
 

 

DOING BUSINESS IN CHINA                            
 
COUNTRY INTRODUCTION 
 

 

• Stretched across the East Asia landmass with an area of 9.6 million km
2
.   

• Practices single party rule run by the Chinese Communist Party.  
• Population is over 1.3 billion people from 56 nationalities. Han people make up for over 90% of 

the whole population. The 55 nationalities except Han are usually referred to as the minority 
nationalities because of their relatively smaller population size compared with Han people.  

• The main religions are Buddhism, Taoism, Islam and Christianity.  
• Mandarin is the national language; English is widely written and spoken especially in urban areas 

and for business.  
• Currency: Renminbi (RMB). 
• Since the founding of new China in 1949, China's economy has witnessed great achievements. 

Each year, China’s gross domestic product has been growing at an average rate of 9%. 
• Investment growth areas include biotechnology industry (encompassing agriculture, food, 

industrial and medical biotechnology), tourism, research and development, medical device 
industry, shipping and transportation industry, manufacturing related services and agriculture. 

 
 

BUSINESS PRESENCE 
 

 

•      Main types of business models in China: locally incorporated companies (may be limited by 
shares or by guarantee), sole proprietorships, partnerships and registered branches of foreign 
companies. 

•      Main vehicles available to foreign direct investors: a) Representative Office; b) Equity Joint 
Venture (“EJV”); c) Cooperative Joint Venture (“CJV”); d) Wholly Foreign-Owned Enterprise 
(“WFOE”).   

•      The PRC laws allow and encourage the foreign investors to set up foreign investment 
holding company (“FIHC”) and multinational corporations’ regional headquarters (“MCRH”) 
in China.  

 
 

FOREIGN INVESTMENT RESTRICTIONS AND CONDITIONS 
 

 

INVESTMENT CATAGORIES 
 

• The PRC law classifies various industries into these general categories in terms of accessibility of 
foreign investment: (i) encouraged industries; (ii) permitted industries; (iii) restricted industries; (iv) 
prohibited industries. 

 
ELIGIBLE CHINESE PARTY 
• Generally, Chinese investors do not have to meet special conditions in order to become a party to 

a Sino-foreign joint venture. 
• Under normal circumstances, only companies, enterprises or other economic organizations with 

the status of legal person may be allowed as a Chinese party to joint ventures.  
• Subject to conditions, local Chinese natural persons are now allowed to set up EJVs or CJVs with 

foreign companies or individuals. 
• There are mandatory requirements on the qualification of Chinese counterparts in the joint 

venture of certain industries (such as establishing a Sino-foreign cooperative education 
institution). 

 

FOREIGN EXCHANGE CONTROL & PROFIT REPATRIATION  
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• RMB, the national currency of China, is not yet a freely convertible currency and China is still a 
foreign exchange control country. 

• Under PRC laws and regulations, only foreign exchange under capital account items is under the 
control and the legal entities including foreign invested enterprises (“FIEs”) are free to deal with 
their foreign exchange under current account items. 

• In fact, foreign investors seldom have the problem in converting its post tax profit into foreign 
currencies and repatriating out of China, provided that the required documents are furnished and 
in order. 

 

TAX COMPLIANCE 

 

Basic Tax System 
• Central tax: customs duty, consumption tax, value added tax (“VAT”) levied by customs, etc. 
• Local tax: business tax (“BT”), individual income tax (“IIT”), tax for use of state-owned urban land, 

land value-added tax, real estate tax, etc. 
• Sharing tax: VAT, enterprises’ income tax (“EIT”), income tax for foreign invested enterprises and 

foreign enterprises, resource tax. 
 
Main Taxes Applicable to FIEs 
• EIT: 

o 15%: applicable to “encouraged hi-tech enterprises 
o 20%: applicable to small-scale enterprises earning a “small profit” 
o 25%: applicable to all enterprises other than those mentioned above 

• BT: 
o BT rate generally ranging from 3% to 5% 
o BT rate for entertainment industry could be as high as 20% 

• VAT: VAT ranging from 13% to 17% 
 
Preferential Tax Treatment for FIEs 
• The tax treatment for both FIEs and domestic enterprises has become consistent and most 

nationwide preferential tax treatments will not be available or continued anymore. 
• Local governments in certain districts may still provide FIEs with local tax preferential treatment. 

 
 

LABOR LAW 
 

 

 
• Generally FIEs are entitled to recruit its employees freely, save for Representative Offices which 

must recruit the local Chinese staff through government approved labour agencies. 
• The enterprise may not lay-off an employee at will or without due causes. If the enterprise 

(employer) decides to terminate the employment contract with an employee, it shall give such 
employee severance pay.  

• FIEs are required to participate in unemployment, medical and work-related injury programs and 
social insurance schemes pursuant to relevant national regulations and pay social insurance 
premiums in full and on time in accordance with local standards. 

• In addition, FIEs shall reserve housing accumulation funds on behalf of its Chinese employees 
and shall properly use such funds according to local regulations. 

 
 

INTELLECTUAL PROPERTY 
 
• China has acceded to most of the more important international intellectual property protection and 

the legal framework within China now provides for comprehensive protection of intellectual 
property rights. 

 
 

DISPUTE RESOLUTION 
 
Consultation/Mediation 
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• Most business contracts in China contain a clause stipulating that negotiation should be employed 

before any other dispute settlement mechanisms are pursued. 
 
Arbitration 
 
• If parties to the contract wish to choose arbitration as a mode of dispute resolution, they must 

indicate in their contracts that disputes will be resolved through arbitration. 
• Agreements to arbitrate usually specify a choice of arbitration body, which may be located in China or 

abroad, and a choice of law to govern the dispute. For foreign-related disputes, parties to the contract 
may specify the nationality of members of the arbitration panel in the contact.  

• There are two Chinese government-sponsored arbitration bodies for handling cases involving at least 
one foreign party, they are: The China International Economic and Trade Arbitration Commission 
(“CIETAC”) and for maritime disputes, the China Maritime Arbitration Commission (“CMAC”).  

• Contracts involving foreign companies doing business in China often provide for CIETAC arbitration. 
• China acceded to the United Nations Convention on the Recognition and Enforcement of Foreign 

Arbitral Awards (the “New York Convention”) in 1987. Under the New York Convention, arbitral awards 
rendered in other signatory countries are recognized and enforceable in China. Arbitral awards by 
Chinese arbitration bodies are enforceable in other countries signatory to the New York Convention.  

 
Litigation 
 
• Foreign individuals and companies can bring action in court the same manner as Chinese citizens 

and companies. 
• China has four levels of courts: (i) basic courts; (ii) intermediate courts; (iii) high courts; and (iv) the 

national Supreme People's Court. 
• Only Chinese nationals working for Chinese law firms may appear in court. 
 
 

IMMIGRATION PROCEDURES 
 
Passport and Visa Requirements 
 
• All persons entering China must possess valid national passports or other internationally 

recognized travel documents valid for travel to China. These passports or travel documents must 

must have at least six (6) months validity left before expiration and at least one blank page 

remaining.  

Business Passes and Work Permits 
 
• Business  Passes:   A  business visa is issued  to a person who is invited to  come to China for  a  

visit,  for  investigations,  for  giving  lectures, for doing business, for carrying out scientific, technical 
and cultural exchanges, for pursuing short-term advanced studies or for doing short-term 
fieldwork: these activities shall not exceed 6 months. 
 

• Employment Passes:  According to the Rules for the Administration of Foreign Employment 
(Rules) a domestic employer must apply to the local labor bureau of the Ministry of Labor for an 
employment license for the prospective foreign employee.  
 
According to Article 6 of the Rules for the Administration of Foreign Employment, “the post to be 
filled by the foreigner recruited by the employer shall be the post of special need, a post that 
cannot be filled by any domestic candidates for the time being….”  However, in practice, the 
threshold for approval is relatively low, particularly in management/professional employment 
situations.  Additionally, the individual must have been educated to degree level and possess two 
years of work experience outside of China.   
 

• It is the sole responsibility of an employer to apply to the local labor bureau of the Ministry of 
Labor for an employment license for the prospective employee. 
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The Chinese Green Card System 
 
Foreign nationals who wish to apply must fall under at least one of the eligible categories below: 
 
• Individuals who make a large direct investment in China for three consecutive years;  
 

The minimum level of investment is defined as follows:  
1.   The amount meets or exceeds US $500,000 if invested solely in Western China;  
2.   The amount meets or exceeds US $1,000,000 if invested solely in Central China;  
3.   The amount meets or exceeds US $2,000,000 if invested in multiple locations in China. 
 

• Individuals who make outstanding contributions to China’s development or are considered by the 
Chinese government to be critical to the needs of the country; 
 

• Individuals who have held a high-level position and have resided in China for three of the past 
four years, in a business which promotes the country's economic, scientific and technological 
development or social progress;  
 

• If the individual is successful in their application, they will be granted a 5 or 10 year renewable 
permanent residency card, which allows them to enter or exit China freely without having to apply 
for a visa. There is no requirement to continuously renew the work permit, as tied to their current 
local employer. 

 
 
 
 
Provided by: 
 
Yao Liang Law Offices 
Rm 701, Huaxia Bank Tower, 
256 Pudong Nan Rd., Pudong, 
Shanghai 200120, P.R. China 
 
T: + 86 21 5115 0338 
F: + 86 21 5115 0051 
 www.yaolianglaw.com 
 
This guide is designed to provide a summary of the subject matter.  Specific legal advice shall be 
sought in each particular circumstance. 


