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SMEs in China:

Policy Environment Report
2023 Update

1. INTRODUCTION TO SMEs IN CHINA

1.1 DEFINITION AND CLASSIFICATION OF
SMEs IN CHINA

SMEs in China are defined, according to the Law of the
People’s Republic of China on the Promotion of Small
and Medium-sized Enterprises (2017) (SME Promotion
Law), as companies that “have a relatively small size in
personnel and scope of business.” The standards for
classifying small and medium enterprises are formu-
lated by the relevant departments of the State Council,
and the identification of a company as a micro, small
or medium-sized enterprise is dependent on a series
of variables such as the industry it belongs to, its
operating income, its total assets and its number of
employees.? On 23 April 2021, the Ministry of Industry
and Information Technology (MIIT) and the National
Bureau of Statistics (NBS), along with relevant depart-
ments, launched a public consultation on a revision
of the Regulations on SME Classification Criteria.? This
draft reassesses the division standard of enterprises
with few employees but high business income or large
total assets that used to be considered as SMEs, and it
also simplifies the industry classification of SMEs from
16 to 9 categories. The final version of the notice has
not yet been released as of mid-June 2023.#

SMEs constitute an overwhelming majority of the enter-
prisesin Chinaand are key to its economic development.

Around 50 per cent of the nation’s tax revenue and 60
per cent of China’s gross domestic product (GDP) come
from SMEs. Small businesses are also major contrib-
utors to employment and to innovation. In 2022, the
total number of micro, small and medium-sized enter-
prises in China exceeded 52 million, where specialised
SMEs accounted for 59 per cent of enterprises that went
public (in terms of the capital market).”

1.2 EUROPEAN DEFINITION AND
CLASSIFICATION OF SMEs

While in China the identification of a company as a
micro, small or medium-sized enterprise is subject to
variables such as the industry it belongs to, its operating
income, its total assets and its number of employees,
the European definition and classification of what
constitutes an SME is mainly based on staff headcount
and financial ceiling (either turnover or balance sheet
total). If an enterprise has access to significant addi-
tional resources, it might not be eligible for SME status.®

Like in China, in the EU, SMEs are the backbone of the
economy. In the non-financial business sector, they
account for 99.8 per cent of all enterprises, more than
65 per cent of total employment, and 53 per cent of
overall value added.”

1 Law of the People’s Republic of China on the Promotion of Small and Medium-sized Enterprises (2017), National People’s Congress, 15t

September 2017, viewed 20t June 2023, <http://www.npc.gov.cn/npc/c12435/201709/700912e2aeed405f815485892d935e16.shtml>

2 Statistical criteria for the classification of large, medium, and small micro-enterprises (2017) [CN], NBC, 3 January 2018, viewed 20% June

2023, < http://www.stats.gov.cn/sj/tjbz/gjtjbz/202302/t20230213_1902763.html >

3 Notice of Public Consultation on the Regulations on SME Classification Criteria (Revised Draft for Comments), MIIT, 23" April 2021, viewed 20t
June 2023, <https://www.miit.gov.cn/gzcy/yjzj/art/2021/art_4952142da8aa407aab85ac87bf74a1b9.html>

4 The new categories are agriculture, forestry, animal husbandry and fishery; industry, transportation, warehousing and postal services;
construction and organisation and management services; wholesale; retail; accommodation and catering; ICT; real estate development
and operations; and real estate excluding the beforementioned activities, leasing and business services, scientific research and technical
services, water conservancy, environment and public facilities management, resident services, repair and other services, education, health

and social work, culture, sports and entertainment.

5 Newly established SMEs surge in China in 2022, State Council Information Office of China, 2" March 2023, viewed 20%" June 2023,
<http://english.scio.gov.cn/pressroom/2023-03/02/content_85139011.htm>

6 User guide to the SME Definition, European Commission, 8t September 2020, viewed 20" June 2023, <https://ec.europa.eu/docsroom/

documents/42921>

7 SME Annual Report - 2020/2021, European Commission, 30t June 2021, viewed 20™ June 2023, <https://ec.europa.eu/docsroom/

documents/46062>


http://www.npc.gov.cn/npc/c12435/201709/700912e2aeed405f815485892d935e16.shtml
http://www.stats.gov.cn/sj/tjbz/gjtjbz/202302/t20230213_1902763.html 
https://www.miit.gov.cn/gzcy/yjzj/art/2021/art_4952142da8aa407aab85ac87bf74a1b9.html
http://english.scio.gov.cn/pressroom/2023-03/02/content_85139011.htm
https://ec.europa.eu/docsroom/documents/42921
https://ec.europa.eu/docsroom/documents/42921
https://ec.europa.eu/docsroom/documents/46062
https://ec.europa.eu/docsroom/documents/46062

Company category Staff headcount Turnover or Balance sheet total
Medium-sized <250 <€50m <€43m

Small <50 <€10m <€10m

Micro <10 <€2m <€2m

Table 1 European Commission

Understanding the different approaches to determining
what constitutes an SME in the EU and in China is
important when analysing their respective ecosystems,

as some companies considered as SMEs in China would
not have this denomination in Europe due to their larger
size in terms of employees and/or annual turnover.

1.3 EUROPEAN SMEs AND CHINA - DATA FROM THE EU SME CENTRE

The European Commission estimates that around 600
000 European SMEs engage in international trade. While
most of these SMEs tend to remain within the Single
Market, the most updated data on European SME inter-
nationalisation by a Eurobarometer survey shows that
only 3 per cent of EU SMEs exported to China as 0of2019.8
While detailed estimates on European SMEs operating in
or exporting to China by sector are not available, website
registration data from the EU SME Centre's Phase Il
(October 2020 to July 2022) and Phase IV (starting from
July 2022) shows a predominance of businesses in
food and beverages, commercial services, healthcare,

education and machinery equipment and components
looking to benefit from Centre services. Although
this does not constitute a comprehensive overview
of European SMEs either doing business in China or
looking to do business in China, the data provides an
indication of what types of companies could be inter-
ested in exploring opportunities in the Chinese market.

Data from enquiries received by the EU SME Centre
from Phase Il to Phase IV also shows that the top five
countries of origin of newly registered SMEs were Italy,
Germany, Spain, Turkey and France.

Phase Il & Phase IV enquiries by sector (Oct. 2020 - March 2023)
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8 SMEs, start-ups, scale-ups and entrepreneurship, European Commission, September 2020, viewed 20" June 2023, <https://europa.eu/
eurobarometer/surveys/detail/2244>
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2. ANALYSIS OF THE CURRENT POLICY ENVIRONMENT OF SMEs IN CHINA

When looking at the policy environment for SMEs,
it is important to note that it can vary considerably
from region to region, as seen in the MIIT's Centre for
the Promotion of SMEs' SME Development Environment
Assessment Report 2022.°

Throughout 2021 and 2022, the outbreak of COVID-19
and the subsequent lockdown and travel restrictions
- along with external Russia-Ukraine War and internal
triple economic pressures of shrinking demand,
disrupted supply and weakening market expectations
- led to disruptions in business operations and consid-
erable uncertainty, which prompted several policies
and regulations to support and stabilize the economy.

The Chinese economy expanded by just 3 per cent
in 2022 according to official numbers, far below the
government's target of 5.5 per cent and the second-
weakest growth figure since 1976. SMEs are as a rule
more exposed to disruptions in the economy, and in the
case of the COVID-19 pandemic they were the first to be
hit and the last to recover. According to the European
Business in China Business Confidence Survey 2023 (BCS
2023), SMEs saw the biggest changes to their revenues
in 2022. A disproportionately high per centage of SMEs
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| Figure 3 MIIT, EU SME Centre

reported y-o0-y decreases in their bottom lines (36 per
cent), 15pp more than the proportion of companies
with 1,000+ employees that reported the same. This
reflects the fact that many SMEs, which often lack the
resources to navigate unexpected changes in China's
business environment, were substantially impacted by
COVID-19-related containment measures. At the other
end of the spectrum, a higher per centage of SMEs
recorded substantial revenue increases (>20 per cent
of their annual revenue), highlighting that opportunities
remained for some."®

Abandonment of ‘zero-COVID’ policy and reopening
The abandonment of China’s ‘zero-COVID' policy in
late November 2022 was a turning point for the whole
country, including foreign SMEs. Data from the China
Association for SMEs' (CASME) SME Development Index
(SMEDI), which is based on a regular survey of 3,000
SMEs, showed some signs of recovery (see Figure 4 on p.
6)."" The SMEDI of thefirst quarter of 2023 was 89.3, up by
1.3 from the previous quarter, reversing the consistent
downward trend in 2022. However, recovery was not as
strong as expected - the SMEDI of March, April and May
continued to drop, indicating a lack of vitality. SMEs were
still facing challenges such as surging costs and fewer

m Composite Score 2022

9 SME Development Environment Assessment Report 2022, China Centre for the Promotion of SMEs, MIIT, 21 February 2023, viewed 25%
June 2023, <https://www.cnii.com.cn/qy/202302/t20230221_448668.htm|>

10 European Business in China Business Confidence Survey 2023, European Chamber, 215 June 2023, viewed 26 June 2023,
<https://www.europeanchamber.com.cn/en/publications-archive/1124>

11 China’s SME Development Index rebounded sharply in the first quarter of 2023, CASME, 9th April 2023, viewed 26th June 2023,

<https://ca-sme.org/content/Content/index/id/38719>


https://www.cnii.com.cn/qy/202302/t20230221_448668.html
https://www.europeanchamber.com.cn/en/publications-archive/1124
https://ca-sme.org/content/Content/index/id/38719
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orders, according to CASME." Finally in June, the index
ended three consecutive months of decline. CASME has
cautioned about challenges facing the SMEs, including
high corporate costs and rising financial constraints,
and has called for further expanding effective demand
and improving the business environment.

In addition, in spite of China's reopening, foreign
business confidence remains subdued. Data from the
BCS 2023 shows that the lowest per centage of respon-
dents on record (55 per cent) view China as a top three
destination for future investments, that 53 per cent do
not plan on expanding their China operations in 2023
and that 14 per cent are considering shifting future
investments previously planned for China to other
markets (with eight per cent having already done s0)."3

In light of the slow economic recovery, the Chinese
government has rolled out policies to support busi-
nesses and encourage foreign investment. On 28" July,
the National Development and Reform Commission
(NDRC) and other departments jointly issued a notice
on Implementing Measures to Promote the Development of
the Private Economy.** This notice introduces favourable
policies targeting SMEs in terms of supply chain, inno-
vation, procurement, financing, land, and government
services. On 13" August, the State Council released
a notice on Further Optimizing the Foreign Investment

Environment and Making More Efforts to Attract Foreign
Investment,’> covering specific measures on better
using, protecting, facilitating, and supporting foreign
investment as well as securing the equal treatment of
foreign-invested enterprises with domestic firms. It will
be important for China to implement these new support
measures in a timely, coordinated and consistent
manner to improve business confidence, keep the
growth momentum and promote sustained economic
recovery.

2.1 FINANCING AND REDUCTION OF
FINANCIAL BURDEN

2.1.1 Financing

Access to financing is a common problem for SMEs,
and particularly so for SMEs operating in China where
domestic banks prefer to go with the safe option of
state-owned enterprises (SOEs). Major national policies
throughout the years have attempted to address the
issue of SME financing, as described below.

Public financing

On the basis of the SME Promotion Law, public financing
is provided by the government at all levels through the
establishment of special funds for SME development,

12 China Small Business Index Tumbles for Second Month in a Row in April, Yicai Global, 9t May 2023, viewed 18" July 2023,
<https://www.yicaiglobal.com/news/20230508-10-china-small-business-index-tumbles-for-second-month-in-a-row-in-april>

13 European Business in China Business Confidence Survey 2023, European Chamber, 215 June 2023, viewed 26 June 2023,
<https://www.europeanchamber.com.cn/en/publications-archive/1124>

14 Implementing Measures to Promote the Development of the Private Economy, NDRC, 15t August 2023, viewed 16™ August 2023,

<https://www.ndrc.gov.cn/xwdt/tz

/202308/t20230801_1359008.htm

15 Further Optimizing the Foreign Investment Environment and Making More Efforts to Attract Foreign Investment, State Council, 13" August
2023, viewed 16" August 2023, <https://www.gov.cn/zhengce/content/202308/content_6898048.htm>


https://www.yicaiglobal.com/news/20230508-10-china-small-business-index-tumbles-for-second-month-in-a-row-in-april
https://www.europeanchamber.com.cn/en/publications-archive/1124
https://www.ndrc.gov.cn/xwdt/tzgg/202308/t20230801_1359008.html
https://www.gov.cn/zhengce/content/202308/content_6898048.htm

with a focus on micro and small enterprises. This type
of multi-level SME financing is also provided for in the
Five-Year Action Plan for Promoting the International
Development of SMEs and China Manufacturing 2025.
Public financing can also be provided for SMEs in certain
sectors or conducting specific activities (for instance,
innovative SMEs).

These framework policies have been accompanied by
implementing regulations issued by various ministries.
Looking at more recent measures, in June 2021 the
MOF released the Administrative Measures for Special
Funds for the Development of Small and Medium-Sized
Enterprises with the goal of optimising the environment
for innovation and entrepreneurship; supporting the
improvement of the public service system for SMEs
and promoting cooperation and exchange among
SMEs; and improving the financing environment
for SMEs.’® Following the special fund policy issued
in 2021, in September 2022, the MOF launched the
Notice on the Issuance of the 2022 Budget for Special
Funds for the Development of Small and Medium-Sized
Enterprises,"” targeting SMEs that are professionally
advanced, specialized, special, and innovative, with
the goal of supporting their high-quality development.
More recently, in June 2023, the MOF issued the 2023
special funds for SMEs, '® adding a subsidy for pilot SME
digitalisation public service platforms.

At the local level, according to the SME Development
Environment Assessment Report 2022, Changsha,
Taiyuan, Urumgi and Lhasa have newly established
special funds for SME development in the budget of
their own finance or SME authorities, while 13 cities,
including Shanghai, Hefei, Xiamen, Changsha, Guiyang
and Shenyang, have newly established SME devel-
opment funds. So far, all surveyed cities have set up
special funds for SME development.

Private financing
Private financing is as a rule not easy to obtain for SMEs

2023 Policy Environment Report

in China, as they are usually seen as a high-risk and
low-return investment, and Chinese authorities are well
aware of this issue.

Regarding direct financing, article 18 of the SME
Promotion Law provides for the development of a
multi-level capital market system and the promotion of
bond market and equity financing as channels for SME
funding. SMEs can access this type of financing through
the National Equities Exchange and Quotation (NEEQ)
- also known as the New Third Board.?® Over the past
few years, other boards encouraging the listing of SMEs
have appeared - for instance the Nasdag-style Shanghai
Science and Technology Innovation Board (also known
as STAR), which targets innovative start-ups and which
was established in 2019, and a Beijing Board with a
similar premise of supporting innovative companies
was launched in 2021.2" One of the goals of the 14FYP
for SMEs is to increase the scale of direct financing for
SMEs through measures like implementing pilot projects
at the regional level, optimising the services provided
in the NEEQ, improving the functions and roles of the
Beijing, Shanghai and Shenzhen stock exchanges and
further developing the credit enhancement mechanism
for SME bond financing.

The State Council's notice in January 2023 vowed to give
full play to the Beijing Stock Exchange and the National
SME Development Fund to increase direct financing
support for high-quality SMEs. The Beijing Stock
Exchange will speed up the listing process of specialised
and new SMEs, while the National SME Development
Fund and the National Science and Technology
Achievement Transformation Guidance Fund will drive
more social capital to invest in early-stage companies.

On indirect financing, the SME Promotion Law allows
for the usage of movable property and accounts
receivable as collaterals for chattel secured financing,
and also provides for the encouragement of credit
guarantee issuance.”? The 14FYP for SMEs mandates

16 Administrative Measures for Special Funds for the Development of Small and Medium-Sized Enterprises, Ministry of Finance, 17" June 2021,
viewed 28™ June 2023, <http://jjs.mof.gov.cn/zhengcefagui/202106/t20210617_3720730.htm>

17 Notice on the Issuance of the 2022 Budget for Special Funds for the Development of Small and Medium-Sized Enterprises, MOF, 16
September 2022, viewed 19t July 2023, <http://www.mof.gov.cn/zhuantihuigu/wijjzc/wjjzcwj/202209/t20220916_3840850.htm>

18 Notice on the Issuance of the 2023 Budget for Special Funds for the Development of Small and Medium-Sized Enterprises, MOF, 27% June
2023, viewed 19% July 2023, <https://www.sme.com.cn/cms/news/100000/0000000700/d4e884c39c734a5a9d16f0990fe87f90.shtml>

19 SME Development Environment Assessment Report 2022, China Centre for the Promotion of SMEs, MIIT, 215t February 2023, viewed 25t
June 2023, <https://www.cnii.com.cn/qy/202302/t20230221_448668.html>

20 The NEEQ is a national securities trading market that - thanks to its less stringent and lower capital threshold requirements for listing -
provides an alternative financing method for SMEs that cannot list on the Main Board market.

21 The New Beijing Stock Exchange for SMEs - What You Need to Know, China Briefing, 18" November 2021, viewed 28" June 2023,
<https://www.china-briefing.com/news/beijing-stock-exchange-for-smes-what-we-know/> and Shanghai Stock Exchange Statistics Annual

2021, Shanghai Stock Exchange, viewed 28" June 2023, <http://www.sse.com.cn/aboutus/publication/yearly/documents/c/5641852.pdf>

22 Also known as chattel mortgage: A type of financing using movable personal property rather than real estate as security.


http://jjs.mof.gov.cn/zhengcefagui/202106/t20210617_3720730.htm
http://www.mof.gov.cn/zhuantihuigu/wjjzc/wjjzcwj/202209/t20220916_3840850.htm
https://www.sme.com.cn/cms/news/100000/0000000700/d4e884c39c734a5a9d16f0990fe87f90.shtml
https://www.cnii.com.cn/qy/202302/t20230221_448668.html
https://www.china-briefing.com/news/beijing-stock-exchange-for-smes-what-we-know/
http://www.sse.com.cn/aboutus/publication/yearly/documents/c/5641852.pdf
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the development of long-term mechanisms and policies
that will incentivise lending. Other measures include
improving credit information sharing mechanisms,
supporting financial institutions in using financial tech-
nology to innovate financial products and services, and
strengthening the financing guarantee system.

Looking at relevant regulations rolled out in 2023,
in April the China Banking and Insurance Regulatory
Commission (CBIRC) proposed to form a financial
service system for small and micro enterprises that is
compatible with the development of the real economy,
by optimising the financial service structure, enhancing
the precision of services in key areas and maintaining
the overall stability of loan interest rates, thereby grad-
ually reducing SMEs’ financing costs.?* In addition, to
help small and micro enterprise raise funds and lower
financing costs, China exempts financial institutions
from paying value-added tax (VAT) on their interest
income derived from small loans to farmers, small
enterprises, micro enterprises, and individually owned
businesses. Besides, loan contracts signed between
small or micro enterprises and financial institutions are
exempt from stamp duty. Both measures are effective
until 315t December 2023.

The 2023 Government Work Report** indicates that
inclusive loans to micro and small businesses increased
at an annual rate of 24 per cent, rising from RMB 8.2
trillion to 23.8 trillion, with the average interest rate
falling by 1.5 per centage points compared to five years
ago. Meanwhile, recent data from CBIRC shows that
inclusive loans for small businesses in the first quarter
of 2023 grew by 25.8 per cent y-0-y.?> At the province/
city level, the SME Development Environment Assessment
Report 2022 indicates that Shanghai, Shenzhen,
Hangzhou, Ningbo and Beijing ranked the top 5 in terms
of overall scores in financing environment (the indi-
cator is based on four sub-indicators: loan acquisition,
credit and guarantee, venture capital, and financing
satisfaction).

There is still room for improvement on SME financing.
Looking at direct financing, the Beijing Stock Exchange
was originally developed as as a hub for small businesses
to attract investors directly and reduce their reliance on
banks for funding. But a year after it opened, trading
volume remains low.? On indirect financing, according
to the Greater Bay Area SME Report: A Story of Resilience
and Opportunity from January 2023, which surveyed
more than 460 SMEs in the Greater Bay Area - which
tends to consistently rank as one of the regions with the
most optimised business environment in China - SMEs
struggle with the loan application process because they
lack collateral or because the documentation require-
ments are too high.?’

Looking at European business sentiment on access to
financing, the European Chamber's Business Confidence
Survey 2023 shows that less respondents reported it
was one of their top three issues (from 8 per cent in
2022 to 3 per cent in 2023). However, difficulties with
access to financing remain challenging for a number
of European small businesses: those from South China
and Shanghai report that movable assets cannot not be
mortgaged for a bank loan and that their domestic SME
counterparts experience less difficulties when applying
for loans.?® SMEs in South China also report a lack of
transparency regarding requirements, standards and
criteria for getting bank loans.?

2.1.2 Reduction of financial burden

Tax relief measures

Throughout the years, China has accommodated a
number of favourable tax policies for SMEs. In addition,
local governments may in some cases provide subsidies
on taxes paid.

At the national level, in January 2023, the MOF and the
State Taxation Administration (STA) jointly issued an
announcement to clarify some of its VAT incentives for

23 Notice on Strengthening the Quality of Financial Services for Small and Micro Enterprises in 2023, CBIRC, 27* April 2023, viewed 28th June
2023, <http://www.cbirc.gov.cn/cn/view/pages/governmentDetail.html?docld=1106034>
24 2023 Government Work Report, 5t March 2023, viewed 26" June 2023, <http://www.gov.cn/zhuanti/2023lhzfgzbg/index.htm>

25 Inclusive Loans to Micro and Small Enterprises by Banking and Financial Institutions in 2023 (Quarterly), CBIRC, 19" May 2023, viewed 28"
June 2023, <https://www.cbirc.gov.cn/cn/view/pages/ItemDetail.html?docld=1109311>

26 Beijing Stock Exchange fights to make its mark, Nikkei Asia, 12" December 2022, viewed 28™ June 2023,
<https://asia.nikkei.com/Spotlight/Caixin/Beijing-Stock-Exchange-fights-to-make-its-mark>

27 Greater Bay Area SME Report: A Story of Resilience and Opportunity, Bain & Company, 9" January 2023, 28" June 2023,
<https://www.bain.com/insights/greater-bay-area-sme-report-a-story-of-resilience-and-opportunity/#>

28 Shanghai Position Paper 2023/2024, European Chamber, 14% February 2023, viewed 27 April 2023
<https://www.europeanchamber.com.cn/en/publications-archive/1073/Shanghai_Position_Paper_2023_2024>

29 For more information on individual accounts of European SMEs and access to financing, see the 2023/2024 Inter-Chamber SME

Working Group Position Paper - to be released in September 2023.


http://www.cbirc.gov.cn/cn/view/pages/governmentDetail.html?docId=1106034
http://www.gov.cn/zhuanti/2023lhzfgzbg/index.htm
https://www.cbirc.gov.cn/cn/view/pages/ItemDetail.html?docId=1109311
https://asia.nikkei.com/Spotlight/Caixin/Beijing-Stock-Exchange-fights-to-make-its-mark
https://www.bain.com/insights/greater-bay-area-sme-report-a-story-of-resilience-and-opportunity/#
https://www.europeanchamber.com.cn/en/publications-archive/1073/Shanghai_Position_Paper_2023_2024

2023 Policy Environment Report

VAT Liability Threshold for Small-Scale Taxpayers, 2021 to 2023

RMB 100,000 RMB 300,000 January 1, 2021, to March 31, 2021
RMB 150,000 RMB 450,000 April 1, 2021, to December 31, 2022
RMB 100,000 RMB 300,000 January 1, 2023, to December 31, 2023

I Figure 5 Source: Dezan Shira & Associates

Corporate Income Tax Cuts for Small and Low-Profit Enterprises

The portion below ATI*12.5% 20%

RMB 1 million

The portion between
RMB 1 million and
RMB 3 million

I Figure 6 Source: Dezan Shira & Associates

2023.3% From 1%t January to 31t December 2023, small-
scale taxpayers with monthly sales below RMB 100,000
(inclusive) shall be exempted from VAT. This threshold is
a bit lower than that in 2021 and 2022.

Meanwhile, during the same period, small-scale
taxpayers that are subject to a VAT rate of 3 per cent can
enjoy a reduced rate of 1 per cent; and the VAT items
that are subject to a 3 per cent VAT prepayment rate
shall enjoy a reduced prepayment rate of 1 per cent.
Previously, small-scale VAT taxpayers that were subject
to a VAT levy rate of 3 per cent would be exempted from
VAT payment or prepayment.

In March 2023, the MOF and the STA announced the
extension of preferential policies for small taxpayers on
Corporate Income Tax (CIT) and personal income tax.>'
Small and low-profit enterprises will be subject to a 20
per cent CIT rate on 25 per cent of the taxable income
amount for the portion of taxable income not exceeding
RMB 1 million during the period from 15t January 2023
to 31t December 2024. That is, the effective CIT rate

5% 2023.1.1-
2024.12.31

2022.1.1-
2024.12.31

for an annual taxable income below RMB 1 million will
increase from 2.5 per cent to 5 per cent.

Reduction of administrative charges

Since February 2016, taxpayers whose sales amount
does not exceed RMB 100,000 per month will be exempt
from education surcharge, local education surcharge,
and water conservancy construction fund.®' Aside
from these, from 2022 to 2024, local governments are
granted authority to reduce six types of taxes and two
fees on small-scale taxpayers at the reduced tax rate of
50 per cent or less.>2 These are the resource tax, urban
maintenance and construction tax, propertytax, urban
land use tax, stamp duty (excluding stamp duty on
securities transactions), arable land use tax, education
surcharge, and local education surcharge.

One areawhere room forimprovement remains is social
insurance. SMEs’ operations continue to be seriously hit
by significantincreases in social security payments. Since
late 2022, more thana dozen cities and provinces have

30 Announcement of the Ministry of Finance and the State Taxation Administration on the Clarification of the Policy on VAT Reduction and
Exemption for Small-scale VAT Payers, State Taxation Administration, 9™ January 2023, viewed 26 June 2023, <http://www.chinatax.gov.cn/

chinatax/n359/c5183530/content.html>

31 Notice on Expanding the scope of exemption of relevant government-managed funds, State Taxation Administration, 29th January 2016,
viewed 21st July 2023, <http://www.chinatax.gov.cn/n810341/n810755/c2005027/content.htm|>

32 Further Implementation of the "Six Taxes and Two Fees" Reduction and Exemption Policy for Small and Micro Enterprises, State Taxation
Administration, 1st March 2022, viewed 21st July 2023, <https://www.gov.cn/zhengce/zhengceku/2022-03/04/content_5676898.htm>
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increased minimum employer-funded social security
payments by 10 per cent or more. Small companies in
the services sector are particularly vulnerable to these
increases, as social security expenditures can take up
about one-third of their operating costs.*

2.2 ADMINISTRATIVE PROCEDURES AND
SERVICES

Regulatory costs and barriers have traditionally been a
big issue for SMEs. However, in recent years there has
been significant progress in areas like reducing admin-
istrative charges, dealing with construction permits,
getting electricity, and resolving insolvency, as well as
simplifying tax declarations.

Looking at the SME-specific policy framework on admin-
istrative procedures, articles 27 and 31 of the SME
Promotion Law already provide for the simplification
and streamlining of the entrepreneurship approval and
deregistration processes. Other initiatives to further
simplify these administrative mechanisms have been
put in motion throughout the past few years.

obstacles

On 7% April 2022, Premier Li Kegiang signed off on the
Decision of the State Council on Amending and Abolishing
Certain Administrative Regulations, which amends some
provisions in 14 administrative measures and abolishes
six others in order to better separate permits from
business licenses.3* The Decision also cancelled some
review and approval processes for foreign investments
in telecommunications businesses and streamlined
the procedures for the establishment of medical
institutions.

According to the 2023 Government Work Report®
released in March 2023, the average time it takes to
register a business today in China is less than four
working days, down from more than a month; and a
simplified deregistration system is in place for micro,
small and medium-sized enterprises.

On 17" April 2023, the NDRC announced that the
Special Administrative Measures on Foreign Investment
Access (Negative List) (2023 edition) is to be shortened in
order to channel more foreign investment to advanced
manufacturing, high-end technologies and modern
services.® In response to this, and other national
policies aimed at improving the business environment,
various local government bodies, including the

Figure 7 BCS 2023: Ambiguous regulations and unpredictable legislative environment top regulatory
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33 China pins growth hopes on struggling small businesses, Financial Times, 17th January 2023, viewed 25th June 2023, <https://www.ft.com/

content/dba30bf4-c52d-40fc-a4cd-3fc1dc9b879c>

34 Decision of the State Council on Amending and Abolishing Certain Administrative Regulations, 29th March 2022, viewed 23rd June 2022

<http://www.gov.cn/zhengce/content/2022-04/07/content_5683886.htm>
35 2023 Government Work Report, 5th March 2023, viewed 26th June 2023, <http://www.gov.cn/zhuanti/2023lhzfgzbg/index.htm>

36 All-out effort to make a new breakthrough in building a new development pattern, NDRC, 17th April 2023, viewed 16th May 2023,
<https://www.ndrc.gov.cn/fzggw/wld/cl/Iddt/202304/t20230417_1353658.html>
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municipal Commission of Commerce in Tianjin and the
Shanghai Municipal People’'s Government, have held
policy training sessions promoting services like a ‘one-
stop’ administration system, and have released notices
listing various support schemes 37838

Albeit the push to improve the business environment
has generally yielded positive results, there is still
room for improvement in terms of implementing
these reforms across different provinces in China and
streamlining administrative services. Regarding the
former, the SME Development Environment Assessment
Report 2022 shows that, although improvements in
terms of scores have been registered across the board,
the development and implementation of SME policies is
not uniform across provinces, with a huge gap between
the best and worst performers. From the perspective of
European businesses, data from the BCS 2023 shows
that administrative procedures and licensing issues
remained on the top ten regulatory obstacles listed by
European companies. In 2023 62 per cent of respon-
dents reported missing out on business opportunities
because of market access and regulatory barriers, as
opposed to 42 per cent in 2022. Indirect barriers—
including complex and time-consuming administrative
approval requirements and de facto obstacles to
obtaining operating licences—remained an important
challenge for European businesses in China.

The process for approval of the business scope and
granting of licenses and permits for foreign-invested
companies is still subject to extensive scrutiny, particu-
larly for a number of key sectors. BCS 2023 data shows
that licensing requirements/registration processes are
less of an issue for those in professional services, auto-
motive and retail, but are a significant problem for the
medical devices, petrochemicals, food and beverages,
and aviation and aerospace sectors.
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2.3 SME MARKET DEVELOPMENT

2.3.1 Talent acquisition and retention

As a response to the negative impact of the pandemic
on jobs, since 2020 Chinese authorities have rolled
measures to stabilise employment such as the
Opinions of the General Office of the State Council on
the Implementation Measures to Strengthen Stable
Employment in Response to the Impact of the COVID-19.3°

The 14" Five-Year Plan for the Promotion of
Employment, published on 27% August 2021, included
provisions aiming to support the development of SMEs
to increase employment, including improving the insti-
tutional environment and policy system for promoting
the development of SMEs, reducing their burden in
order to enhance their employment capabilities and
supporting entrepreneurship.4

On 11% January 2023, the State Council published
Several Measures to Assist Small and Medium sized
Enterprises in Stable Growth, Structural Adjustment and
Strong Capacity.*’ The Notice establishes measures
to foster talent development within small companies,
by further implementing the training of talents in the
management of SMEs, optimising the evaluation of
professional titles of SMEs, and supporting the estab-
lishment of post-doctoral research stations in qualified
‘little giants'.*? The government will also select a group of
experts to serve as technical and management mentors
for SMEs, providing one-to-one consulting and guidance
services, so as to attract college graduates to innovate
and start businesses in SMEs.

From the supply side perspective, urban youth unem-
ployment - which has been rising since data was first
made available in 2018 - has been closely correlated to
the fallout from COVID-19. It spiked in early 2020, and
more recently it hit a record high of 21.3 per cent in

37 Shanghai Municipal People’s Government published the Notice on Issuing the Measures of Shanghai Municipal on increasing the attraction
and utilisation of foreign investment, Shanghai Municipal Government, 3rd April 2023, viewed 16th May 2023,

<https://www.shanghai.gov.cn/nw12344/20230404/6ebb74adcc9241ef87e3fe8eaff578aa.html>
38 Tianjin International Trade Single Window, Tianjin Municipal Government, viewed 17th May <https://www.singlewindow.tj.cn/>

39 Opinions of the General Office of the State Council on the Implementation Measures to Strengthen Stable Employment in Response to the
Impact of the COVID-19, State Council, 20th March 2020, viewed 24th June 2022 <http://www.gov.cn/zhengce/content/2020-03/20/

content_5493574.htm>

40 Notice of the State Council on Printing and Distributing the "14th Five-Year" Employment Promotion Plan, State Council, 27th August 2021,
viewed 20th June 2022 <http://www.gov.cn/zhengce/content/2021-08/27/content_5633714.htm>

41 Notice on Printing and Distributing Several Measures to Assist Small and Medium sized Enterprises in Stable Growth, Structural Adjustment,
and Strong Capacity, State Council, 11th January 2023, viewed 27th June 2023 <http://www.gov.cn/zhengce/zhengceku/2023-01/15/

content_5737024.htm>

42 So-called ‘little giants’ - highly specialised companies that dominate niche markets - are meant to emulate Germany's ‘hidden

champions’ and develop the core technologies China is lacking.
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June 2023.3 The surge in joblessness underscores how
much the economy is struggling to absorb new workers,
even as growth rebounds from its pandemic slump and
the overall labour force declines. Many companies thus
remain cautious about increasing capital expenditure
or hiring more people. According to analysts, “pressures
on margins and lingering uncertainty about the strength
and durability of the recovery” are key factors behind
the surging unemployment rolls, alongside “skills
mismatch” in the job market. Authorities have taken
some steps to try and stop youth unemployment from

2018 2019 2020 2021

What percentage of your total staff in China are foreign nationals?

2022 2023

Figure 8 China’s National Bureau of Statistics; Bloomberg

spiraling out of control. Measures include expanding
recruitment within state-owned enterprises, as well as
providing subsidies to employers that recruit new grad-
uates and young people.*

From the perspective of foreign businesses, attraction
and retention of international talent has become much
more complicated in the past few years. Data from the
BCS 2023 shows that the exodus of foreign nationals,
an issue exacerbated by China's ‘zero-COVID' policy,
continued throughout 2022. Nearly one in six (16 per

Figure 9 BCS 2023: 16% of members employ no foreign nationals in China
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43 From GDP to youth unemployment, 6 takeaways from China’s economic data in June, South China Morning Post,
18th July 2023, viewed 21st July 2023, <https://www.scmp.com/economy/economic-indicators/article/3228016/
dp-youth-unemployment-6-takeaways-chinas-economic-data-june>

44 China’s Record-High Youth Unemployment Rate Likely to Worsen, Bloomberg, 16th May 2023, viewed 27th June 2023,
<https://www.bloomberg.com/news/articles/2023-05-16/china-s-youth-jobless-rate-jumps-to-record-20-4-in-danger-sign>
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cent, +5pp y-0-y) respondents report having no foreign
nationals working in their China operations, a figure
that jumps to 21 per cent for SMEs, many of which
experienced severe difficulties getting staff into China
over the past three years. This has been accompanied
by an erosion of the soft infrastructure that is vital for
the well-being of the foreign community in China, with
international schools and medical clinics finding them-
selves short of both staff and customers, putting many
under pressure to close.

2.3.2 Competition and procurement

Government procurement in China is governed by the
Bidding Law and by the Government Procurement Law,
both of which are undergoing a revision (public consul-
tations were launched in 2019 and 2020 respectively).
In July 2022, the MOF once again called for comments
on the revised draft of the Government Procurement
Law. However, since the National People's Congress
(NPC) 2023 Legislative Workplan makes no mention of
these two laws, it is unlikely that the revisions will be
concluded this year.%

In the meantime, throughout the past years, the
government has worked to increase the engagement
of domestic SMEs in government procurement activ-
ities. On 18" December 2020, the MOF published
Administrative Measures for Government Procurement
to Promote the Development of SMEs.* This document
sets a 4-6 per cent discount rate for the purchase of
goods and services from SMEs; consortia composed
of SMEs and large companies, or projects that involve
large companies outsourcing to SMEs will receive a
discount rate of 2-3 per cent. Following the publication
on 30" May 2022 of the Notice on Further Strengthening
Government Procurement Support for SMEs, starting from
1t July 2022, the former discount rate will be raised to
10-20 per cent, while the latter will be raised to 4-6 per
cent. In addition, procurement projects of less than

2023 Policy Environment Report

RMB 4 million should be reserved for SMEs as long as
they qualify; for procurement projects exceeding RMB
4 million but still within the capacity of SMEs, the quota
for SMEs will be gradually increased by the second half
of 2022 from more than 30 per cent to more than 40
per cent. Other complementary measures include
higher advance payment rates, credit guarantee,
contract financing, and free electronic procurement
documents.?” The State Council's notice in January 2023
confirms the extension of the policy of increasing the
quota of government procurement projects reserved
for SMEs to more than 40 per cent until the end of
2023. Large enterprises and platform organisations are
also encouraged to publish SME-oriented procurement
lists.®®

Although as part of changes made to its Foreign
Investment Law in 2020, on paper no discrimination
against foreign parties is permitted in a number of
areas, including procurement, European businesses
in some industries continue to experience discrim-
inatory treatment.* According to the BCS 2023, while
discrimination against foreign enterprises in public
procurement does not pose a significant barrier for
many industries, it is a key challenge for FIEs operating
in the medical devices, civil engineering, and IT and tele-
communications sectors.

While the outlook for the participation of foreign SMEs
in public procurementin China is bleak - especially given
the difficulties large companies with more leverage and
resources still face - it is important that Chinese author-
ities continue to work towards opening up its public
procurement market. In this respect, China's accession
to Government Procurement Agreement will be key.
The EU has also taken steps to ensure reciprocity when
it comes to the openness of third country procurement
markets through the development of its International
Procurement Instrument, which came into force on 29
August 2022.50

45 China’s National Legislature Releases 2023 Legislative Plan, NPC Observer, 29th May 2023, viewed 27th June 2023
<https://npcobserver.com/2023/05/29/chinas-national-legislature-releases-2023-legislative-plan/>
46 Administrative Measures for Government Procurement to Promote the Development of SMEs (2021), EU

SME Centre, 14th January 2021, viewed 27th June 2023, < https://www.eusmecentre.org.cn/publications/
administrative-measures-for-government-procurement-to-promote-the-development-of-smes-2021/>

47 Notice on Further Strengthening Government Procurement Support for Small-and-Medium-Sized Enterprises, CCGP, 31st May 2022, viewed
27th June 2023, <http://www.ccgp.gov.cn/zcfg/mof/202205/t20220531_17999872.htm>

48 Notice on Printing and Distributing Several Measures to Assist Small and Medium sized Enterprises in Stable Growth, Structural Adjustment,
and Strong Capacity, State Council, 11th January 2023, viewed 27th June 2023 <http://www.gov.cn/zhengce/

zhengceku/2023-01/15/content_5737024.htm>

49 Improved Tax Assistance for China SME's Belt & Road Procurement Contract Bids, Dezan Shira Associates,

22nd April 2021, viewed 27th June 2023, <https://www.silkroadbriefing.com/news/2021/04/22/
improved-tax-assistance-for-china-smes-belt-road-procurement-contract-bids/>

50 International public procurement instrument: securing fairness for EU firms, European Parliament, 9th June 2022, viewed 27th June 2023,
<https://www.europarl.europa.eu/news/en/press-room/20220603|PR32143/international-public-procurement-instrument-securing-

fairness-for-eu-firms>
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2.4 PROTECTION OF THE RIGHTS OF SMEs
AND SUPERVISION MECHANISMS

Chapter 8 of the SME Promotion Law addresses the
protection of the rights of SMEs. Some of the measures
set to ensure the protection of the rights of SMEs
include improving the feedback mechanisms for SMEs;
ensuring government units, public institutions and large
enterprises refrain from abusing the rights of SMEs;
and standardising administrative fees and publishing a
detailed catalogue to counter the charging of excessive
fees.

The 14FYP for SMEs includes a dedicated project
focussing on the protection of the rights of SMEs.
Measures cover the following areas:

+  Guaranteeing the timely payment of SMEs.

+  Protecting the IPR of SMEs (see section 2.5).

+ Opening up more complaint channels, providing
public welfare legal aid service activities and
trainings for SMEs.

+ Guaranteeing fair competition for SMEs.

Looking at late payments in particular, in July 2020 the
State Council issued the Regulations on Ensuring Payments
to Small and Medium-Sized Enterprises (the Regulations)
which went into effect on 1t September 2020. The
Regulations aim to tackle the long-standing issue of
late payments to SMEs through measures like setting
standardised requirements on the payment period or
establishing deadlines for the provision of confirmation
of the creditor's rights and debt relationship when SMEs
apply for financing through accounts receivable.*'

Furthermore, in December 2021, the State-owned
Assets Supervision and Administration Commission
released a Notice on Conscientiously Implementing the
Regulations on Ensuring Payments to Small and Medium-
sized Enterprises, which establishes concrete guide-
lines for SOEs to implement the Regulations. Also in
December 2021, the MIIT issued the Interim Measures
for Handling Complaints on Safeguarding Payments to
SMEs, which provides concrete guidance on channels

to report instances of late payments and provides
details on things like division of labour and timeline for
handling complaints.>?

More recently, in January 2023, the State Council estab-
lished several measures including strengthening the
protection of legal rights and interests of SMEs, strictly
implementing the Regulations on Ensuring Payments to
Small and Medium-Sized Enterprises and the information
disclosure system for overdue payments to SMEs by
public institutions and large enterprises, and carrying
out in-depth rectification of non-compliant charges
related to enterprises.>

Figure 10: Coface Payment Survey
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Official data from the NBS shows that in 2022 there
was an increase of the average collection period of
accounts receivable to 52.8 days, 3.5 more than 2021.>*
Other surveys such as Coface's annual survey of 1,000
companies in China show, however, longer average
corporate payment delays. According to the latest
report, the average payment delay shortened from 86
to 83 days in 2022, as longer credit terms were offered.
Fewer respondents reported increased amount of
overdue payments (42 per cent to 21 per cent), but
those who did were mainly small enterprises that relied
on the domestic market. Despite modest improvement
following Beijing's reopening of borders, many
companies reported struggling with overdue payments,
especially in the construction and automotive sectors.>

51 Regulations on Ensuring Payments to Small and Medium-Sized Enterprises, State Council, 5th July 2020, viewed 24th June 2022
<http://www.gov.cn/zhengce/content/2020-07/14/content_5526768.htm>

52 Interim Measures for Handling Complaints on Safeguarding Payments to SMEs, MIIT, 30th December 2021, viewed 24th June 2022,
<http://www.gov.cn/zhengce/zhengceku/2021-12/30/content_5665561.htm>

53 Notice on Printing and Distributing Several Measures to Assist Small and Medium sized Enterprises in Stable Growth, Structural Adjustment,
and Strong Capacity, State Council, 11th January 2023, viewed 27th June 2023 <http://www.gov.cn/zhengce/zhengceku/2023-01/15/

content_5737024.htm>

54 The Profit of Industrial Enterprises above Designated Size in 2022, NBS, 1st February 2023, viewed 27th April 2023,
<http://www.stats.gov.cn/english/PressRelease/202302/t20230201_1892630.htmlI>

55 China Payment Survey 2023: Shorter Payment Delays But Worsening Credit Conditions In Chemicals And Wood,
Coface, 23rd May 2023, viewed 27th June 2023, <https://www.coface.com/News-Publications/Publications/
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As of 27™ June 2023, the MIIT's official complaint
platform for SMEs had 27,973 creditors registered and
91,696 complaints logged in,*® almost double y-o-y.

2.5 INTELLECTUAL PROPERTY

China's development and enforcement of laws and
regulations around IPR protection have slowly but
steadily improved over the years. Major IP related legis-
lation rolled out in the recent past have included the
E-Commerce Law and Trademark Law, which came into
force in 2019, as well as the Copyright Law and Patent
Law, which came into effect in June 2021.57585 The
E-Commerce Law aimed to strengthen IPR enforcement
on e-commerce platforms, while the Trademark Law
improved trademark protection and banned bad faith
applications, and by all accounts it seems to have
been actively implemented by Chinese regulators.®°
Meanwhile, the Copyright Law and the Patent Law
introduce measures like the extension of copyrightable
works, as well as the creation of a patent linkage system
and an open license system.

In January 2023, the Chinese authorities decided to
further revise the Trademark Law. The proposed Draft
Amendments would further strengthen the law on
bad-faith trademark applications by broadening the
definition of malicious trademark applications, thus
providing the rights owners with additional means
to challenge bad-faith trademark applications.®’ In
addition, the rules on forbidding trademark agencies
from engaging in trademark squatting would be further
strengthened. The Draft Amendments also modernise
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the existing law by expanding protections for the use of
trademarks in e-commerce and on the internet.

Looking at SME-focussed policies, the 14FYP for SMEs
includes sections that aim to tackle IP creation and IPR
protection and enforcement for SMEs. In particular, the
Plan includes measures like implementing special plans
for patent transformation, encouraging universities
and institutes to transfer patents to SMEs, guiding large
state-owned enterprises to lower the threshold for
SMEs to acquire patent technologies. It also includes a
project to protect the legal rights and interests of SMEs
which has an IPR component.

Finally, with regards to international cooperation and
dialogues, a landmark achievement in terms of IP
protection is the EU-China Agreement on Geographical
Indications (Gls), which entered into force in March
2021. The first batch of GI products approved by the
China National Intellectual Property Administration
(CNIPA) included 96 European products, and another
175 EU Gls will be considered by the CNIPA in the next
years.5?

In February 2022, China joined the Hague Agreement
Concerning the International Registration of Industrial
Designs, which facilitates the registration and the
protection of industrial designs (design patents) in
more than 90 countries, a step long-awaited by rights
holders.® For foreign SMEs, a country's accession to this
agreement could mean not only a broader protection
for their industrial designs, but also a reduction of
their costs and registration procedures by up to 60 per
cent,% making it easier for them to access and operate
in that market. Furthermore, in March 2023, China’s

China-Payment-Survey-2023-Shorter-payment-delays-but-worsening-credit-conditions-in-chemicals-and-wood>
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Figure 11 BCS 2023: Almost half find enforcement of IPR laws and regulations inadequate

How does your company rate the effectiveness of China's written
intellectual property (IP) protection laws and regulations?

How does your company rate the enforcement of China's IPR
laws and regulations?
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accession to the Hague Convention on Abolishing the
Requirement of Legalisation for Foreign Public Documents
will potentially make the costly and time-consuming
process of document authentication abroad easier and
cheaper with the apostille, slashing the time required to
complete procedures by 90 per cent. Foreign companies
investing or exporting into China will no longer need to
seek consular legalisation for commercial documents.
However, whether this will reduce IP-enforcement
costs for EU SMEs depends on whether China considers
enforcement-related documents, such as the Power of
Attorney, legal representative statements and company
incorporation certificates, as public documents under
internal law. Only public documents under internal law
will be covered by the apostille convention.®> This will
help foreign business tremendously.

Looking at the European business experience with
IPR protection and enforcement in China, European
companies have observed an improvement in the past
years. For instance, in the BCS 2020, half of respondents
viewed IPR enforcement as adequate or excellent,
and in BCS 2023 a new record high of 56 per cent was
achieved. At the same time, one in five report that
China's written IPR laws and regulations are inadequate
(20 per cent, +3pp).
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Although it is a widespread recognition - including
from European companies - that the IP environment
has generally improved throughout the past few
years, there is also room for improvement in terms
of strengthening of laws and regulations and imple-
mentation. For instance, according to a joint report by
the EU Commission and EUIPO from December 2022,
China is still the main country of provenance (70 per
cent) for suspected IPR infringing goods.®® The OECD-
EUIPO report on the Risks of Illicit Trade in Counterfeits
to Small and Medium-Sized Firms® from January 2023
also confirms that counterfeit goods infringing SMEs' IP
mostly come from China.

In addition, 17 per cent of respondents of the BCS 2023
still report experiencing forced technology transfer
and/or trade secrets in exchange for market access,
with 53 per cent reporting that it happened within the
previous year or was still taking place at the time of the
survey. Over half of the respondents mention that the
forced transfer was carried out as part of a commercial
agreement or joint venture requirements, while 23 per
cent reported that it happened due to written policy
requirements or verbal pressure from government
officials. Although this is an 8pp y-o-y improvement, it
indicates that the 2020 Foreign Investment Law - which
prohibits technology transfers by administrative means
- is not being fully enforced.

65 van Malenstain, Reiunout, China joins Apost///e Convent/on no /ega//zat/on for pub//c documents HFG Law & Intellectual Property, 14th
March 2023, viewed 27th June 2023, <h hi

66 EU enforcement of intellectual property rights: results at the EU border and in the EU internal market 2021, European Commission/

EUIPO, 16th December 2022, viewed 27th June 2023, <https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_library/
observatory/documents/reports/2022_EU_enforcement_of IPRs_2021/2022_EU_enforcement_of IPRs_results_2021_FullR_en.pdf>
67 Risks of lllicit Trade in Counterfeits to Small and Medium-Sized Firms, OECD/EUIPO, 6th January 2023, viewed 27th June

2023, <https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_library/observatory/documents/reports/
Risks_of_lllicit_Trade_in_Counterfeits_to_SMEs/Risks_of lllicit_ Trade_in_Counterfeits_to_SMEs_FullR_en.pdf>



https://www.hfgip.com/news/china-joins-apostille-convention-no-legalization-public-documents
https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_library/observatory/documents/reports/2022_EU_enforcement_of_IPRs_2021/2022_EU_enforcement_of_IPRs_results_2021_FullR_en.pdf
https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_library/observatory/documents/reports/2022_EU_enforcement_of_IPRs_2021/2022_EU_enforcement_of_IPRs_results_2021_FullR_en.pdf
https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_library/observatory/documents/reports/Risks_of_Illicit_Trade_in_Counterfeits_to_SMEs/Risks_of_Illicit_Trade_in_Counterfeits_to_SMEs_FullR_en.pdf
https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_library/observatory/documents/reports/Risks_of_Illicit_Trade_in_Counterfeits_to_SMEs/Risks_of_Illicit_Trade_in_Counterfeits_to_SMEs_FullR_en.pdf

2.6 INNOVATION AND ENTREPRENEURSHIP

In the past few years, China has made significant
progress in globally recognised rankings such as the
World Intellectual Property’'s Global Innovation Index.
According to the 2022 index, China moved up to 11th
place, overtaking France. In addition, the report stated
that for the first time, China has as many top 100 science
and technology clusters as the United States. Also, its
R&D spending exceeded CNY 3 trillion for the first time
- higher than the average R&D spending in the EU.%®

Looking at the start-up environment in China, although
Start-up Genome's Global Start-up Ecosystem Rankings
2023 still puts Beijing and Shanghai in the top 10, it also
notes that all major Chinese ecosystems continue to
experience drops in the global ranking, with Shanghai
moving down one place and Shenzhen dropping 12
places.®®

From a policy perspective, the revised SME Promotion
Law supports this push for innovation through a series
of provisions, some of which include establishing pref-
erential tax policies for enterprises and investors in
technological innovation, encouraging SMEs to develop
new technologies with independent IP, and fostering
cooperation between SMEs, universities and R&D
centres.

In January 2022, the Ministry of Science and Technology
rolled out a Notice on Creating a Better Environment to
Support R&D of Technology-based SMEs,”® with a series of
measures such as allocating a specific budget for SMEs
in national key R&D programmes, supporting scientists
to work in both academia and SMEs, increasing the
participation of SMEs in smart city application scenarios
and project, and including SMEs' R&D activities as a
key evaluation index for the administrations in sci-tech
parks and high-technology zones.

On 13t October 2022, the MIIT and CNIPAjointly released
a Notice on Several Measures for Intellectual Property Rights
to Help the Innovation and Development of Specialized and
Specialized Small and Medium-sized Enterprises.”’ The
document proposed measures concerning the creation,
implementation and protection of intellectual property
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“Little giants”

After the entry into force of the SME Promotion Law,
the focus on bolstering the innovative capabilities of
SMEs only increased, particularly as Chinese authorities
zeroed into the idea of developing hidden champions
in key sectors - the so-called ‘little giants'. For instance,
in February 2021 the MOF announced that the central
government would allocate more than RMB 10 billion
(USD 1.55 billion) from 2021 to 2025 to support the
growth of more than 1,000 ‘little giants'. As mentioned
in Chapter 2, the 14FYP for SMEs also contained a
strong innovation component, with some of the key
measures for the next five year including increasing of
average corporate spending on R&D by 15 per cent or
above, and creating 1 million innovative SMEs, 100,000
SMEs that specialise in niche sectors and 10,000 ‘little
giants’. On 1st June 2022, the MIIT released a Notice
on Printing and Distributing the Interim Measures for the
Management of Gradient Cultivation of High-quality Small
and Medium-sized Enterprises. The document allocates
roles and responsibilities and outlines processes and
timelines for the assessment of the different categories
of SMEs (innovative, specialised and new SMEs and
‘little giants'). It also establishes a platform where SMEs
can voluntarily register to obtain the designations of
specialised and new SMEs and ‘little giants'.

As of July 2023, China has already cultivated more than
8997 national-level ‘little giants’, about 90 per cent of its
goal to have 10,000 such companies by 2025. Among
these, Shenzhen topped the list with an increase of 310
companies in the fifth batch of ‘little giants' selected
by the MIIT, surpassing Beijing (243), Suzhou (230) and
Shanghai (206), almost reaching the same number as
the entire province of Zhejiang. The city has consistently
strengthened its efforts in nurturing specialised and
sophisticated enterprises in recent years, by releasing
local policies such as the List of Practical Measures for
Assisting Specialized and Sophisticated SMEs and the
Implementation Rules for the Graded Cultivation of High-
Quality SMEs in Shenzhen.
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rights to enhance the enterprises’ innovation ability and
improve their core competitiveness.

On 39 November 2022, the MIIT issued a Digital
Transformation Guide for SMEs.”> The Guide calls for
the creation of digital applications for instant commu-
nication, long-distance collaboration and project
management. Digital service providers and internet
platforms have been asked to develop more conve-
nient, customised products and solutions for the issues
faced by SMEs in advancing digital transformation, and
relevant departments to offer more guidance, increase
financial assistance, expand pilot programs and improve
services.

On 29*" March 2023, the MIIT released a Notice on
Carrying out 2023 “Together to Benefit the Enterprise”
Service Action for Small and Medium-sized Enterprises.’®
The document calls for giving full play to the leading
role of public service agencies at all levels, public service
demonstration platforms, entrepreneurship and inno-
vation demonstration bases, and characteristic indus-
trial clusters for SMEs to meet their practical needs,
pooling quality resources and carrying out service

activities to boost confidence, accelerate recovery, and
achieve high-quality development for SMEs.

On 22 May 2023, 10 departments published a
Notice on Special Action for Scientific and Technological
Achievements Empowering Small and Medium-sized
Enterprises (2023-2025).7* The Notice seeks to enhance
the capabilities of SMEs in technological innovation,
digitalisation, networking and intelligence.

From a European business perspective, the European
Chamber-MERICS joint report China’s Innovation
Ecosystem: The Localisation Dilemma from April 2023
showcases some differences between SMEs and
MNCs when engaging in R&D in China.”® A third of SME
respondents reported no R&D spending in China, while
only 10 per cent of MNCs said the same. Collaboration
patterns also differed significantly - SMEs were more
than twice as likely as MNCs to exclusively do R&D

3%

Among 650+ business enquiries received
by the EU SME Centre since October

2020 (beginning of phase Ill), less than 3
per cent involved R&D-related aspects;
while inquiries on other aspects (such as
legal or standards) involving technology-
related companies is around 20 per cent.

To date, a total of 44 Horizon Europe
projects feature the participation of
Chinese entities - mostly through
universities and research structures.
Seg, for instance, the projects:

* RECONMATIC (ID: 101058580)
e ADOPT-IPM (ID:101060430)

(searchable via the EU's CORDIS platform:
https://cordis.europa.eu/)

Figure 12
EU SME Centre
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in-house (without external partners), due to the risk
of technology leakage. Echoing this, an EU SME Centre
article indicates that the number of EU SMEs with active
R&D operations in China is low: among 650+ business
enquiries received by the EU SME Centre since phase
1, less than 3 per cent involved R&D-related aspects.”®
For EU SMEs, keeping R&D activities at home or in close
proximity, while selling in the Chinese market through
importers, distributors, representative offices or sales
teams in the country, is just less risky and more prof-
itable in the short-term. Even among those SMEs with
active R&D in China, the majority are dedicated to
improvement of existing products and technologies, or
adaptation to meet local market or regulatory needs -
that is, an R&D approach more focused on the ‘D’ rather
than the ‘R'. Despite this, there are still opportunities
for foreign SMEs in certain areas, thanks to China's
large pool of science, technology, engineering and
mathematics graduates; and a pro-innovation attitude
among local administrations, especially in Shanghai and
Guangdong. Local funding schemes are generally open
to foreign companies from any country, though some
are exclusively designed for certain countries - such
as Finland, one of the EU’s pioneers in promoting joint
innovation projects in China involving SMEs.

From an institutional perspective, EU-funded initiatives
such as the China Innovation Funding platform have in
the past proved useful to navigate the complex and in
many case opaque world of Chinese funding for inno-
vation and R&D.”” At the bilateral level, targeted coop-
eration in areas where European and Chinese interests
align has also been carried out - for instance, the admin-
istrative arrangement to co-fund projects in the fields
of agriculture, food and beverage and climate change
which was signed.”® However, Horizon Europe - EU's
programme for financing European research and inno-
vation projects - has limited the scope of funding for
investments in China, and at the time of writing discus-
sions on an EU-China Joint Roadmap for the Future of
Science, Technology and Innovation Cooperation are
currently stalled, significantly increasing the costs of
innovation for businesses.
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2.7 SME GREEN DEVELOPMENT

In September 2020, during a speech at the United
Nations General Assembly, President Xi Jinping
announced China's pledge to peak carbon emissions
before 2030 and to become carbon neutral by 2060.
As a result, measures to support this overarching
goal have begun to permeate most of China's major
plans and strategies and have filtered into sector and
topic-specific laws, regulations, and standards. SMEs
have a major role to play in meeting net-zero targets:
they contribute to 60 to 70 per cent of industrial emis-
sions, with a combined carbon footprint five times
greater than large corporates.” Thus, taking the SME
component into account in policy considerations will be
key to achieving climate goals.

The 14FYP for SMEs includes considerations about
supporting the green transition for SMEs - in particular,
measures to support green technology innovation and
green transformation of SMEs, as well as supporting
policies and services for the green development of
SMEs.

At the 2023 “Two Sessions”® the Chinese People’s
Political Consultative Conference (CPPCC) added a new
working group on “Energy and Resources”, for the first
time in 30 years. At least 27 representatives of private
companies in the clean tech and energy industries were
appointed as delegates, up from 21in 2018. This implies
more political importance attached to green industries
and supply chains in China's overall industrial policy
design. For the green transition, currently Beijing's plan
is to keep in place monetary tools through the People’s
Bank of China (PBOC) that encourages investment in
decarbonisation. The PBOC provides 60 per cent of
the loan principal to financial institutions for qualified
carbon emission reduction facility projects and 100
per cent for the clean coal special re-lending projects
at an interest rate of 1.75 per cent, which in theory
could be very attractive for SME businesses. However,
the majority of renewable energy developments are
conducted by SOEs, so it remains to be seen if these
two mechanisms have truly opened doors for SMEs
to access lower cost borrowing for green projects.®' In
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fact, there is a limited range of financing products that
fit the needs of SMEs in such a niche green market. For
instance, corporate finance is structured in such a way
that makes lending to SMEs for green projects risky
and unprofitable. Further, the SMEs themselves might
not see the economic benefits of going green, as most
national policies in China monitor big companies’ carbon
emissions in specific industries. China’s national carbon
market, launched in 2021, so far only covers companies
in the power sector - almost all of them SOEs - leaving
most of the SMEs unregulated.®?

European companies are generally well-positioned
to contribute to the achievement of China's carbon
neutrality goals. According to the BCS 2023, 95 per cent
of respondents are currently pursuing carbon neutrality
aim to decarbonise their China operations by 2050.8
As showcased in several EU SME Centre case studies,
European SMEs offering innovative green solutions
have been successfully operating in China for years, and
in some cases were pioneers in their respective fields -
from emissions monitoring systems to green building
and green energy.®

At the same time, according to the European Chamber
report Carbon Neutrality: The Role of European Business in
China’s Race to 2060, European businesses encounter a
number of challenges to their decarbonisation efforts.®
These include limited access to renewable energy, a lack
of clear policy guidance, the need for China to reform
its energy system, a lack of necessary technology and
issues relating to China's emissions trading system.
One of the barriers the report points at is the limited
purchasing power of smaller companies. Another hurdle
for SMEs when it comes to accessing renewable energy
is that the power purchase agreements usually require
a certain amount on consumption volume. While large
companies can obtain long-term commitments with grid
companies, companies with smaller carbon footprint in
China are currently not eligible to participate in this type
of agreements. European SMEs have also pointed out
to EU SME Centre representatives that in many cases
they face pressure from the lack of resources to follow
the fast-paced regulatory changes and develop and
implement strategies to green their operations, and
from their larger clients, which require them to provide

information on their carbon footprint. Small European
businesses have also reported difficulties to guarantee
that their supply chain is green. These issues clearly
signal the need for further policy guidance and support
from the Government in order to ensure that SMEs are
not left behind in the race towards carbon neutrality.

<https://rhg.com/research/china-30-60-tracking-the-financing-of-chinas-green-transition>

82 Help Chinese SMEs make green transition to hit carbon neutrality goal, South China Morning Post, 23rd September 2022, viewed 24th July
2023, <https://www.scmp.com/comment/letters/article/3193261/help-chinese-smes-make-green-transition-hit-carbon-neutrality-goal>

83 Business Confidence Survey 2023, European Chamber, 21st June 2023, viewed 29th June 2023, <https://www.europeanchamber.com.cn/

en/publications-archive/1124/Business_Confidence_Survey 2023>

84 For more information on these case studies, please check the EU SME Centre’s publications page, <https://www.eusmecentre.org.cn/

publications/>

85 Carbon Neutrality: The Role of European Business in China’s Race to 2060, European Chamber, 25th May 2022, viewed 29th June 2023,
<https://www.europeanchamber.com.cn/en/publications-carbon-neutrality-report>
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CONCLUSION

The SME Policy Environment Report 2023 shows that
the policy and regulatory push to improve the operating
conditions for SMEs in China continued in the past year.
At a macro level, the 14FYP for SMEs sets the strategy
that will guide the development of SME-focussed
policies and regulations in the next half a decade. At a
more granular level, measures to advance the 14FYP
and to address ad hoc challenges experienced by SMEs
have also been rolled out. According to studies by the
Chinese government such as the SME Development
Environment Assessment Report 2022, conditions for
SMEs have improved across China.

Although the Chinese Government ended its ‘zero-
COVID' policy in late 2022, a robust economic recovery
is yet to materialise fully. Data from BCS 2023 shows
that Chinese and global economic slowdowns replace
COVID-19 as top challenges faced by business, followed
by the US-China trade war.

Faced with growing risks and a more volatile, politicised
operating environment, European SMEs experience
additional obstacles that hinder their healthy devel-
opment in the Chinese market. Some of these chal-
lenges are long-standing, such as market access issues,
red tape and lack of a level playing field. Others, like the
exodus of foreign employees, and general difficulties
attracting and retaining talent, were exacerbated during
the pandemic and continue after China's reopening.
Finally, small businesses also have to deal with the chal-
lenges associated with carrying out the green transition
in their China operations.

The 14FYP for SMEs establishes ambitious goals to
foster the healthy development of SMEs. With China
now ‘reopening’ to the world, following three years
of isolation, it will be important that the Government
‘walks the talk’ by implementing supporting measures
that target and address the key roadblocks - both old
and new - encountered by both domestic and foreign
SMEs.

Finally, considering the vulnerability of European small
businesses and their need for support in an attractive
yet increasingly challenging market such as China, the
work of European institutions, business associations
and EU-funded projects such as the EU SME Centre and
the IP SME Helpdesk remains indispensable in order to
continue giving voice to these SMEs and better equip
them to do business in China. Deepening cooperation
with the international business community in China
would help to swiftly restore the Chinese market's
efficiency, reliability and predictability, and provide a
strong foundation for sustainable, long-term economic
recovery.



ABBREVIATIONS

14FYP 14th Five-Year Plan

BCS Business Confidence Survey

CASME China Association for SMEs

CBIRC China Banking and Insurance Regulatory Commission
CIT Corporate Income Tax

CNIPA National Intellectual Property Administration
CPPCC Chinese People's Political Consultative Conference
EU European Union

EUR Euro

GDP Gross Domestic Product

Gl Geographical Agreement

IP Intellectual Property

IPR Intellectual Property Rights

MIT Ministry of Industry and Information Technology
MOF Ministry of Finance

NBS National Bureau of Statistics

NDRC National Development and Reform Commission
NEEQ National Equities Exchange and Quotations

NPC National People’s Congress

PBOC People’s Bank of China

R&D Research and Development

RMB Renminbi

STA State Taxation Administration

SME Small and Medium-sized Enterprise

SMEDI SME Development Index

SOE State-owned enterprise

usb United States Dollar

VAT Value-added Tax
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The EU SME Centre helps European SMEs get ready for China by providing them with a range of
information, advice, training and support services.

To find out more, visit our website: www.eusmecentre.org.cn
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