useibomarketingchinabusinessstrategy/
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Advertisement in video platforms are a good marketing tool for some industries, such as Creative
Services, Food and Beverage or Information and Communication Technologies. For example:

1 Douyu. It is a Tencent entertainment company which streams videos including online games.
Advertising in Douyu would be especially interesting for Ukrainian SMEs from the Creative
Services industry.

1 Youku. It is a video platform, that includes both videos uploaded by users and films and series
productions. Although difficult for SMEs, companies can publish advertisement of their products
depending on the video topic.

9 Bilibili. It is another video platform which offers videos of various fields, including music, dancing,
science and technology, entertainment, movie, drama, fashion, daily life, including
advertisement. It also has a live streaming service for KOL who normally talk about video gaming
related topics.
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1.5. Market characteristics

1 Currency and exchange rates

The Chinese currency is the ARenminbi Yuano. Cur
promoting its internationalization, so that it becomes a referent for international markets. Nevertheless,
it is still far from the objectives Chinese authorities are targeting.

As of 15" August 2018: 1 euro equals 7.83 yuan.
Along the past years, the evolution of the yuan, in comparison with the euro is the following:

Conversion of 1 euro into yuan
11
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Source: European Central Bank

1 Production per industry
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As indicated by Chinese authorities, the overall gross output value of the primary industry at Chinese
economy is RMB 11.209 trillion (approximately, EUR 1.430 trillion). It is allocated as shown below:

Fishery
11%

Animal
Husbandry
30%

Farming
55%

Forestry
4%

Source: National Bureau of Statistics

M Inbound and outbound investment
o Tothe World, to which countries

China is the 12" largest owner of stock of direct foreign investment abroad, with a figure of USD 1.342
trillion.

o From the World, from which countries

Despite the fact that China maintains a restrictive policy towards direct investment in the country from
abroad, its stock of direct foreign investment at home is USD 1.514 trillion, ranked the 6™ in the world.

1 Economic freedom
o Law, regulatory efficiency, open market

Chinads economi ¢ Mnrthe 20ti8dnatex,iascording ® The Heditage Foundation'®. This
means that the country is far from the ideal standards. However, it has to be noted that China is
benefiting from the worl dbés internati onal edimathei on
global economy benefits them, especially in terms of trade.

The abundance of state-owned enterprises, financial freedom and investment freedom are some of the
largest concerns of this kind.

0o Economic freedom China Vs. Ukraine

18 https://www.heritage.org/index/pdf/2018/countries/china.pdf
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China and Ukraine are at a similar level of economic freedom according to The Heritage Foundation,
being both in the range of fAmostly unfreeo count
world average. A bilateral comparison of their evolution is shown in the following graph:
Overall economic freedom of China and Ukraine
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1.6. E-commerce

Introduction

42% of global e-commerce is happening in China®. The overall Chinese development in the field of
Information and Communications Technologies, which is an industry that is covered in a later part of

this report, has a lot to do with this figure. Moreover, the improvements of mobile payments i which

have almost substituted cash in many parts of the country-, the development of delivery systems,
companies6 digitalization and changes in the ten
sector. One of the outcomes is that the online shopping users in China reached 533 million, an increase

of 14.3% from the end of 2016.

Y Internet access

Regarding the China Internet Network Information Center, there were over 760 million Internet
broadband access ports in the country, at a later stage of year 2017. This figure is almost 10% larger
than the previous year, displaying a high annual rate of growth.

1 Mobile accessing to the Internet

There are over 750 million mobile internet users in China, as of end of 2017. The mobile Internet users
accounted for 97.5% of the total netizen population. Both figures have increased from the previous year.

M Social media

It is a subject of great importance in this country. From a social, economic and commercial point of
view, social media is one of the pillars of Chinese society. It could be even said that it is impossible to
survive in the country without a WeChat account.

As of December 2017, the utilization rate of WeChat Moments and Qzone reached 87.3% and 64.4%
respectively. Other social media platforms, such as Zhihu, Douban, and Tianya Community also
experienced huge increases.

Social media is widely used for shopping purposes. Companies have the possibility of creating their
own shops in these platforms, interact with users for marketing purposes, using them as after-sales
platforms, among many other functionalities.

Social media is in the directi on o f Aconnecting al/l thingso, bei
wearable devices, and the internet of things that makes it all interconnected.

1 Online and mobile shopping analysis

Almost 70% of total internet users in the country actually shop online and in their phones. These users,
Chinese consumers, are on smartphones for on average two hours per day. This means an immense
market, with high exposure to be reached by social media and many other means. Actually, all e-

19 hitps://www.weforum.org/agenda/2018/04/dRglobale-commerces-happeningn-chinahereswhy/
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commerce sites are optimized for mobile when building stores and online displays there is no other
optioninChina.One of the masters of this is Alibaba,

1 Online and mobile payments analysis

The massive use of these means of payments is set to make cash almost obsolete. It may be 1 sooner
or later- said that it is hard to pay in cash in China. In line with this, WeChat has created "Cashless
Day" aims to promote a green, fashionable and efficient lifestyle. Even though a completely cashless
society is unlikely to happen, a new age of smart life has already arrived, according to WeChat.

Development of E-commerce

In 2017 it took place the fast development of personal Internet applications. Users of various
applications were growing.

1 Online shopping

As it is being reflected with statistics and facts, online shopping is transforming Chi na 6 s
environment, where most of the top websites pertain to online shopping sites?°. This importance is
somehow shared with other sites: search engines, portal sites and online video.

It is important to understand that there are several entry methods to sell online and each one of them
has different characteristics. As a summary, there are the following methods to sell:

- Own a store in an online platform (e.g. Tmall.com, Jd.com). The model mostly followed by
multinational companies. They have control of the layout and most aspects of the store, and
take advantage of being hosted within the platform. It requires companies to have a legal
establishment in China, customer service, handle returns from China and invest hefty sums
in marketing. Products are imported in China and stored in warehouses in the country, from
where orders are shipped to consumers. Platforms have their own logistics systems with
warehouses in many cities and can take care of your distribution for a fee.

This is not a recommended option for SMESs, as it needs a lot of resources and results are
guestionable. According to data by the China E-commerce Information Platform, only 5% of
all the companies in Tmall had annual sales over RMB 10 million (EUR 1.25 million), 5% had
between 5 and 10 million and the remaining 90% had less than 5 million (0.67 million euros)
in sales.

20Top 500 websites in Chinattp://www.iresearchchina.com/content/details7_45411.html
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Sell products via the distributor. While creating a shop requires considerable resources, the
current distributor can sell the imported products online. In fact, regardless whether
companies are aware or not, most of them sell their products online. This is one of the best
options for SMEs to start selling online, as it is inexpensive although companies need to
sacrifice the control of their operations. Like in the previous model, products need to be
imported and stored in China first.

Cross-border e-commerce. It is a sales channel in which the consumers buy products online
that are sent directly to them from abroad or a bonded area (or FTZ) in China. CBEC can
only be a B2C or C2C sales model.

Products purchased will only clear Customs and pay taxes after the order is placed. CBEC
taxes and duties and regulations are different to regular e-commerce.

The most common option for cross-border e-commerce is to open a store in one of the cross-
border e-commerce platforms (e.g. tmall.hk, jd.hk, kjt.com, kaola.com), although that is also
an expensive option (usually over RMB 1 million per year for top platforms).
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Opening a WeChat cross-border store is a cheaper option that is gaining traction, although
it needs to be combined with a marketing strategy to gain traffic and achieve sales, since it
will not be part of a marketplace.

1 Online meal ordering

It is one of the industries that is growing at a fastest path. Over 340 million of Chinese consumers
ordered food online, being 322 million of these orders done by mobile phone. It is a market that still has
a huge potential, estimated to be below RMB 2,000 billion in 2018, but growing at such a high rate that
will probably reach almost RMB 3,000 billion in two years (by 2020). Chinese players Tencent and
Alibaba cope most of the market??.

The development environment for the sector has been further optimized. Legal regulations in the field
of food safety have kept improving. Online meal ordering platforms and catering brands have begun to
give top priority to building their takeout brands by improving takeout products and service quality

1 Online travel booking

Being an industry with a revenue (estimated) of USD 32.99 billion??, online travel booking gathered 376
million users in 2017. Mobile phone has become the main channel for online travel booking. Even
though Chinese authorities push large Chinese airlines to put more efforts of increasing their bookings,
the sector has an Online Travel Agency (OTA) penetration of 77.5% for website bookings and 81.2%
for bookings made through an app, so these latter are the largest players of the market?3,

21 hitps://www.ft.com/content/acc4163852511e8b747fb1e803eeb4e

22 hitps://www.statista.com/outlook/262/117/onlittavetbooking/china#marketevenue

23 hitps://www.chinatravelnews.com/article/117797
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1.7. Chinese business culture

1 Introduction

China is a civilization that has always had strong differences with the rest of the world, especially in
comparison with Western countries. These differences remain alive in every aspect of the Chinese
culture, including its business culture. In order to increase the possibilities of success in doing business
with a Chinese counterpart, it is important to understand its business culture.

1 Meeting guide
o Be punctual

Punctuality is a must when doing business with Chinese businesspeople. To avoid tardiness, people
tend to arrive early (several minutes before the meeting time). Notify in advance if you will be late,
always using WeChat, rather than email (they will read the WeChat message immediately, but probably
will not read an email in time).

o Bring your company presentation

Especially in first visits, Chinese businesspeople will be willing to know more about the company, and
they will find it more reliable and professional if you bring the company presentation.

0 Beready to discuss prices

Chinese are used to bargaining. This fact does not mean they bargain as a habit when doing business,
but are direct when talking about prices, even if it is the first time you are meeting.

o Follow up after meeting

They are used to follow after meetings, especially when it comes to the visiting people. They will always
appreciate that you show them you are grateful and look forward to a future cooperation.

1 Presentation
0 Bring business presentation cards. Offer them with both hands

Business cards are a must when doing business in China. It is highly recommendable that the exporter
prepares business cards with both sides of the card filled with the usual information details in English
and Chinese. Please keep in mind that they put their last name before their name.
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o Have a WeChat account with your profile before the meeting

Business cards are still ubiquitous, but sharing WeChat accounts is becoming more and more common
and effective. Learn how to add a contact and how to share your QR code before the meeting.

<{ My QR Code

Pablo Recio Gracia &

1 Communication
o Email normally does not work. Call directly or send WeChat message

They are connected to WeChat most of the time, so this messaging tool will be the most efficient when
talking to Chinese counterparts. WeChat has a built-in translation service that works both ways (from
Chinese to English and vice versa) and can smooth out some problems in communication.

o0 Language
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They will be delighted if you try to use as much of Chinese as you know. Basic words such as hello,
thank you, or evenmepehtr aysoeuso |airkee nfonti cheartdo t o | earn
them. However, do not worry since they do not expect you to speak Chinese. Depending on your
industry and how often they are used to deal with foreign counterparts, they will have certain level of
business proficiency.

In any case, it is advisable that you check in advance if there will be an English speaker in the meeting,
and if the response is affirmative, try talking to this person before the meeting. Almost all Chinese
people with a certain level of education will be able to write and read in English, but only a fraction of
them will be able to have a fluent conversation in English.

Nevertheless, you will need to use an interpreter in most of your trips. It is highly advisable not to rely
entirely on previous experiences. Assessing the
confirming the service. Once chosen, you should send a presentation of your company, how you think
conversations will go and a list of key vocabulary that they need to prepare in advance. You are
expected to cover all the costs for the interpreter while they are working for you, that is: transportation,
meals, refreshments, among others. If you are going on a budget, there is a huge pool of English
students that will be glad to work at an affordable rate in exchange for gaining working experience.

1 Working practices
o Hierarchical society

The position of a professional in a company really matter for Chinese businesspeople. They will expect
you to communicate more with the person with a higher position in a company, and so they will do the
same with your companyds visiting employees.

o Guanxi:

Networking is very well-recognized, practiced and valued in China. Showing your counterpart that you
have a network of high-level professionals and connections will boost business success in many cases.

However, be advised that Chinese businesspeople will tend to overestimate the importance of their
network. A lot of them will claim to be in very good terms with the local, provincial or even central
Government and that is guarantee of success. While having strong connections is certainly an
advantage, do not base your decision on this, as the real impact of said connections in business is
usually negligent (except in certain places and industries).

o Close contact. Face to face

Chinese are used to face to face discussions an
space is not the highest priority in this country.

1 Negotiation

0 Beready to bargain
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As previously mentioned, Chinese people are used to bargain and it is not seen as anything negative.
It is always important to do it in a respectful way.

o0 Losing face

This is a relevant particularity of the Chinese culture: disrespecting someone in public is the worst thing
you can do to your counterpart in China. Disrespecting can mean something different for each side.
For example, you should notsay fiyou are wrongo or Ami stakenbo
around, even if they are. An alternative wouldbe @Al see your point, but I

o Do not push too hard.

Chinese people tend to avoid saying Anoo. Theref
and be able to read between lines, understanding the limits of the negotiation and not reaching them
too quickly.

o0 Avoid political comments

Politics is, generally speaking, a topic that should always be off the table, especially if concerns
domestic politics. It will not bring any positive aspect to the conversation in most cases.

1 Business lunch/dinner
o0 Be prepared to drink alcohol

When doing business with Chinese people, building a personal relationship will make a difference. In
this sense, Chinese people will ask you toast for different good wishes, at different times along the
dinner. They will ask you to stand up, they will approach you and after giving a small hopeful speech,
they wil Ibeihtouandigdarni nk up the gl ass.

0 Be prepared to personal questions (partner, children, age, etc.)

Going out for a business dinner usually means to be asked to share personal information with others,
being family one of the most common topics.
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1.8. Property rights protection and corporate
R&D (Trademark Registration)

9 Introduction

Any company that is interested in China and plans to have any sort of contact with the Chinese market
needs put in place a strategy on intellectual property. SMEs sometimes prefertohave a o6wai t
attitude towards intellectual protection and that is a huge mistake when working with China. There are
groups of people specialized in IP theft that can put you in a very difficult situation in this market.

1 Copyright

Copyright registration in China is administered by the Copyright Protection Centre of China (CPCC).
Applicants must complete the copyright registration application form and send the application materials
to CPCC. All kinds of products and services that are original and reproducible are subject to be
registered. The protection period usually involves 50 years (or more, in particular cases).

1 Patents
Chinese patent law covers three distinct areas:

o Invention Patents: for new technical solutions or improvements to a product or process,
provided that the technical solutions have a practical applicability.

o Utility Model (UM) Patent: similar to the previous ones, but only protect products with new
shape or structural physical features.

o Design Patent: includes external features of a product [i) the shape of a product; ii) the
pattern of a product; iii) the shape and pattern of a product; iv) the shape and colour of a
product; v) the shape, pattern and colour thereof].

Invention patents are valid for 20 years and are normally granted within 3 to 5 years. UM and design
patents and applications shall be filed wi tepublit he
of China.

1 Trademarks

Trademarks are, by far, the most relevant IP category for most companies. As mentioned on the
introduction of this epigraph, SMEs usually register their trademarks after participating in a tradeshow
or even after successfully making some sales. This is a big mistake.

Registering a brand before it is exposed in China is something that every company i regardless of the

size or resources available-s houl d do. The Trademar k Ltafwi li @m0 Cay ¢
which grants exclusive rights of trademark use to the registrant who applies first, and provides the
registrant a high degree of legal protection for its exclusive use in China. There are many cases in

which exporters have seen their products stopped in Chinese Customs unable to clear the shipment
because a Chinese individual or company had registered their brand in Mainland China.
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There are companies in China whose main business is to find foreign market newcomers without a
registered trademark and then, register their trademark in China. It does not matter how small you are,
they go to tradeshows and other events taking notes of participating companies. In those cases, foreign
SMEs are left with three options: paying to get their trademark back (usually at least EUR 20,000);
change their trademark for China; or abandon the market.

Companies registering their trademark in China have to select the class and items in which the mark
will be protected (depending on the type of good or services they are offering) and decide if they would
like to make a registration in English, Chinese or both. Also if they would like to attach the logo or
register it separately. Companies should also confirm that the trademark they want to register has not
been registered already by a third party.

In order to be eligible for registration, a trademark must:

o be legal - it must not be identical or similar to the name or flag of a State, international
organizations, have discriminative or offensive content, or consist of exaggerated and
fraudulent advertising etc.;

o0 be distinctive - the signs must be capable of distinguishing the goods/services of one
company from those of another;

0 not be functional - this requirement applies, in particular, to three-dimensional shapes that
cannot be registered as trademarks if they too closely resemble the goods/services they
represent, exist in order to achieve a certain technical effect or give greater value to the
product than the goods/services themselves

It can be registered trhatoiugrha lté es yosntagd m oannad 6c aorr
in China once it has been registered for that territory. The entire registration process can take up to 16
months (usually between 12 and 14 months).

Once registered, it lasts for 10 years and can be renewed infinite times.
1 Geographical indications

They have to be registered at the General Administration of Quality Supervision, Inspection and
Quarantine (AQSIQ), although with the Government restructure that integrated most of the former
almighty AQSIQ into the new State Administration for Market Regulation (SAMR), the new situation is
unclear.

IGs can be protected by two means:

o under the trade mark law and
0 by registration at AQSIQ

They last 10 years from the date the right is granted and are renewable indefinitely.
1 Trade secrets

In China, a trade secret is any non-public information with actual or potential commercial value which
is guarded by confidentiality measures. In order for the information to be a trade secret, it must a) be
40/ 149
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non-public - it must not be known by the general public or by competitors; (b) have actual or potential
commercial value - it must give the owner a competitive advantage or be capable of generating
economic benefit; and (c) guarded by confidentiality measures.

They can theoretically enjoy an infinite term of protection so long as they remain secret.

1.9. How to find and maintain business partners

1 Main options
o Different options to find business partners

In order to find and maintain business partners, there are many different options, similar to other parts
of the world. However, the effectiveness of each option differs compared to other markets. The following
list explains the most common places or ways to find business associates or clients, whether they can
be done from abroad and how well they work in China:

1 Trade fairs: they have to be visited when necessary. It is important to keep updated
about the yearly success of trade fairs and be informed of how good it is before
committing to participate. Participating in more fairs does not mean a greater success.
Al t hough it i1 s a good way to find partner
China, after a couple of years, it is frequently better to choose other activities or
combine tradeshows visits with more focused actions. The success rate of trade fairs
can be catalogued as low-medium.

91 Direct market research. It is difficult to be performed from abroad, but normally
implies a medium-high success rate.

1 Available contact list. Both public and private lists can be consulted from abroad,
but the success rate is usually low (a bit better when talking about private lists). In any
case, companies will almost certainly will need a Chinese speaking person to conduct
this calls from China.

1 Sector associations. They also require to be visited, but it usually has a low success
rate. It takes time and perseverance to develop a close relationship so that it can be
useful.

Daily network. It cannot be done from abroad, but the success rate is usually high.

Business agenda. Visiting China with a working plan organized with a support of a
specialized partner has a high success rate.
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1 Online platforms. They can be managed from abroad, but require speaking Chinese.
Their success rate is variable.

1 When visiting
Some valuable suggestions to keep in mind are the following:
o Samples and promotional materials

If possible, always bring samples when visiting China. Beware of the logistic procedures in advance
and check the regulations concerning samples: they normally differ from regulations affecting normal
exports.

Regardless of the chosen method to bring samples, it would be advisable to bring a small quantity of
samples (when possible) in your luggage. In that way, samples will for sure be ready for the first
meetings.

o0 Store check

Store checks provide very valuable information for exporters, they are an insightful way of better
understanding the market and its particularities and getting tons of data: how many brands are being
sold; how many SKUs per brand; which origins seem to be the most popular; how important is the
category of your product in that retail space; what package size is the most common; what are the top,
average and bottom prices for your category; among many other aspects.

o Frequently asked questions in meetings

Be prepared to be asked i and answer- the following questions:
1 Is your brand a main player in your country?

How big are you in your home market?
What other countries are you exporting to?
Have you already sold in China so far?
What is your main competitive advantage?
What are your export requirements?
Have you registered your brand in China?
Can we have exclusive rights?

CIF export?

= =2 4 4 A4 A4 -5 -2 -1

What are the payment terms?
1 What is the shelf life?
1 Negotiating
0 Best practices
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Mailings have no impact

English is of limited use

Distributors are saturated of receiving e-mails, very low reply rate
It is highly recommended to visit periodically

Promote your company and product

Choose options to add high value to find a partner

Insist

= =2 4 -4 -4 -5 -2 -2

Do not rush, but do not stop
o Due Diligence (documents, references, third parties advise)

When dealing with potential Chinese partners it is difficult to assess their capacity. The
mere size of the country, the number of companies operating in it, the language barrier
and the opacity of the market, make really hard for SMEs to check the legitimacy of a
company.

However, it is very important to conduct some level of due diligence before signing
contracts in order to avoid potential issues minimizing the risk of the operation and allows
the foreign company to adjust expectations.

SMEs do not need a big budget for this. There are a few actions that will provide insightful
information at no cost or very low cost:

1 Ask for a copy of their business license. This is a mandatory document for all
companies registered in China and it is common practice to share with potential
business partners. You can check the authenticity by scanning the QR code on the
bottom left corner of the certificate. If valid, it will take you to the website of their local
Administration of Industry and Commerce (AIC) and will display all the data shown in
the license.
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Use the Chinese name of the company to research online the following: participation
in events and activities, mentions to the company in WeChat, job advertisements,
listings, employee reviews, check if their address matches the reality (check building
directory or use Baidu maps).

Make a phone call to their landline number and ask for your contact person. This might
need to be done in Chinese.

If you have doubts, go and visit them by surprise in their registered addressed.

There are financial reports of any registered company that can be bought online at
affordable rates.

Do not worry if they do not have a website. There are legit companies without websites,
it is fairly common.

o Contracts

T

== =2 =2 =

Chinese tend to have a different attitude towards contracts. They give less importance
to the wording and the content. Sometimes, signing a contract is not the final step in
the negotiation, some details will be worked out later or some agreed parts may be
challenged.

Define both parties properly, make sure their details are exactly the same as in their
Business License and the person signing the contract is their legal representative.

Define the scope of the contract as precisely as possible.

Specify the obligations by each party.

If you are selling goods, include a full description of them and pictures if possible.
Set the price, incoterms and payment terms.

Choose the currency for the transaction.
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1 Establish clauses regarding: termination, language, arbitration and competent
authorities, applicable law, confidentiality, partial validity, communication, date, place
of signature and identify who is signing.

1 Make sure that the contract has the company stamp. All companies in China have
di fferent types of fAchopsodo (stamps) th
have no legal validity.

1 After they become a partner

It is important to build and maintain the relationship, so keep visiting often and provide
support, training and resources to your partner so they can better market your products. In
this way, you ensure a win-win situation.

Make sure the communication channel and language of choice works well, otherwise seek
alternatives as quick as possible. Following up quickly, professionally and making sure that
your counterpart understands your messages is essential to maintain a healthy business
relationship. You may need to be persistent at times in order to get a reply or an action from
your importer, but you should
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1.10. Avoiding scams

1 Introduction

Scams happen more frequently than what we can think it would. There is a huge business behind them.
There are some Chinese companies that are highly specialized on scamming. It sometimes happens

that European companies are not easily discouragedto giveupt he negoti ati ons and
the scammer offers. Exporters usually seek support when it is already too late. They start suspecting

but do not contact the Embassy until they have either very strong sense that they are being scammed

or actually after they have been scammed.

f Main clues to detect them

Scams happen in every single industry. In order to detect them, there are a few suggestions to be
followed:

A The Chinese counterpart has only English website
A They have contacted the company out of the blue
A Fake pictures of their facilities (if not obvious, use reverse Google image search to check)
A The deal they offer is on very good terms. Usually, too good to be true.
1 Trademark scam

The most common situation for trademark scams is the following: a European exporter attends an
international trade show, exchanges business cards with lots of people and their contact details are
also on the exhibitiondbs catalogue. A week after
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Dear President&CEO,

We arethe organization specializing in network consulting and registration in China.On April 28. 2016,a applicar
named Mr. Steven Lau from ARO Enterprise Co., Ltd wants to record and register the brand name
YOURCOMPANYBRAND and some domains by our office.

After our preliminary review and verification,we find ARO Enterprise Co., Ltd has nothing to do with your compa
But If you have permitted this company to apply these names, or you think the application will not damage the i
of your company,please all us to fulfill all the registration for ARO Enterprise Co., Ltd. If you against the compa
application,please let me know by email ASAP.

Best Regards,

Herbert Zhou

Manager of Registration department
Address:98 Shanghai Ave,Hefei 230001,China
Tel: (+86 07395266069

Fax:(+86) 073%266069

This is an obvious trademarkscam.Nobody i s trying to register the
doing so, it is definitely not related to the company behind that e-mail. Legit trademark registration
companies do not research potential conflict of interests for any brand they register.

After that email, they follow up several times before they give up. Best approach is not to reply to them.
9 Signing contract scam
Chinese Company approached European producer, normally out of the blue to make an enquiry.

The European Company sends quotation and the Chinese company basically agrees on everything but
ask them to either come to China to sign the cor
prepay for some made up taxes or lawyer expenses.

The European producer might think it is a bit odd, but blinded by the opportunity that it means to sell to
China and especially on the agreed conditions, agrees on the Chinese demands.

After spending a considerable amount of money, the Chinese side disappears, they stop replying emails
or Skype

Companies seek support after this stage.

! European buyers scam
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Chinese company approached European company offering a product they are looking for at an
extraordinary low price.

The Chinese company fights very little on the conditions and accepts to sell using a letter of credit,
which gives confidence to the European buyer. Up until this moment, the Chinese company is replying
and making decisions very fast.

The Chinese company produces a set of fake documents and sends them to the buyer. It also sends a
shipment of the same weight and approximate volume of the expected cargo.

Banks check documents and everything is in order. They release the payment to the Chinese company,
that immediately close the bank account and disappear.

The European Company feels very frustrated and seeks professional advice. AlImost impossible or cost
effective to pursue legal action.
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PART Il: IN-DEPTH OVERVIEW O F THE
FOOD AND BEVERAGE SECTOR

2.1. Introduction to the F&B market, including
key facts

China has become the second largest food importer in the world, and will soon be the largest, due to
the transformation of its economy and social structure. Income increase, interest on Western lifestyle,
search for healthy eating habits (especially in various segments of the urban population), new
technologies, improved logistics and new regulations, among other reasons have transformed Chinese
F&B market. Also, the growing demand that Chinese production is not able to satisfy, makes the import
of F&B a material necessity, increasing yearly. During the period 2013-2017, total China imports
increased 137%, CAGR 8,19%.

Evolution of all China F&B imports
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Source: China Customs
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2.2. Market segmentation and market trends

As it can be seen in the graph below, although wine, food preparations (juices, jams, sauces), bakery
and confectionary products and chocolate are the most widely seen products in both traditional and E-
commerce retail in China, they represent just a small part of the huge world of foreign products imported
into China.

Chinese demand for imported products is mainly concentrated on first need consumption products,
which China is not capable to supply in sufficient quantity yet. Despite being the products more affected
by trade barriers and import restrictions (see section 2.6) and whose import process is more closely
controlled, these categories are the ones which offer bigger opportunities for foreign companies hoping
to access Chinese market.

China imports from the World per product (2017)

Choc, bakery,
PO”;[’ beei,I Fruits | Food confec
pouofrl};lan Dairy and and nuts  Wine, oo Other

infant Seafood | riquors, | I |
formula _| Cereals beer | i_i |

| | —
0 10 20 30 40 50
54 billion USD

Source: China Customs

All F&B products imports follow a steady growth trend, which is expected to be continued during the
following years.

Meat and offal
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Meat and offal reached a record in import value during
2016, due to an unexpected shortage in China
production of pork meat. Therefore, import value in 2017
was lower compared to 2016, however, there is still a
growing trend.

In general terms, China does not have the capacity to
produce enough meat and offal, so they are demanding
premium cuts for retail and foodservice and cheaper
cuts for food processing industry. Most demanded meat
is, in this order, pork, beef, offal and poultry.

Dairy imports dropped suddenly on 2015 from USD6.5
billion to USD3.3 billion, but have been recovering
slowing, reaching USD5 billion again on 2017%4. China
IS trying to produce their own high-quality (high in protein)
milk, by concentrating farms and improving cows feed,
however, the gap between production and demand will
unlikely be covered in near future.

Infant formula requires a special registration to be
exported to China, what makes it very difficult for SMEs
to access the market. Registration process is long and
costly, but once the registration is approved, companies

can benefit from a very profitable market due to limited offer.

Seafood

24 Source: China Customs
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China seafood imports have been growing steadily for
the last years. In 2017, seafood imports increased up
to 4.89 million tonnes?®. One quarter of this quantity
was imported for processing, which will be re-exported,
while the rest is meant for direct purchase in retail and
foodservice.

Most commonly consumed imported seafood products
include cod, squid, mackerel and prawns. High-quality
seafood, such as lobster, salmon, and crab, is
frequently found in foodservice for high-end
consumers?®,

Cereals imported bulk represent an important part of
China imports compared to other products. However,
China is a large cereal producer, therefore cereals
exports to China are strictly controlled, both limiting
approved exporters and importers and setting import
quotas.

Imported bulk cereals are just a small percentage of
cereals consumed in China. In 2016, China produced
580 million tonnes?’ of cereals, while imports were only
20 million tonnes?8,

25 https://www.seafoodsource.comissupplytrade/chinaseafoodimportssurgedin-201 7-while-its-exportgrowth-continuedto-

slow

26 https://www.foodexport.org/gedtarted/countrymarketprofiles/asia/chinaseafoodcountryprofile
27 Source: The World Bankttps://data.worldbank.org/indicatdG.PRD.CREL.MT?locations=CN&view=chart

28 Source: China Customs
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In terms of volume, most frequently imported fruits into
China are lychees, jackfruit, and passion fruit, bananas
and citrus fruits, coming mainly from Vietnam and
Thailand, Philippines and Ecuador and South Africa and
Australia respectively.

Fruit sales are now concentrated in fruit stores chains,
supermarkets/hypermarkets and e-commece.

Wine was the alcoholic product most imported into
Chinain 2017, both in value and quantity terms. Imports
during this period reached USD2.7 billion and 745
thousand tonnes.

In terms of value, liquors and spirits were the second
most imported products, especially grape based spirits,
such as grappa, pisco, cognac, brandies and
aguardiente.

Beer would be the third in terms of value, but second in
volume, coming mainly from Germany and Mexico.
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This category includes basically juices, frozen
vegetables, tea and coffee concentrates, jams and
sauces. The first three represent the most frequently
imported product within the category.

These products are normally sold in retail, both
traditional and E-commerce. However, they are not
commonly consumed by Chinese, and rotation rate is
low.

Chocolate, bakery products and confectionary
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Sugar for refining is the most representative product
within this category, reaching USD832 million in 2017.
Second most important product in this category are
chocolate preparations (spreads and preparation for
making beverages), with USD350 million imports in
2017.

Vegetable oil (soya bean, sunflower, linseed)
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P Vegetable oil imports are restricted by Chinese
& government. Exporters have to register in AQSIQ (now

% e SAMR) before exporting.
Exports have dropped from 1.8 billion to 1.1 billion since
1 2013 to 2017. Because China is a strong producer of
these types of vegetable oils, it is not expected that the

08 trend will be reversed soon.

2013 2014 2015 2016 2017

2.3. Consumer preferences

1 Interestin trying new products

Especially due to the increasing influence of marketing and social media among Chinese consumers,
they will get information about what is new in the market and will be open to try it. They are now mainly
interested in those products claiming health benefits, high-quality nutritional characteristics.

1 Purchase frequency and basket size.

Consumers tend to shop for food frequently, with many people shopping on a daily basis. Especially in
convenience stores and E-commerce, where they make purchases very frequently an average of 1-3
products.

On the other side of the ledger, purchases in specialty stores, hypermarkers and supermarkets happen
weekly or bi-weekly, with an average purchase of 10-15 articles.

M Health awareness

Chinese are starting to care about what they eat, preferring fresh food instead of packaged food, which
can be seen as inferior or lacking in freshness. The demand for products that are both fresh/healthy
and easily consumed or prepared is expected to continue to grow in the future. Imported products are
often perceived as higher-quality, safer and more reliable because of past food scandals in China.

M Convenience
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China is moving towards a more convenient and high-quality F&B consumption. This is because of a
larger young working class, with busier lives compared to previous generations, for whom convenience
is getting a great importance. Purchases in traditional markets are being reduced and E-commerce and
convenience stores are seeing their business grow.

E-commerce itself is now being divided into two groups. First one is made up of large E-commerce
platforms, where consumers can find every type of products, from chocolate, to beer and frozen beef,
where delivery may take between 1 and 2 days, depending on the product and the city. However, the
second group is specializing in fresh products, offering fast delivery, even within 1-hour.

1 Foodservice growth

In Tier-1, Tier-2 Chinese cities, people are increasingly going out to eat or ordering delivery, instead of
preparing their own food at home. Between 2013 and 2016 food delivery ordered online (mainly through
mobile apps) increased by 44% and dining out grew by 10%, while food purchased for home cooking
grew a limited 3%72°.

2.4. Key challenges

As it can be clearly seen, accessing and making business in China implies many and varied challenges,
here are the most common:

1. Difficulty to operate in China. Chinese market works different to other markets in the world.
Companies need to be completely aware of market characteristics and regulations to be able to
respond efficiently to the eventualities that may come up.

2. Differences in business culture. As described in Section 1.8., Chinese way of doing business is
different, making it difficult to establish a relationship without the help of a Chinese employee or
collaborator.

3. Distance. Despite its strategic location, allowing exports by boat, railway and road, products still
need to travel a long distance and transport methods need to be adapted to Chinese
requirements (humidity, temperature, etc.). This is especially relevant for fresh products.

4. Barriers to F&B products. As described in Section 2.6. Import duties, import restrictions and
trade barriers, F&B products exported to China need to comply with many restrictions which
make the export of some products very difficult, especially for fresh products.

5. Fierce price competition because of E-commerce development. E-commerce development is
faster in China than in any other country in the world. Having access to prices of every product

29 https://www.bain.com/insights/chirghoppeireport2017chinastwo-speedgrowthin-andout-of-the-home
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online makes the consumer much more price sensitive. Additionally, E-commerce convenience
for consumers make them more likely to buy online and in a traditional retail store.

6. Unstable, complex, and excessive regulation and unclear implementation of new regulations.
There are many regulations, experiencing frequent changes, approvals and derogations.
Sometimes regulations that are on force are fuzzy and it is difficult to understand its practical
application. Also, finding regulations from an official or reliable source it not always easy.

7. Lack of consistency in the customs clearance procedure. The clearance procedure for entry
ports can differ from one port to another, making it possible to have the products stocked in
customs with the consequent expenses.

8. Lack of recognition of foreign certifications. Many companies whose selling point is being organic
or claiming to have certain health benefits need to change their strategy to being able to sell
their products in China.

9. Lack of recognition of the Ukrainian origin in China for F&B products. Historically, China has not
been a frequent destination for Ukraine exports, this makes the country brand very little
recognizable. Ukraine companies and authorities will have to work on country brand promotion
to make their products attractive above other origins.

10.Extreme need of localization. Materials need to be translated to Chinese (English will not work)
and marketing needs to focus on online promotions. Traditional offline promotions are still
common, but have a smaller impact on the consumer.

2.5. Import -Export step -by -step process

When exporting to China, companies have to be familiarized with relevant procedures, certifications,
standards and regulations related to Chinese market access. This graph describes the general process
of import of pre-packaged food products to Chinas°.

30 This information refers to generfdodstuffs withoutclaims for health benefits dood additives. These kinds of products have
different import procedure ardifferent phases of inspection.

57 /149



EXPORT ! ’
‘Z’ ROMOTION ) [ P

European Bank OFFICE et Euttuines

MINISTRY
gg 5F EBouome pevELOPMENT

: AND TRADE OF UKRAINE

for Reconstruetion and Development

PROCESS 8 TIMING

1. Prepare the export documents . No special
Before 2. Producer, importer and exporter must register online in AQSIQ . procedure or
products , . , | timeline. Actual
3. Label translation and original flat design e
are shioped i time needed to
pe 4. Importers/agents in China must be registered in the Administration| prepare
for Industry and Commerce (AIC) as an “authorized food importer” | documents
i === ( 3
Customs clearance
Once _ e o e g !
duct Documents review: commercial invoice, packing list, bill of ;
SULI LIS landing, flat design of the package —> 1-3 weeks
Ve I 2. Label verification ‘
China . .
3. Sample inspection

......................................................................................................

If it is a first import B
1. Label certification _> 6-10 weeks
2. Thorough sample inspection P

After successfully v'Health Certificate for distribution

clearing Customs, the | vClQ approved label —> \/SELL
following documents ;

are obtained: v'Customs declaration form
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