15th August 2022
Chinese companies are attracted by Switzerland
On 28th July 2022, SIX Swiss Exchange (SIX) officially launched the Swiss GDR-leg of the
China-Switzerland Stock Connect. It is a cross-listing framework between Chinese and
Swiss exchanges that allows companies from each market to tap investors in the other
market by issuing global depository receipts (GDRs) on SIX and Chinese Depository
Receipts (CDRs) on Shanghai or Shenzhen exchanges.
On the same day, GEM, Gotion High-tech, Keda Industrial Group and Ningbo Shanshan
became the first Chinese companies to list their GDRs on SIX, with another 10 companies
waiting in the queue (see Figure 1).
Figure 1. Exhaustive summary of Chinese GDR listings and pipeline

Source: Company announcements, JKCM Research

Since they signed a Memorandum of Understanding (MoU) in 2019, SIX has been working
closely with the Shanghai and Shenzhen stock exchanges to establish an attractive stock
connect system. The process accelerated suddenly in 2022.
In February, China Securities Regulatory Commission (CSRC), the Chinese regulator,
officially announced its updated Regulatory Rules on Depository Receipts under the Stock
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Connect Scheme between Domestic and Overseas Stock Exchanges to add the Swiss and
the German stock exchanges into the stock connect scheme. Until then, the London Stock
Exchange was the only exchange of Europe that had a stock connect scheme in place with
Mainland China. Detailed implementation rules came out in late March 2022. On the SIX
side, the regulatory framework for GDRs entered into force on 25th July 2022, opening the
door for Chinese GDRs to be listed in Switzerland.
Most importantly, the Chinese Accounting Standards for Business Enterprises (“ASBE”)
were accepted by SIX. This was a condition precedent for the scheme to be workable.
Details of listing, trading, clearing and settlement for the separate GDR segment on SIX
can be found here.
Under the updated GDR framework, to be eligible for GDR listing on SIX, Chinese
companies need to have a market capitalisation of at least RMB20bn (~CHF3bn) and a
share capital of at least CHF 25mn. The process for a GDR listing of a Chinese company
on the Swiss stock exchange is expected to take 3-4 months, as was experienced by the
first companies that obtained their listing. That is much faster than the average 14 months
to get listed on the Shanghai/Shenzhen main boards, the 16 months on ChiNext
(Shenzhen Exchange), and the 10 months on registration-based STAR board (Shanghai
Exchange).
Figure 2. High-level Overview of the GDRs Model under China-Switzerland Stock Connect

Source: SIX Swiss Exchange
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Unlike the internet-oriented American Depository Receipts (ADRs) of Chinese companies
listed in the United States, the first Chinese companies that have decided to apply for GDR
listings on SIX are mostly in new energy related sectors, such as lithium battery makers
and battery material suppliers. There is clearly an ESG investment angle behind this trend
as European institutional investors are at the forefront of sustainable investments.
But a more practical reason why Chinese GDRs on SIX and those in the pipeline are
dominated by new energy names is, perhaps, that the whole new energy sector in China
needs large fundings to meet its vast capacity expansion plans in both domestic and
overseas markets. It is the reason why we often write about global NEV market updates
in our weekly communications, as well as on wind and solar power developments and
energy storage systems.
In addition to the need to identify new funding sources for capital expenditures, Chinese
policy makers certainly have a political agenda each time they design Stock Connect
schemes with overseas exchanges. Indeed, the anti-China rhetoric is as high as it has ever
been for reasons that are well covered by media and that we will not delve into here. The
US Securities and Exchange Commission is about to delist all Chinese ADRs following the
enactment by the US Congress in December 2020 of the Holding Foreign Companies
Accountable Act (the HFCAA). This law made it mandatory for Chinese companies to share
documentation and to send books and records to the United States for inspection. This is
against Chinese laws, for security reasons. More details are available here.
Chinese authorities want their domestic companies to be listed in places outside China
where business considerations are least impacted by anti-China sentiments often
dominated by political motives.
The pushback against China has recently expanded beyond the United States. The London
Stock Exchange was the first stock exchange outside of the US to set up a stock connect
with Mainland China, the Shanghai-London stock connect, but it was de facto suspended
following the Anti-Extradition Law Amendment Bill Movement (also known as the 2019
Hong Kong protests).
By comparison, Switzerland appears to be a better alternative in the eyes of Chinese
authorities. Switzerland is well-known for its political neutrality. As SIX highlighted on its
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website, one of the benefits for GDR issuers on SIX is the “economic, legal and social
stability of Switzerland and of the Swiss financial centre”.
We haven’t heard much from the Frankfurt Stock Exchange regarding Chinese GDRs. It is
possible that the appointment of a new chancellor in Germany may have an impact on
local authorities to either push forward the listing of GDRs on its market, or, quite possibly,
to slow it down. So for the time being, Switzerland is the direction taken by Chinese
companies wishing to raise funds overseas and grow their shareholding base.
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