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MARKET INSIGHT
CHINA

CORPORATE SOCIAL CREDIT SYSTEM



CORPORATE SOCIAL CREDIT SYSTEM

KNOWN FACTS. China is in the process of rolling out its so-called “social credit
system”, a big data-enabled set of mechanisms for overseeing, rating, and
controlling the behaviour of market participants more comprehensively than credit
rating tools that exist today.

The social credit score for enterprises will, in part, be based on fairly
straightforward parameters like compliance with environmental standards,
employee treatment, and taxation. However, it is also likely to draw from industrial
policy priorities. Companies with weak social credit scores will be disadvantaged,
e.g. by being subject to less favourable borrowing terms, more stringent
administrative requirements, more frequent inspections, etc. There is a link
between corporate scores and the personal score of “key personnel”. A weak score
might for instance mean that senior managers are denied buying air or train tickets.

A key consideration is also that the score is influenced by the scores of suppliers
and service providers, thus becoming a factor in buying decisions.

IMPLICATIONS FOR SWEDISH FIRMS. To Swedish firms and other
international stakeholders, the social credit system is accompanied by significant
challenges. One concomitant from introducing the system is that it will incentivise
firms to comply with, not only Chinese rules and legislation, but also with the
industrial policy targets set out by the government. Concerns have been raised that
there is a risk of the system being used as a political instrument.

Nevertheless, the programme may come with significant benefits: it could help level
the playing-field for foreign firms vis-a-vis their Chinese counterparts, decrease
compliance and fraud risk in supply chains and reward international firms with
strong internal governance and compliance mechanisms.

Currently the Chinese government and a consortium of large tech companies are
implementing the meta-databases and nationwide scoring that Swedish companies
need to understand and plan for in their business processes and decisions.

KEY GUIDANCE AND POLICY DOCUMENTS PUBLISHED SO FAR

Guiding opinions on the promotion
of fair market competition
State council

Division of tasks for the social
credit system construction plan
NDRC, PBOC

Plan for establishing a social
credit system (2014-2020)
State council

2014 2014 2014

06/27 12/16 12/16
Opinions on the use of big data to o . .
strengthen supervision of market Opinions on the implementation of
entities negative lists for market access

2016 State council 2015 State council

04/29 10/19

Guiding opinions on
establishing a system
of improving social
trust

State council

Reform of the “five in one,
one code for one license”
registration system

State council NDRC

the national credit information

sharing platform of dishonest behaviour

Finance

Three year key tasks in the
construction of the social credit
system (2014-2016)

NDRC, PBOC
©

Credit information catalogue on  Memorandum on the joint
financial & administrative punish

NDRC, PBOC, Ministry of

KEY MESSAGES

The corporate social credit
system is partly implemented
already and is planned to be fully
operational during 2020, with
comprehensive scoring on
regulatory compliance and
business conduct that will be
linked to punishments and
rewards

The lack of insight about the
extent of data collection,
transparency and oversight of the
system make up main concerns
at this point in time

The system can strengthen
competitiveness and supply
chain transparency for foreign
companies with good regulatory
compliance, but there are
significant risks that make it
imperative for companies to
already now review their
processes, business partners
and government relations

Introducing a unified social credit
number system for legal entities
NDRC, State Commission,
Ministry of Civil Affairs

Guiding Opinion on Accelerating
the Advance of the "Several
Certificates in One" reform
State Council

Sources: Business Sweden research & European Chamber report: “The Digital Hand: How China’s Corporate Social credit system conditions market actors
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KEY AREAS OF CONCERN

I. EXTENT AND FORM OF DATA
COLLECTION.
The majority of data collected is not very
sensitive and would not be surprising to
managers used to normal administrative
data collection by Swedish government
agencies. There are however a number of
data points that are sensitive and poses
risks when collected. There is also a
constant evolution and expansion of the
data sources integrated, and this will give
a comprehensive picture of companies,
which poses risk for abuse of the system
by users or data leaks to external parties.

II. TRANSPARENCY & GOVERNANCE.
A key concern is how transparent the
system will be and how the announced
mechanisms for restoring wrongful
negative credit will work in practice. If the
system is opaque, legitimate suspicion will
remain over data manipulation and
politically induced unequal treatment.
Algorithmic scoring adds further
complexity.

From a business point of view, the long-term
impacts of the rating system are likely to be
significant and the stakes are high as the
scores and black listing, such as “Heavily
distrusted entities”, will influence government
and corporate decision making on a scale
from slight nudges to very serious economic
consequences.

CONTACTS

MAIL: ask.china@business-sweden.se
WEB: business-sweden.se/china
LINKED IN: business sweden asia-pacific

KEY RECOMMENDATIONS

D

DATA COLLECTION

Criminal history Additional government regulations
- New energy vehicles quotas
Staff information - E-commerce and online activities
- Pricing
Annual reports : : :
P Inclusion of all industries and sectors

Approved investments . N
PP Q Real-time and remote monitoring
Misconanen . Onl_lne_ actlvmes_ re_al-tlme tracking
+ Emissions monitoring

Regulatory compliance + Tracking of vehicles

Impeccable behaviour

Compliance with own
commitments

Subsidies Intensity of government monitoring
Issuing of bonds Access to online media &
retail platforms
Access to public
procurement Travel privileges for staff
Land distribution Career opportunities for staff
Credit terms OUTPUT
Investment
opportunities

EFFECTS ON COMPANIES

Swedish companies which operate on the Chinese market should consider the swift introduction of the social credit system carefully
as the outcome will affect their business in and with China. There is a prompt need for all businesses that deal with China to deepen
their understanding of the system and its mechanisms to avoid expensive surprises during deployment of the system.

Concrete actions recommended are:

. Develop an understanding of the system among both the China organisation and the corporate head-quarters
. Assess current status for own organisation and partners

. Implement actions to close any gaps and ensure compliance with good credit norms

. Deploy governance for continuous tracking and follow-up

For help with assessing your readiness level and defining required measures, do not hesitate to contact us!
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We help Swedish companies grow global sales and international
companies invest and expand in Sweden.

BUSINESS SWEDEN in Beijing
609, 6F, CYTS Plaza, No. 5 Dongzhimen Nandajie, 100007 Beijing, China
T +86 10 5815 6006 F +86 10 5815 6223

BUSINESS SWEDEN in Shanghai
12F, Sail Tower, 266, Hankou Road, 200001 Shanghai, China
T +86 21 6218 9955 F +86 21 6217 5152

BUSINESS SWEDEN Box 240, SE-101 24 Stockholm, Sweden
World Trade Center, Klarabergsviadukten 70

T +46 8 588 660 00 F +46 8 588 661 90
info@business-sweden.se www.business-sweden.se THE SWEDISH TRADE & INVEST COUNCIL
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