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The European Business in China — Shanghai Position Paper 2018/2019 represents the
views of the European Union Chamber of Commerce in China, Shanghai Chapter. Our
614 member companies have contributed to the latest concerns, assessments and
recommendations of European businesses operating in Shanghai.

We hope that this position paper will promote constructive dialogue between Europe and
China, at both political and business levels. We look forward to continued improvement
in business cooperation, to the benefit of both Europe and China.
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Chairman's Foreword

As Chairman of the European Union Chamber of Commerce in China's (European Chamber’s) Shanghai Chapter |
am honoured to present the third edition of our European Business in China — Shanghai Position Paper. It gathers the
latest views and recommendations of European businesses on how Shanghai can reach its full potential and meet its
highly aspirational 2020 development goals.

This year marks the 40" anniversary of China’s economic opening to the outside world. Since Deng Xiaoping’s bold
plan was first rolled out in 1978, Shanghai has been at the forefront of the Chinese Government’s reform agenda, with
new policies often being trialled first in the city. This paper therefore presents a good opportunity for the Shanghai
Chapter’'s 614 members to make a positive contribution to the future development of both Shanghai and China as a
whole.

Reflecting the important role that Shanghai has historically played, the city has been chosen to host the China
International Import Expo (CIIE), which will be held from 5" to 10" November 2018. The Shanghai Chapter of the
European Chamber hopes that the CIIE will be more than just symbolic, and instead stimulate China’s reform and
opening up agenda.

The Shanghai Chapter prides itself on having built constructive working relations with the local government, and
remains committed to improving the local operating conditions for our member companies and supporting the
Shanghai Municipal People's Government in its drive to develop Shanghai into a major world city. The constructive
recommendations provided in this paper are meant to help achieve this end, to create a level playing field on which
both domestic and international companies can compete.

On behalf of all the member companies of the Shanghai Chapter, | would like to express my sincere appreciation and
gratitude to all the departments of the Shanghai Government with which we have worked over the past 16 years since
the chapter’s establishment in 2002. This cooperation was crystallised in September 2018 with the very first Shanghai
Government Dialogue, and we hope that this latest edition of the Shanghai Position Paper will add to and deepen our
relationship further.

Carlo Diego D’Andrea

Vice President and Chairman of the Shanghai Chapter
European Union Chamber of Commerce in China
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About the European Chamber

The European Chamber was founded in 2000 by 51 member companies that shared a goal of establishing a common
voice for European businesses operating in China in various sectors. It is an independent, members-driven, non-
profit, fee-based organisation with a core structure of 31 working groups and fora representing European business in
China.

The European Chamber now has over 1,600 members in seven chapters operating in nine cities: Beijing, Southwest
China (Chengdu and Chonggqing), Nanjing, South China (Guangzhou and Shenzhen), Shanghai, Shenyang and
Tianjin. Each chapter is managed by a local board reporting directly to the Executive Committee.

The European Chamber is recognised by the European Commission and the Chinese authorities as the official voice
of European business in China, and is recognised as a foreign chamber of commerce by the Ministry of Civil Affairs.
It is part of a growing network of European Business Organisations (EBOs), which connects European business
associations and chambers of commerce from 37 non-EU countries across the world.

The Shanghai Chapter was established in April 2002, and currently has 614 member companies. It has grown
substantially in terms of membership, the number of working groups and fora, as well as its events and lobby
activities. The Shanghai Chapter currently has 20 active working groups, two China desks and three fora covering a
diverse range of industries and services. All working groups are national, with some being led out of Shanghai and
others out of Beijing. They work closely together to provide input into the European Chamber’'s annual European
Business in China Position Paper and other advocacy initiatives at the national level, and to drive local advocacy
efforts. For more information on specific working groups in Shanghai, please refer to the annex.

iy

Dr loana Kraft

General Manager

Shanghai Chapter

European Union Chamber of Commerce in China
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Executive Summary

Shanghai has been a beacon of forward-thinking policies ever since reform and opening up was initiated by Deng
Xiaoping in 1978. Notably, in recent years, the city has pioneered the China (Shanghai) Pilot Free Trade Zone
(CSPFTZ) and the negative-list concept. Now, at a time when tensions are running high between China and some of
its major trading partners, Shanghai is in a strong position to lead the way in widening market access, ensuring fair
competition and creating a well-functioning business environment.

European business in China has long advocated for the further reform and opening of the Chinese market, but with
limited success. Many felt that a breakthrough was set to take place on 17" January 2017, when President Xi Jinping
made an address at the World Economic Forum lauding openness and globalisation.’

President Xi's speech was swiftly followed by formal commitments to market opening with the release of the Notice of
the State Council on Several Measures on Promoting Further Openness and Active Utilisation of Foreign Investment.?
Seven months later, another important document was released, the Notice of the State Council on Several Measures
for Promoting Foreign Investment.® It focused on attracting high-quality international investment, promoting key
industries, upgrading fiscal and taxation policies for international investors, improving certain operational aspects of
the business environment, and easing immigration policies to attract overseas talent.

On 26" April 2017, the Shanghai Municipal Government published a supporting document, Several Opinions on
Promoting Further Openness to Facilitate an Open Economic Regime (Circular No. 26).* In its very first article,

Circular No. 26 states that “the level of opening-up will be expanded”.’

While European business had high expectations for the documents’ implementation, discussions with the Chinese
Government revealed discrepancies in thinking. It seemed that the Chinese side paid more attention to what was
going to be done, rather than what was actually being done. The dearth of concrete progress has led to a ‘reform
deficit’, or the gap between businesses’ raised expectations for market opening following President Xi’'s speech and
the current reality. The reform deficit has already sparked serious tensions with China’s major trading partners, so it is
imperative that the government makes a concerted effort to address the issue at all levels.

The CIIE Should Herald a New Phase of Opening-up

From 5" to 10" November 2018, Shanghai will host the CIIE, which has been highlighted as a key symbol of China
opening up its market to the world.® President Xi Jinping even went as far to say during his speech at the Boao
Forum on 10" April 2018 that the CIIE “is not just another expo in an ordinary sense, but a major policy initiative and

commitment taken of our own accord to open up the Chinese market”.

With 2018 marking the 40" anniversary of reform and opening-up, it would be fitting if the occasion is marked by
China moving beyond rhetoric. Shanghai should take the opportunity to lead the way nationally in enacting bold

1 18 Months Since Davos: How China’s Vision Became a Reform Imperative, European Chamber, 10" July 2018, p.3, viewed 16" July 2018, <http://www.europeanchamber.
com.cn/en/publications-archive/570/18_Month_Since_Davos>

2 Also known as State Council Document, Guofa [2017] No. 5. Notice of the State Council on Several Measures on Promoting Further Openness and Active Utilisation of
Foreign Investment, State Council, 17" January 2017, viewed 29" March 2018, <http://www.gov.cn/zhengce/content/2017-01/17/content_5160624.htm>

3 Also known as State Council Document, Guofa [2017] No. 39. Notice of the State Council on Several Measures for Promoting Foreign Investment, State Council, 16™ August
2017, viewed 29" March 2018, <http://www.gov.cn/zhengce/content/2017-08/16/content_5218057.htm>

4 Several Opinions on Promoting Further Openness to Facilitate the New Form of Open Economic Regime, Shanghai Municipal People’s Government, 26" April 2017, viewed
8" June 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw12344/u26aw52162.html>

5 Ibid.

6 Over 1,300 companies sign up for int'l import expo in Shanghai, Xinhua, 29" May 2018, viewed 25" September 2018, <http://www.xinhuanet.com/english/2018-05/29/
c_137214439.htm>

7 Highlights from Xi’s keynote speech at Boao Forum, China International Import Expo, 12" April 2018, viewed 20™ September 2018, <https://www.ciie.org/zbh/
news1/20180412/2939.html>
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reforms. The fact that the CIIE follows commitments to opening up both at the central and local level, as well as
President Xi's speeches at the World Economic Forum 2017 and Boao 2018, means that European business has
high expectations of the event.

The ‘Five Centres’ are a Plan of National Importance

Shanghai’s vision for the future is based on a concept known as the ‘five centres’. In 2001, the State Council
approved a plan for the city to become a global centre of finance, trade, shipping and the economy by 2020.% In 2017,
Shanghai released further plans to become an international hub for innovation and to market the city in four key areas
— services, manufacturing, shopping and culture.® Now, less than two years away from the deadline, and with much
work remaining, Shanghai stands at a critical juncture. The Shanghai Position Paper 2018/2019 outlines actionable
recommendations for the local authorities to instigate meaningful change, which would not only mitigate the concerns
of European businesses but also help the city move closer to its development goals.

Shanghai as an International Centre of Finance

The Chinese Government is planning for Shanghai to become one of the world’s leading financial centres by 2020.
By then, Shanghai should be home to mature financial institutions that are capable of providing their clients with a
wide range of modern and globally-competitive financial products and services. To achieve this goal, the presence
of international financial institutions is necessary. However, while there have been significant announcements to lift
market equity caps for the banking and securities industries in 2018, international financial institutions still struggle to
enter the market as licences are issued on a case-by-case basis and are based on high minimum requirements. The
Shanghai Government should proactively solve regulatory issues to ensure broad international participation in the
finance sector.

Shanghai also aims to become a global centre of trading, pricing and clearing of Chinese renminbi (RMB) assets, and
a driving force in promoting foreign companies’ use of offshore RMB, as well as the issuance of RMB-denominated
debt market instruments. For this to become a reality, Shanghai needs to continue advocating at the national level for
capital market reforms.

Shanghai as an International Shipping and Logistics Centre

Although Shanghai performs strongly when it comes to the sheer size of its shipping industry, it lags behind other
cities in terms of shipping-related services. The city needs to further develop transhipment and insurance. It is also
important for Shanghai to integrate its customs supervision regulations with the rest of the country, and to adopt and
adhere to international standards in order to reduce companies’ operational burdens.

The authorities have previously discussed developing the CSPFTZ into a fully-fledged free-trade port to rival
Singapore and Hong Kong. However, this plan seems to have been shelved recently. The Shanghai Chapter
hopes that the local government will reconsider this decision, as achieving the city’s 2020 goal is contingent upon
internationalising its port facilities and opening up to free and fair trade.

Shanghai as an International Economic Centre

As labour costs continue to rise, Shanghai is losing its competitive edge in traditional manufacturing, particularly
at the low-end of the value chain. The city is doubling-down on its effort to develop advanced production chains as
part of its ‘Made in Shanghai’ plan.' However, there are concerns that the plan is designed to strengthen domestic

8 State Council Approval of Comprehensive Plan for Shanghai Municipality, State Council, 11" May 2001, viewed 25" September 2018, <http://www.gov.cn/gongbao/
content/2001/content_60877.htm>

9 Shanghai to establish technology and innovation centre, Asia Times, 20" October 2017, viewed 10" September 2018, <http://www.atimes.com/article/shanghai-establish-
technology-innovation-centre/>, Shanghai authorities firm up details of city’s four brands plan, China Daily, 27" April 2018, viewed 25" September 2018, <http:/www.
chinadaily.com.cn/a/201804/27/WS5ae27556a3105cdcf651ach7.html>

10 Press Conference on the Launch of the ‘Made in Shanghai’ Brand and Accelerating Progress Towards Shanghai Becoming a Global Manufacturing Excellence Base, State
Coungil Information Office, 7" May 2018, viewed 19" July 2018, <http:/www.scio.gov.cn/xwfbh/gssxwfbh/xwfbh/shanghai/Document/1629053/1629053.htm>
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players’ market share and increase their control of key technologies. The authorities need to prove beyond doubt that
international participation in industrial upgrading is welcome by making relevant projects transparent and accessible
to all.

Plans to move chemicals producers out of the city, unreasonable gas prices, unfavourable industrial land use
terms and the regulation of dangerous goods detract from Shanghai’'s competitiveness as a manufacturing base.
Furthermore, there needs to be greater integration of the manufacturing industries in the Yangtze-River Delta (YRD)
region, which links Shanghai with Anhui, Jiangsu and Zhejiang.

All of Shanghai’s ambitious goals hinge upon the supply of talent. However, current immigration and hukou policies
prevent both foreign and Chinese workers from the full rights extended to the city’s permanent residents. As Shanghai
competes head-on for high-level talent with other global centres, such as London, Singapore and Hong Kong, it is
important to pursue the further relaxation of visa, work permit and hukou regulations.

Shanghai as a Global Centre for Trade

In Shanghai's plan to become a global centre for trade by 2020, the local government set goals to boost domestic
spending, attract more trading entities and increase market competition. For these goals to be realised, the city will
need to advocate for the removal of market—access barriers at the central level. Market-access restrictions are
preventing Europen firms from participating in mang industries, such as legal, construction and human resources (HR).
However, many European businesses invested locally are forerunners in providing quality services, which means
they could greatly contribute to increasing consumption levels and share their best practices.

Shanghai as an International Innovation Centre

The Shanghai Government intends to develop the city into a global innovation hub, with the foundations laid by 2020,
and for it to reach its full innovative potential by 2030. The Shanghai Position Paper 2018/2019 makes a number of
recommendations as to how this objective can be achieved, laying out the means to channel more financial support
to international research and development (R&D) activities, improve internet speeds and access, reduce uncertainty
surrounding the Cybersecurity Law and simplify processes for the importation of R&D equipment. There is also
a need to further improve the enforcement of intellectual property (IP) laws by bolstering and utilising the city’s
existing strengths in this area, as embodied by its specialist intellectual property rights (IPR) court and the Shanghai
Intellectual Property Administration (SIPA).

Quality of Life

Other leading world cities have invested heavily in creating attractive living environments. In order to compete,
Shanghai must develop a strategy to improve the quality of life so that it can attract and retain the talent it needs.
Local air and water quality need to be improved and safeguarded, the general quality of the city’'s medical services
must be enhanced and the city’s laudable achievements in developing its public transportation system must continue.
The government also needs to broaden educational options to bring the cost of international school fees in Shanghai
more in line with the norm in competing cities. Lastly—although this has to be addressed with at the central level—the
comparatively high individual income tax rates put Shanghai at a distinct disadvantage to Hong Kong and Singapore.
The upcoming implementation rules for the revised Individual Income Tax Law offer an opportunity to address this
situation.

The Shanghai Position Paper 2018/2019 brings together recommendations from European businesses invested in
Shanghai. The aim is to demonstrate that by using the CIIE as a platform to generate a new reform impetus and
advocate for progressive and inclusive policies at the central level, Shanghai can lead the way in China’s next round
of opening-up and become the global centre it aspires to be.
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Key Recommendations

1. Remove Barriers to Shanghai Becoming a Leading Global Centre of
Finance

1.1

1.2

1.3

1.4
1.5

1.6

Increase Foreign Banks' Participation in the Financial Sector by Actively Issuing

Licences to Sino-foreign Joint Venture (JV) Banks

Increase Foreign Participation in the Securities Sector by Accepting Applications

from and Awarding Securities Licences to EU Banks.

Make it Easier for Foreign Banks to Issue Renminbi- (RMB-) denominated Bonds

for Funding Purposes
Increase the Access of International Investors to China’s Capital Markets

Improve the Coordination among Financial Regulatory Bodies and the International

Business Community

Take Steps towards Internationalising the Shanghai Clearing House

2. Enable Shanghai to Become an International Shipping and
Logistics Centre

2.1

22

Deliver a Level Playing Field for Both International and Chinese Firms Operating in
the China (Shanghai) Pilot Free Trade Zone (CSPFTZ)

Create Unified, Nationwide Customs Supervision Regulations

3. Take Further Steps to Transform Shanghai into a Global Economic
Centre

3.1
3.2
3.3
3.4
3.5

3.6

Allow Compliant Chemical Producers to Remain in the City

Price Gas According to Market Supply and Demand

Revert to the Original 50-year Term for Industrial Land Use

Clarify Regulations Concerning the Transportation of Dangerous Goods

Increase International Participation in both China Manufacturing 2025 (CM2025)
and Made in Shanghai

Implement Policies to Attract More Top Talent

Shanghai Position Paper
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4. Introduce Measures to Help Shanghai Become an International
Trade Centre
4.1 Eliminate Restrictions on Foreign Legal Services

4.2 Remove Market Access Barriers for International Construction Services Providers
(CSPs)

4.3 Allow Foreign Insurance Players to Establish Holding Companies in Shanghai
4.4  Encourage the Development of Foreign-owned Private Education Companies
4.5 Approve Licences for International Human Resources (HR) Consulting Firms

4.6 Remove Restrictions on Hotel Room Rates

5. Unleash Shanghai’s Potential to Become a Global Centre for
Innovation
5.1 Increase International Firms’ Access to Grants and Other Financial Incentives for
Research and Development (R&D) Purposes

5.2 Improve Internet Speed in Shanghai and Work with the Central Government to
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Decrease Internet Restrictions

5.3 Alleviate Concerns Regarding the Cybersecurity Law
5.4  Simplify China Compulsory Certification (CCC) Requirements and Processes

5.5 Improve Enforcement of Intellectual Property (IP) Laws

6. Improve Quality of Life to Develop Shanghai into a Leading
International Metropolis
6.1 Take Further Steps to Decrease Air Pollution
6.2 Ensure Water Quality Meets International Standards
6.3 Increase the Affordability and Availability of International Schools
6.4 Reduce Individual Tax Burdens
6.5 Control Consumer Price Index (CPI) Inflation More Stringently
6.6 Resolve Traffic-related Issues
6.7 Make Private Healthcare more Accessible and Affordable

6.8 Ease Restrictions on Motorcycles

Shanghai Position Paper 7
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1. Remove Barriers to Shanghai Becoming
a Leading Global Centre of Finance

Following the global financial crisis, the State Council
announced a plan in 2009 to develop Shanghai into an
international financial centre by 2020."" The aim was
to promote more sustainable economic growth and
safeguard national financial security. Now, just two years
from the 2020 deadline, there remains a sizeable gap
between ambition and reality.

Shanghai is the undisputed financial centre of Mainland
China. The city boasts the nation’s largest stock exchange
with a total market capitalisation of adjusted United States
dollars (USD) 4.53 trillion (approximately euro (EUR) 3.85
trillion) as of March 2018." There are a total of 1,537
financial institutions based in Shanghai, with nearly 30 per
cent established by foreign companies.” By comparison,
Shenzhen has just 404 such institutions.™ Internationally,
Shanghai’s clout as a financial centre has also grown in
tandem with the importance—and opening-up—of China’s
financial markets. This is illustrated by the fact that the
Global Financial Centres Index 23, which measures
cities based on their attractiveness to financial services
professionals, listed Shanghai in sixth place in 2018, up
10 places from 2016."

In 2013, the central government made Shanghai the site
of the first national-level free-trade zone, a place to test
policies such as greater capital-account convertibility and
cross-border renminbi (RMB) settlement and financing. "
The CSPFTZ is also home to the Shanghai Gold Exchange
which was launched in 2014 with the intention of

11 Opinions on Shanghai Increasing the Pace of Development of a Modern
Services Sector and the Creation of a Modern Manufacturing Industry, an
International Financial Centre and an International Shipping Centre, State
Council, 29" April 2009, viewed 20" September 2018, <http://www.gov.cn/
zwgk/2009-04/29/content_1299428.htm>

12 Shanghai Stock Exchange Overview, Stock Market Clock, 1% March 2018,
viewed 24" July 2018, <https://www.stockmarketclock.com/exchanges/sse>

13 China Focus: Financial opening-up draws more foreign financial institutions
to Shanghai, Xinhua, 29" June 2018, viewed 24" July 2018, <http://www.
xinhuanet.com/english/2018-06/29/c_137290199.htm>

14  Shenzhen Attracts Headquarters of 174 Financial Institutions! Futian Becomes
Gathering Place for Finance Industry, JRJ, 29" June 2017, viewed 20"
September 2018, <http://finance.jrj.com.cn/2017/06/29222722676024 .shtm|>

15 The Global Financial Centres Index 23, Z/Yen Long Finance, March 2018,
viewed 2™ May 2018, <http://www.longfinance.net/Publications/GFCI23.pdf>,
The Global Financial Centres Index 19, Z/Yen Long Finance, April 2016, viewed
20™ September 2018, <https://www.longfinance.net/programmes/financial-
centre-futures/global-financial-centres-index/gfci-publications/the-global-
financial-centres-index-19/>

16  Shanghai’s ambition: the financial centre of Asia, St. James’s Place, 2018,
viewed 20" September 2018, <https://www.sjp.asia/china/services/expatriates/
living-and-working-in-china/financial-centre-of-asia.aspx>

8  Shanghai Position Paper

competing with New York and London for gold trade
and pricing."”

In 2018, Shanghai has made several notable
announcements at the local level on opening up the
financial sector to international business. On 8" June,
the authorities released Circular No. 26 which stated
that the city will reduce market access restrictions for
banking financial institutions, securities companies,
securities investment fund management companies,
futures companies, insurance companies and insurance
intermediaries.' The Shanghai Chapter appreciates this,
as well as the publication of the so-called 700 Measures
in July 2018, which lists 100 proposed reforms.” One
reform is to reduce the limit on foreign shareholding
ratios and business scope in the security and insurance
industries, and to encourage greater international
participation in China’s financial markets.”

Despite these positive signals, for Shanghai to achieve
its goal of competing directly with cities such as London
and New York there are still significant issues that the
local government needs to address. As many of the
decisions regarding the financial sector must be made by
central government ministries, it will also be necessary
for the Shanghai authorities to advocate for positive
change at the national level. In light of Shanghai’s
position as the forerunner for national economic reforms,
the city is well placed to do so.

1.1 Increase Foreign Banks' Participation in the
Financial Sector by Actively Issuing Licences to
Sino-foreign Joint Venture (JV) Banks

Concern

Although equity caps on foreign ownership limits have
been lifted, foreign banks may still be prevented from
entering the market due to licensing delays and high
minimum thresholds for capital, shareholding and asset
growth.

17  International gold trading launched in Shanghai free-trade zone, South China
Morning Post, 19" September 2014, viewed 20" September 2018, <https://www.
scmp.com/business/commodities/article/1595656/international-gold-trading-
launched-shanghai-free-trade-zone>

18  Several Opinions on Promoting Further Openness to Facilitate the New Form of
Open Economic Regime, Shanghai Municipal People’s Government, 27" April
2017, viewed 8" June 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/
nw12344/u26aw52162.html>

19 100 Full-text Articles on Further Opening Up Shanghai: 5 Aspects, 20 Tasks,
100 Initiatives, The Paper, 10" July 2018, viewed 13" July 2018, <https://www.
thepaper.cn/newsDetail_forward_2252033>

20  Ibid.



Assessment

In November 2017, the central government announced
that limits for foreign banks in China—a 20 per cent
ownership cap on any single foreign investor in a
Chinese bank (with a cap of total foreign ownership at 25
per cent)—would be removed.” This announcement was
followed by the publication of a new negative list on 28"
June 2018, which further committed to abolishing these
limits.*

While these developments sounded encouraging at first,
financial services companies found them to be ‘too little,
too late’.?® If China had announced these measures 10
years ago, foreign banks would still have been able to
increase their stakes in JVs as valuations were not as
high as today. However, foreign banks’ market share
was only 1.29 per cent in 2016.** This is extremely low
when compared to the average of almost 50 per cent in
other emerging markets and 20 per cent in Organization
for Economic Co-operation and Development (OECD)
countries.”® Market opening announcements are also
unlikely to lead to an increase in foreign banks’ market
share in China due to licensing issues and high minimum
thresholds for capital in many sectors.

European banks can help Shanghai achieve its goal
of becoming an international financial centre with their
strong track records in trade finance, underwriting and
derivatives trading, among other areas of specialised
services. Furthermore, they do not have the same ‘implicit
guarantees’ as has been common with Chinese state-
owned banks and has now been banned by the central
government. This means they can help strengthen

21 China widens foreign access to its giant financial sector, Reuters, 10" July
2018, viewed 20" September 2018, <https://www.reuters.com/article/us-
china-investment/china-widens-foreign-access-to-its-giant-financial-sector-
idUSKBN1DA12Q>

22 Provisions on Special Management Measures for Foreign Investment Access
(2018 Edition), National Development and Reform Commission, 28" June 2018,
viewed 20" September 2018, <http://www.ndrc.gov.cn/xwzx/xwfb/201806/
t20180628_890757.html>, China’s move to ease foreign investment curbs
leaves trade experts unimpressed, CNBC, 28" June 2018, viewed 20"
September 2018, <https://www.cnbc.com/2018/06/28/china-eases-investment-
curbs-trade-critics-are-unimpressed.html>

23 Statement on the Raising of the Ceiling on Foreign Equity Ownership of JVs
in the Financial Sector, European Chamber, 10" November 2017, viewed 13"
July 2018, <http://www.europeanchamber.com.cn/en/press-releases/2585/the_
european_chamber_s_statement_on_the_raising_of_the_ceiling_on_foreign_
equity_ownership_of_jvs_in_the_financial_sector>

24  China Banking Regulatory Commission: Expand the Business Scope of Foreign
Banks, Xinhua, 14"™ December 2017, viewed 20" September 2018, <http://www.
xinhuanet.com/fortune/2017-12/14/c_1122107294.htm>

25 Claessens, Stijn and van Horen, Neeltje, Foreign Banks: Trends, Impact and
Financial Stability, International Monetary Fund, January 2012, viewed 28" July
2018, <http://www.imf.org/external/pubs/ft/wp/2012/wp1210.pdf>

Shanghai Position Paper
rEmEHS ey 2018/2019

domestic institutions and provide alternative product
choices, which will stabilise investment management
products. The Shanghai Chapter therefore encourages
the local authorities to actively issue licences to Sino-
foreign JV banks and lower thresholds for minimum
capital requirements.

Recommendations

» Accept applications from and award licences to Sino-
foreign JV banks.

» Lower the threshold for minimum capital requirements
in certain sectors of the banking industry.

1.2 Increase Foreign Participation in the Securities
Sector by Accepting Applications from and
Awarding Securities Licences to EU Banks.

Concern

Licensing delays and high minimum threshold requirements
prevent international banks from participating in the
securities sector and contributing best practices that can
help stabilise markets.

Assessment

In 2018, significant announcements have been made
regarding the removal of equity caps for foreign investors
in the securities sector. On 28" April 2018, the China
Securities Regulatory Commission (CSRC) released
the Administrative Measures for Foreign-invested
Securities Companies,”® which signalled the opening of
the securities sector to greater foreign participation. The
revisions allow foreign investors to gain a controlling
stake of 51 per cent in securities joint ventures (SJVs),
which was previously capped at 49 per cent. It also
outlined the expansion of the business scope of SJVs
and simplified relevant requirements.

Despite these positive developments, issues such
as the delay of licences remain major challenges for
international banks wishing to enter these services
markets and product segments. Chinese regulators
frequently provide licences for newly-opened markets in
a discretionary manner, in limited numbers and stretched
out over a number of years to make sure opening happens
gradually and the market is kept under tight control.

26 Administrative Measures for Foreign-Invested Securities Companies, CSRC,
28" April 2018, viewed 11" July 2018, <http://www.csrc.gov.cn/zjhpublic/
zjh/201804/t20180428_337509.htm>
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The local authorities should facilitate the issuing of
licences to SJVs, as they can contribute a great deal
to the development of Shanghai’s capital markets, and
the minimum requirements for foreign investors seeking
a controlling stake in SJVs should be lowered. Even
if they do not have the highest profits and revenues
in the world, many foreign security firms are highly
sophisticated and experienced investors. An influx of
these kind of enterprises into the Chinese marketplace
would likely lead to a fairer valuation of traded securities.
This would ultimately lead to less volatile markets, which
would benefit Shanghai as the home of the country’s
biggest stock exchange and only clearinghouse.

Recommendations

» Accept applications from and award securities
licences to European Union (EU) banks.

1.3 Make it Easier for Foreign Banks to Issue
Renminbi- (RMB-) denominated Bonds for
Funding Purposes

Concern

Subsidiaries and branches of foreign banks face
several problems associated with the issuance of RMB-
denominated debt instruments in Shanghai, which has
created a significant gap between China’s economic
status and the role of its currency in the global financial
system.

Assessment

Further reform of China’s bond markets will be
fundamentally important to establishing Shanghai as
a global centre of finance. Even though China’s bond
market is now the third-largest in the world after the
USA and Japan, its role in resource allocation is not
commensurate with the size of the nation’s economy.”
Furthermore, foreigners hold less than two per cent
of China’s domestic debt, compared to 11 per cent in
Japan, for example.?®

Foreign banks face problems when issuing RMB-
denominated bonds. For example, foreign bank branches

27 China Dethroned by Japan as World’s Second-Biggest Stock Market,
Bloomberg, August 3", 2018, viewed 22" August 2018, <https://www.
bloomberg.com/news/articles/2018-08-03/china-dethroned-by-japan-as-world-s-
second-biggest-stock-market>

28  China’s effort to attract foreign investors to US$11 trillion bond market is starting
to pay off, South China Morning Post, 1% February 2018, viewed 20" September
2018, <https://www.scmp.com/business/banking-finance/article/2131537/chinas-
effort-attract-foreign-investors-us11-trillion-bond>
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cannot issue bonds in the Chinese interbank bond
market for funding purposes, while locally-incorporated
foreign banks cannot underwrite bonds issued by
their clients — currently only two locally-incorporated
foreign banks are permitted to do so, and only as junior
underwriters.”

Another issue is that while all foreign banks have the
right to issue panda bonds, they have to present their
balance sheet according to Chinese Generally Accepted
Accounting Principles (GAAP), or Hong Kong GAAP.* At
the same time, they report their balance sheets globally
according to International Financial Reporting Standards
(IFRS). Converting their balance sheet from IFRS to
local GAAP is burdensome and puts them off issuing
panda bonds. While international banks could potentially
avoid this issue by obtaining a panda bond licence,
such a licence is difficult to gain in reality because the
application process is not transparent and the licences
are issued on a case-by-case basis.

More foreign investment in RMB-denominated bond
markets would help balance pressures on capital flows
in and out of China. It would also increase scrutiny on
credit quality and demand more transparency of financial
records, helping establish wider differentiation between
stronger and weaker borrowers. They could also improve
liquidity in onshore bonds.

Recommendations
» Simplify the procedures for foreign banks to issue
RMB-denominated bonds for funding purposes.

» Permit foreign banks to issue Chinese yuan bonds.

» Authorise foreign banks to underwrite corporate bonds
issued in the interbank bond market.

» Allow foreign corporations and financial institutions to
issue panda bonds based on their international credit
rating.

29 Foreign Bank Regulations, China Banking Regulatory Commission, 11"
December 2006, viewed 21° September 2018, <www.cbrc.gov.cn/chinese/
home/docView/2855.html>

30 Interim Measures for the Issuance of RMB Bonds by International Development
Institutions (2010 Revision), PBOC, Ministry of Finance, National Development
and Reform Commission and CSRC, 16™ September 2010, viewed 22™ October
2018, < http://www.ndrc.gov.cn/zcfb/zcfbqt/201009/t20100930_373987.html>



1.4 Increase the Access of International Investors to
China’s Capital Markets

Concern

Restrictions on share ownership on the Shanghai Stock
Exchange (SSE) limits the flow of funds in and out of
China, which is holding back the internationalisation of
the RMB and participation of international investors in
the Shanghai market.

Assessment

The SSE stated that it would internationalise its business
as early as 2009, when it first announced plans to create
an international board. However, to date, these plans
have not materialised. This means that international
companies, including overseas-registered Chinese
firms, cannot list their shares in China and domestic
investors cannot share in their returns. The Shanghai
Government should advocate against any further delays
to establishing an international board, as the listing of
high-quality global firms on the SSE would raise the
standards of domestic firms.

In other efforts to open up China’s capital markets, the
CSRC has announced linkages with stock exchanges
in different regions, such as Hong Kong, Shenzhen
and, later this year, London.*" The stock connect allows
international and Mainland Chinese investors to trade
securities in each other’'s markets through the trading
and clearing facilities of their home exchange. The
inclusion of Chinese A-shares into the Morgan Stanley
Capital International (MSCI) family of indices, which was
announced in July 2017 and became effective in June
2018, was also a positive development. However, daily
quotas and capital flow mechanisms limit the number of
stocks that investors can access on the stock connects.
Relaxing—or even scrapping—these caps would make it
easier for foreign institutional investors to allocate funds
into A-shares and consequently broaden the composition
of investors in Shanghai.

In 2018, the Chinese authorities opened two futures
contracts to foreign investors — crude oil on the Shanghai

31 Shanghai Stock Exchange spreads its net further through joint trading of
‘D-shares’ with Frankfurt, South China Morning Post, 6" January 2017, viewed
20" September 2018, <https://www.scmp.com/business/china-business/
article/2059945/shanghai-stock-exchange-spreads-its-net-further-through>,
China Sets Share-Swap Limits for London-Shanghai Stock Link, Bloomberg, 3"
September 2018, viewed 20" September 2018, <https://www.bloomberg.com/
news/articles/2018-09-02/china-sets-share-swap-limits-for-london-shanghai-
stock-link>
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Futures Exchange (SHFE), and iron ore on the Dalian
Commodities Exchange (DCE).** These marked
important milestones towards the internationalisation
of the RMB. However, many futures contracts are still
inaccessible to foreign investors. The Shanghai Chapter
hopes that Shanghai will open more futures products to
foreign traders to help the city become a global pricing
centre.

Recommendations

» Launch an international board on the SSE to allow
international companies to list their shares in China.

* Relax the daily quotas and capital flow mechanisms
on the Hong Kong, Shenzhen and future London
stock connects.

» Open more futures contracts to foreign traders to help
Shanghai become a global pricing centre.

1.5 Improve the Coordination Among Financial
Regulatory Bodies and the International
Business Community

Concern

The lack of interaction among financial regulatory bodies
and international firms limits the development of financial
markets and holds Shanghai back from meeting its goals
of becoming a global financial centre.

Assessment

There is a lack of communication among financial
regulators and international financial services firms.
Before institutional restructuring took place in 2018,
the regulatory framework was made up of the People’s
Bank of China (PBOC), the China Banking Regulatory
Commission (CBRC), the CSRC and the China
Insurance Regulatory Commission (CIRC). In order
to ensure more unified oversight of systematic risks,
the Financial Stability and Development Committee
(FSDC) was created in November 2017 to oversee all
of these institutions.** The FSDC oversees monetary
policy and financial regulation, formulates policies on
systemic financial risk management and supervises local

32 Hancock, Tom and Hume, Neil, China opens iron ore futures market to
foreigners, Financial Times, 4™ May 2018, viewed 20" September 2018,
<https://www.ft.com/content/1c23b33e-4f7c-11e8-a7a9-37318e776bab>

33 China’s super financial regulator headed by vice-premier more powerful than
ministries, South China Morning Post, 8" November 2017, viewed 19" April
2018, <http://www.scmp.com/news/china/economy/article/2119001/chinas-
super-financial-regulator-headed-vice-premier-more>

Shanghai Position Paper 11

(7}
=
o
3

Q@
=
=
o
o
[Z]
=
S
S
o
Q

-
@
2




=
@
=L
©
o
=
=]
=
7]
o
(-
©
=
(=]
=
<
a=
wn

European Chamber
I 2

governments.

The FSDC is designed to improve coordination among
financial regulatory institutions at various levels, however
improvements are yet to be seen in this respect. While
the Shanghai Chapter appreciates that institutional
reshuffling takes time, Shanghai’s financial regulators
need to take further steps to align with one another
and the FSDC. In addition, the FSDC is yet to respond
to the European Chamber’s requests for meetings. By
establishing a formal framework for regular meetings
with the international business community, the FSDC
could access best practices and recommendations from
European financial firms, which would improve policy
making in this sector.

Recommendations

» Improve coordination among local financial regulators
and the FSDC.

» Establish a formal mechanism for regular meetings
between the FSDC and the European Chamber.

1.6 Take Steps Towards Internationalising the
Shanghai Clearing House

Concern

The Shanghai Clearing House is not currently recognised
as a qualifying central counterparty (QCCP) by
international regulators, which limits the international
standing of Shanghai as a centre of finance.

Assessment

There are several issues with the Shanghai Clearing
House, which prevent it from being recognised as a
QCCP by international regulators like the EU’s European
Securities and Markets Authority (ESMA) and the US’
Commodity Futures Trading Commission (CFTC). An
example of one such issue is that the only mandated
items that the Shanghai Clearing House can deal with
are interest rate swaps.

A QCCP is an entity that has a licence to function as
a central counterparty (CCP) and has the permission
to clear products offered in this regard.** International
recognition is important and would yield great benefits for
Shanghai’s financial markets and their ability to support

34 Capital requirements for bank exposures to central counterparties, Bank for
International Settlements, July 2012, viewed 2™ May 2018, <http://www.bis.org/
publ/bcbs227.pdf>
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the country’s real economy.

The Shanghai Chapter is encouraged that the PBOC
currently has a dedicated team that focuses on the
development of the Shanghai Clearing House and has
the intention of submitting separate applications for
recognition as a QCCP to the ESMA and the CFTC.
However, steps need to be taken before this can become
a reality. The PBOC should allow for more products,
such as foreign exchange options and other derivatives,
to be cleared in Shanghai. This would greatly help the
development of derivative products, something that in
turn would allow Chinese companies to mitigate the
various kinds of risks in financial markets.

Recommendation

» Allow more products to be cleared in Shanghai to help
the Shanghai Clearing House gain recognition as a
QCCP by international regulators.

2. Enable Shanghai to Become an International
Shipping and Logistics Centre

In 2009, Shanghai announced a plan to establish an
international shipping centre by 2020 to attract global
liner shippers and shipping service providers to set up
locally.* Thanks to the rapid growth of the Chinese
economy, the city has seen high throughput numbers,
ranking as the world’s largest container port for seven
consecutive years. In 2016, it handled 37.13 million
twenty-foot equivalent units (TEUs), a 1.6 per cent
increase year-on-year (y-0-y).

In 2018, Shanghai released a further three-year action
plan to ensure it reaches the 2020 goal of becoming a
global hub for shipping.*® The plan seeks to ensure that
the city will develop a high-concentration of shipping
resources, robust shipping services, a good market
environment, efficient modern logistics services and
the ability to allocate global shipping resources. Central
to the plan is the development of the CSPFTZ—which

35 Shanghai Port Struggles to Meet Global Ambitions as Trade Slumps,
Bloomberg, 17" November 2015, viewed 20" September 2018, <https://www.
bloomberg.com/news/articles/2015-11-17/shanghai-shipping-center-dream-still-
in-sight-think-tank-says>, Shanghai approves ambitious plan to develop in 5
core areas, Shanghai Daily, 28" June 2018, viewed 2™ July 2018, <https://www.
shine.cn/news/metro/1806287503/>

36  Six Initiatives Launched as Part of Three-year Action Plan to Make Shanghai an
International Shipping Centre, China Securities Journal, 14" June 2018, viewed
21° September 2018, <http://big5.xinhuanet.com/gate/big5/www.cs.com.cn/
xwzx/201806/t20180614_5823828.html>



initially encouraged the growth of the local shipping
industry—into a fully-fledged, free-trade port to rival
Singapore and Hong Kong.*” This plan is strongly
supported by European businesses operating in
Shanghai, but has seemingly been put on the backburner
over the past year.*®

The establishment of a free-trade port would bring new
opportunities and further differentiate Shanghai as a
centre of commerce, which is particularly important now
that there are many other free trade zones across the
country. In view of this, the Shanghai Chapter advocates
for the early realisation of a free-trade port in Shanghai
along with the following measures.

2.1 Deliver a Level Playing Field for Both International
and Chinese Firms Operating in the China
(Shanghai) Pilot Free Trade Zone (CSPFTZ)

Concern

Discriminatory treatment faced by international shipping
companies when it comes to international relay and
transhipment is one of the greatest obstacles to
Shanghai becoming a free-trade port and a global
shipping centre.

Assessment

According to European business invested in Shanghai,
by far the biggest obstacle to the development of a
free-trade port and reaching the government’s goal of
becoming a global shipping centre is the discriminatory
treatment foreign shipping companies face when it
comes to international relay and transhipment.

Only foreign-flagged vessels owned by Chinese firms
may engage in international relay in the CSPFTZ,
while foreign-flagged vessels owned by international
companies may not.** Foreign ship owners can only
participate in the market if they are ultimately owned by

37 Implementation Opinions of the Ministry of Transport and the Shanghai
Municipal People’s Government on Implementing the Framework Plan for the
China (Shanghai) Pilot Free Trade Zone and Accelerating the Construction of
the Shanghai International Shipping Center, China (Shanghai) Pilot Free Trade
Zone, 27" September 2013, viewed 20" September 2018, <http://www.gov.cn/
zwgk/2013-10/10/content_2503338.htm>

38 China turns cautious over Shanghai free-trade port on concerns it might be
too free, South China Morning Post, 19" March 2018, viewed 24" July 2018,
<https://www.scmp.com/business/global-economy/article/2137882/china-turns-
cautious-over-shanghai-free-trade-port-concerns>

39 Chen, Celia, China’s easing of cabotage rules deals serious blow to Hong Kong
ports industry, say experts, South China Morning Post, 24" November 2016,
viewed 16" October 2018, <https://www.scmp.com/business/global-economy/
article/2049041/chinas-easing-cabotage-rules-deals-serious-blow-hong-kong>

Shanghai Position Paper
rEmEHS ey 2018/2019

a Chinese company. This deviates from the international
rule, which is for the flag status, not the nationality, of the
ship owner, to determine market access. This practice
allows Chinese ship-owners with vessels under foreign
flags to enjoy both the benefits of a foreign flag, which
usually means lower taxes, and the benefits of a Chinese
flag, which include permission to conduct international
relay.

The Shanghai Chapter asks the local government to
positively address this situation and give all foreign-
flagged vessels equal rights to tranship in the CSPFTZ—
and in the free-trade port once it is established—
irrespective of the vessels’ nationality or ownership.

Recommendations

» Permit foreign-flagged vessels equal rights to engage
in relay and transshipment in the CSPFTZ and
Shanghai’s future free-trade port.

2.2 Create Unified, Nationwide Customs Supervision
Regulations

Concern

The lack of a clear and unified policy for customs
supervision reduces the operational efficiency of
international transhipping companies.

Assessment

There is a lack of a clear and unified policy for customs
supervision in Shanghai and at other hubs in China. This
manifests itself in discrepancies in terms of requirements
and processes between cities. As a result, international
transhipping companies face difficulties with storage,
transport and consolidation, thereby increasing their
administrative costs and reducing transportation
efficiency.

The local government would benefit greatly from
working with authorities in other cities and at the central
level to help establish a unified, nationwide single-
window solution. In addition, Shanghai could conduct
a thorough regulatory review of customs regulations.
By employing legal and logistics specialists to review
all national, provincial and municipal legislation and
regulations affecting customs, directly and indirectly, the
local government could identify conflicts, overlaps and
inconsistencies in current legislation and regulation.
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Recommendations

» Continue to promote a united, consistent single-
window platform across all provinces.

» Conduct a review of all legislation affecting customs
to identify variations between different regions.

» Streamline clearance procedures based on the
principle of ‘one declaration, one inspection and one
release’.

3. Take Further Steps to Transform Shanghai
into a Global Economic Centre

The Shanghai Government put forward the goal of
transforming the city into an international economic
centre by 2020 in the 2003 Comprehensive City
Plan (1999-2020).° As it currently stands, more
needs to be done to achieve the plan’s main aims of
developing strategic emerging industries and advanced
manufacturing.

Shanghai is losing its competitive advantage in traditional
low value-added, labour-intensive manufacturing
due to rising labour costs, among other factors.*' To
mitigate the impact of this trend, the city is upgrading
its manufacturing sector so that it can produce more
high-tech and high value-added products. This is in line
with the national China Manufacturing 2025 (CM2025)
initiative, which seeks to foster the development of
advanced industries and technologies.

Local policymakers have made industrial upgrading an
integral part of long-term strategic planning. For example,
the Shanghai 13" Five Year Plan (FYP) stipulates that
strategic and emerging industries should contribute
more than 20 per cent of the city’s gross domestic
product (GDP) by 2020. In 2018, the city launched a
plan to develop the ‘Made in Shanghai’ manufacturing
brand.*” The first aim of this plan is to make the city a
global driving force for emerging industries and master a
number of core technologies. Second, the plan seeks to

40 Shanghai Municipal People’s Government Notification on the Release of the
Shanghai Comprehensive City Plan (1999-2020) and Short-term Action Plan,
Shanghai Municipal People’s Government, 4" December 2003, viewed 26"
September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw10800/
nw11407/nw12941/u26aw1100.html >

41 China’s Rising Manufacturing Costs: Challenges and Opportunities, China
Briefing, 8" July 2014, viewed 16™ October 2018, <http://www.china-briefing.
com/news/2014/07/08/chinas-rising-manufacturing-costs-challenges-
opportunities.html>

42 Ibid.
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create six international advanced manufacturing clusters
and achieve full industrial integration of the YRD. Finally,
the plan aims to attract globally-renowned manufacturing
brands to set up in the city.

Shanghai needs to implement more favourable policies
if renowned manufacturers are to establish themselves
locally. The Shanghai Government has pledged that
they support the participation of foreign investors in the
upgrading of traditional manufacturing industries like
automotive, iron, steel, chemicals and shipping, and the
Shanghai Chapter welcomes these commitments.*®

In some respects, Shanghai is well-positioned to achieve
its advanced manufacturing targets, particularly as it
is host to a quarter of China’s foreign-invested R&D
centres and has a high annual turnover of graduates in
the science, technology, engineering and mathematics
(STEM) fields.** However, the city will also need to
attract talent from other regions in China and overseas to
enrich the local talent pool, particularly when it comes to
experienced, senior-level staff.

In recent years, Shanghai has stepped up its efforts to
reduce administrative challenges both for foreign and
Chinese workers who do not hold a Shanghai hukou.
However, many unnecessary hurdles remain, which
means that Shanghai ranks behind other destinations
when it comes to attracting top talent, such as
Hong Kong and Singapore, or those further afield in
Europe, such as London and Berlin. It is important for
Shanghai to ensure a diverse mix of cultures, scientific
backgrounds and experiences to provide a flow of ideas
that will ultimately result in the invention of new products,
technologies and management systems.

The Shanghai Chapter puts forward the following
recommendations to facilitate the development of
advanced manufacturing industries and to ensure that
Shanghai can attract that talent that it needs for this
endeavour.

43 Several Opinions on Promoting Further Openness to Facilitate the New Open
Economic Regime, Shanghai Municipal People’s Government, 26" April 2017,
viewed 8" June 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/
nw12344/u26aw52162.html>

44 Zhuo, Wenting, Shanghai unveils steps to attract foreign R&D centers, China
Daily, 17" October 2017, viewed 22™ September 2018, <http://usa.chinadaily.
com.cn/business/2017-10/17/content_33352363.htm>



3.1 Allow Compliant Chemical Producers to Remain
in the City

Concern

The authorities’ plan to relocate all high-risk hazardous
chemical producers by 2025 will lead to losses for value
chains, local R&D capacity and companies with existing
investments.

Assessment

On the 4™ September 2017, the State Council
released the Guiding Opinions on Relocating High-
Risk Chemical Producers Out of Densely-populated
Urban Areas (Opinions), which demands all hazardous
chemical producers to upgrade their facilities, relocate
to designated parks or shut down by 2025.*° While
the Opinions give the option of upgrading facilities,
businesses’ experiences during the environmental
protection inspections of 2017 mean that many feel
they may again be forced to relocate or shut down,
even if they are in compliance with regulations. The
environmental inspections also created huge disruptions
for supply chains as factories were closed down for
sometimes months at a time with no warning.*

With a major concentration of chemicals companies in
the Caojing Shanghai Chemical Industry Park (Caojing
SCIP), the city stands to lose significant innovation
capacity—including in sectors such as life sciences,
pharmaceuticals and renewable energies—if the
chemicals industry is forced to move out of the area.
The chemicals industry is an intrinsic part of the value
chain, supplying almost all of the precursors that go into
finished life sciences or pharmaceutical products.

The Shanghai Chapter is also concerned about how
these policies will affect the local investment landscape
for energy and chemicals companies, considering that
foreign companies have already invested large sums of
money in Shanghai.

Safeguarding health and safety is paramount to
European business. The European chemicals industry
abides by the highest safety standards and is actively

45 Guiding Opinions on Relocating High-Risk Chemical Producers Out of
Densely Populated Urban Areas, State Council, 4™ September 2017, viewed
29" September 2018, <http://www.gov.cn/zhengce/content/2017-09/04/
content_5222566.htm>

46 How China’s environmental enforcement is disrupting supply chains, Control
Risks, 24™ October 2017, viewed 22™ September 2018, <https://www.lexology.
com/library/detail.aspx?g=b2b268ef-bf21-4f6a-bbaf-d4bc7da93821>
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promoting global best practices in Shanghai. European
chemicals companies are used to safely operating
their plants in the vicinity of—or even in—large cities in
their home markets. The Shanghai Chapter hopes that
the local authorities will adopt a objective approach to
working with chemicals producers.

A clear and reasonable timeline should be published with
details of the standards that manufacturers are expected
to reach. If these standards are met, they should
guarantee chemicals producers permission to remain at
their current premises.

Recommendations

» Publish a reasonable timeline for chemicals producers
to upgrade their facilities.

» Release detailed compliance standards for chemical
producers that if met, guarantee them permission to
remain at current premises.

3.2 Price Gas According to Market Supply and Demand

Concern

Non-residential gas prices are much higher in
Shanghai than other regions of China, which puts the
city at a comparative disadvantage when attracting
manufacturers.

Assessment

The price of gas in Shanghai is much higher than other
regions. In 2015, Shanghai was tied with Guangdong
Province for the highest gas prices nationwide at CNY
2.88 million British thermal units (mmbtu).*” This imposes
a major competitive disadvantage on all industrial
companies operating in Shanghai, especially those in
the areas of energy and chemicals. The local authorities
should take steps to align gas prices with market supply
and demand.

Recommendation

* Price gas in a transparent way in line with market
supply and demand.

47 TABLE-China’s city-gate natural gas prices by province, Reuters, 2"
March 2015, viewed 22™ September 2018, <https://af.reuters.com/article/
commoditiesNews/idAFL4NOW426220150302>
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3.3 Revert to the Original 50-year Term for Industrial
Land Use

Concern

The reduced period granted for land use rights
decreases the attractiveness of Shanghai as an
investment destination for industrial companies.

Assessment

On 1% July 2014, the granted land-use term for industrial
projects in Shanghai was reduced from 50 years to no
more than 20 years.* This has been a long-standing
issue that the Shanghai Chapter has raised in the
previous two editions of the Shanghai Position Paper, yet
it has not yet been resolved, despite the fact that 32 per
cent of Shanghai respondents to the European Business
in China-Business Confdence Survey BCS 2016 (BCS)
reported that the reduction of land-use rights makes
Shanghai a less attractive investment destination.*

The Shanghai Chapter understands that the government’s
intention is to increase the efficiency of land use by
setting more stringent targets for construction and on-
site operations. Under the new system, land-use rights
for certain ‘important national and municipal industrial
projects’ and R&D may be extended to 50-year terms.*
While this provision does not affect land-use terms
signed prior to the announcement in April 2014, it
has been applied to all land-use renewal applications
since then. These rules place a number of economic
performance requirements and transfer restrictions on
the land user, violation of which may lead to penalties as
well as the reclamation of the land by the government.

While the Shanghai Chapter appreciates that land is
a finite resource and that the local government needs
to ensure that it is put to best use, it is important to
recognise that member companies often invest in assets
that will be used for much longer than 20 years. While for

48 Various Measures on Strengthening the Management of Industrial Land Use,
Shanghai Municipal People’s Government, 28" March 2014, viewed 22"
September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw10800/
nw39221/nw39226/u26aw38758.html>

49  Shanghai Position Paper 2014/2015, European Chamber, 20" January 2015,
p.16, viewed 22" September 2018, <http://www.europeanchamber.com.cn/en/
publications-archive/320/Shanghai_Position_Paper_2014_2015>; Shanghai
Position Paper 2016/2017, European Chamber, 13" December 2016, p.18,
viewed 22" September 2018, <http://www.europeanchamber.com.cn/en/
publications-archive/469/Shanghai_Position_Paper_2016_2017>

50 Shanghai Introduces Shorter Industrial Land Use Terms and Operational
Targets, China Briefing, 28" April, 2014, viewed 22™ September 2018, <http://
www.china-briefing.com/news/2014/04/28/shanghai-introduces-shorter-
industrial-land-use-terms-operational-targets.html>
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simple assembly a 20-year period might be adequate to
ensure profitability, complex high-tech production sites,
such as those used in the chemical industry, are built
to be used for more than 20 years. In these cases, the
shortened term significantly increases the risk for the
investor, thus decreasing the likelihood of an investment
being made.

Recommendations

* Revert to the original 50-year term and revisit the new
version of the land use rights grant contract, so as to
ensure that companies have full rights of ownership
without interference from administrative authorities.

3.4 Clarify Regulations Concerning the Transportation
of Dangerous Goods

Concern

Regulations on the transportation of dangerous goods
are vague and vary between departments and localities,
which impacts manufacturers’ supply chains.

Assessment

As Shanghai upgrades its manufacturing industries,
the need for hazardous materials such as chemicals
or lithium-ion batteries will increase. Currently, only
suppliers with an appropriate licence and the required
facilities may handle the storage and transportation of
such dangerous goods.®' However, the regulations on
what qualifies as dangerous goods depend upon the
department and locality. For example, as in other cities,
the local Fire Prevention Bureau requires companies
to obtain a fire prevention licence for the storage,
production and use of lithium-ion batteries, despite the
fact lithium-ion batteries are not classified as dangerous
goods by the Shanghai Administration of Work Safety.”
Similar inconsistencies exist in other provinces, and
even different rail terminals, which creates significant
compliance challenges when transporting dangerous
goods throughout China.

51 Shanghai Municipality Regulations on Hazardous Chemicals Safety, Shanghai
Municipal People’s Government, 5" September 2016, viewed 22™ September
2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw12344/u26aw49622.
html>

52 Shenzhen Municipality 2018 Work Plan on the Special Regulation of Lithium-
lon Enterprises’ Safe Production, Shenzhen Administration of Work Safety,
10" January 2018, viewed 22" September 2018, <http://szsafety.sz.gov.cn/
sjw/sjwxxgk/tztg/201801/t20180110_10647750.htm>, Catalogue of Hazardous
Chemicals (2015 Version), Shanghai Administration of Work Safety, 19" July
2016, viewed 22" September 2018, <http://www.shsafety.gov.cn/gk/xxgk/
xxgkml/zcfg/agbz/28707 .htm>



The relevant authorities in charge of dangerous goods,
such as the Administrahon of Work Safety and the Fire
Prevention Bureau, should work together to publish
uniform lists of dangerous goods. Shanghai should
take the lead in creating national standards for how
dangerous goods should be stored and transported,
as well as what qualifications a business must meet to
obtain a licence.

Recommendations

» Increase cooperation between departments in charge
of managing dangerous goods.

» Publish a uniform list classifying dangerous goods.

» Take the lead in creating national standards for the
storage, transportation and use of dangerous goods.

3.5 Increase International Participation in both
China Manufacturing 2025 (CM2025) and Made
in Shanghai

Concern

Many international firms are prevented from taking part in
CM2025 projects due to a lack of transparent information
and an implicit preference for domestic players, and
there are concerns that similar issues will arise with the
'‘Made in Shanghai' initiative.

Assessment

With China losing its relative labour cost advantage when
compared to other emerging markets in Asia, broad
supply-side reforms are needed to increase China’s
total factor productivity. The CM2025 industrial policy,
launched in May 2015, is seen as a key tool in this
regard. The initiative pledges strategic support through
a series of state-funded projects to 10 key sectors that
have been selected as the most important to the future
of China’s economy.*

There is a concern, however, that strategic support is
creating heavily-subsidised competitors, as happened
previously with the so-called ‘strategic emerging
industries’ during the 12" FYP period. There is a very
real risk that this will again lead to market distortions and
overcapacity. Another major concern is the targets that

53  Notice of the Ministry of Science and Technology on Issuing the Guidelines for
the Application of the 2018 Annual Key Projects of Key Special Programs, New
Energy Vehicles, Ministry of Science and Technology, 10™ October 2017, viewed
30" June 2018, <http://service.most.gov.cn/2015tztg_all/20171010/2340.html>
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have been specified as part of the plan for sales growth
and domestic and global market share, which are to be
achieved by domestic production.

European businesses are concerned that they will be
left out of the initiative—concerns that also apply to
Shanghai’s local manufacturing policy.** In the BCS
2018, 62 per cent of Shanghai-based companies stated
that they are not able to participate in CM2025-related
projects.®

The central government has taken steps to try
and alleviate foreign companies’ concerns about
unequal treatment under CM2025. During the China
Development Forum 2018, Premier Li Keqgiang stressed
that international and Chinese companies should not
be treated differently while implementing CM2025,
emphasising the importance of R&D cooperation.®®
Clause 4 of State Council Document No. 5 also states
that international businesses are to be treated equally to
domestic companies under CM2025.% It is worth noting,
however, that several of the industries listed in CM2025,
such as value-added telecommunications, are already
restricted to or prohibited for foreign investment. Another
issue is that domestic players, particularly those with
state backing, have access to internal information about
projects, while international firms are often held back by
the lack of timely and transparent information online and
in English.

In order to maximise the potential of industrial upgrading,
it is essential that all key stakeholders work together on
an equal footing. The Shanghai Chapter hopes to see
legal guarantees for the equal treatment of international
and domestic firms competing for CM2025 and Made in
Shanghai projects. The authorities should also publish
regular updates on CM2025- and Made in Shanghai-
related projects online in both Chinese and English, with

54  China Manufacturing 2025: Putting Industrial Policy Ahead of Market Forces,
European Chamber, 7" March 2018, viewed 22™ September 2018, <http://www.
europeanchamber.com.cn/en/china-manufacturing-2025>

55 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey> (N.B: references to the BCS that do not include
page numbers were part of the overall survey but were not published in the final
hard copy. For further information please see the Annex or contact the Shanghai
Chapter)

56 Premier Li Vows to Deepen Reform, Opening Up, State Council Information
Office, 27™ March 2018, viewed 8" May 2018, <http://www.scio.gov.cn/32618/
Document/1626107/1626107.htm>

57 Notice of the State Council on Several Measures on Promoting Further
Openness and Active Utilisation of Foreign Investment, State Council,
17" January 2017, viewed 29" March 2018, <http://www.gov.cn/zhengce/
content/2017-01/17/content_5160624.htm>
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clear guidelines on applicant eligibility and how to apply.

Recommendations

» Create legal guarantees for the equal treatment of
international and domestic firms under CM2025 and
Made in Shanghai.

» Publish timely and transparent project information
online in both Chinese and English.

3.6 Implement Policies to Attract More Top Talent

Concern

Shanghai’s hukou visa and work permit policies deter
international and domestic talent from coming to the city
and contributing to the development of key emerging
industries.

Assessment

Shanghai’s implementation of the national regime for
visas and work permits for foreign employees and
hukou for Chinese employees puts it at a disadvantage
compared to other global cities in the fight to attract the
best domestic and international talent.

In recent years, Shanghai has stepped up its efforts to
reduce administrative challenges to talent mobility for
both foreign and local Chinese talent who do not hold a
Shanghai hukou. However, many unnecessary hurdles
remain which, when coupled with quality of life issues
as well as a lack of sufficient Internet access, mean that
Shanghai ranks behind other target destinations for top
international talent, such as Hong Kong and Singapore,
or those further afield in Europe, such as London and
Berlin.

Foreign Talent

Despite some recent progress, a lack of high-level foreign
talent remains a major concern for European companies,
especially those conducting R&D in Shanghai. In the
BCS 2018, respondents named problems with finding
talent as one of the top three issues that hampered their
R&D activities in China, together with restricted Internet
access and issues surrounding the protection of IPR.*

58 Business Confidence Survey 2018, European Chamber, 20" June 2018, p.31,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>

18 Shanghai Position Paper

Work Permits

The Shanghai Chapter has taken note of China’s efforts
to alleviate administrative burdens when it comes to
the facilitation of global talent mobility. A series of
changes to the rules regarding work permits® as well
as permanent residency for foreigners have also been
introduced in recent years.*® Despite the adoption of
the new foreigners’ work permit system (FWP) that
classifies foreigners into three categories, A, B and C,
the application requirements are still complex, especially
for foreigners classified other than A-type.

A trial programme allowing international students who
graduated from a Chinese university to be recruited
for jobs within the CSPFTZ and the Zhangjiang High-
Tech Park after graduation has been extended to
the whole city. This circumvents the two years’ work
experience requirement necessary in other regions.
However, in practice the process is still burdensome
and the applicants have to return to their home country
to process the application which can take over three
months.

Business Travel

The Shanghai Chapter appreciated the new R visa
policies for “high-level skilled personnel required by
China” and for “specialists urgently needed” which were
adopted in 2018, and seem to offer a practical solution
for frequent business travellers.®’ However, the number
of foreign business travellers who could benefit from
these new policies was still limited at the time of writing.
It is hoped that these well intended regulations will be
supported by an efficient administrative process.

Interns

Positive developments have taken place when it
comes to granting visas to foreign students who wish
to intern in Shanghai, which has been a longstanding
recommendation of the Shanghai Chapter.®* This
policy, which came into effect on 2™ May 2018, allows

59  Full implementation on New Foreigner Work Permit Policy, State Administration
of Foreign Experts Affairs, Ministry of Human Resources and Social
Security, Ministry of Foreign Affairs and Ministry of Public Security, 28"
March, 2017, viewed on 30" April 2018, <http://www.safea.gov.cn/content.
shtml?id=12749533>

60 Opinions on Strengthening the Management of Permanent Resident Services
for Foreigners, Xinhua, 18" February, 2017, viewed on 28" April, 2018, <http://
www.xinhuanet.com/politics/2016-02/18/c_1118089053.htm>

61 Entry-Exit Regulations for Foreigners, State Council, 12" July 2013, viewed 29"
September 2018, <http://www.gov.cn/zwgk/2013-07/22/content_2452453.htm>

62 Shanghai Exit and Entry Plan to Attract Elites is Implemented, Sina, 2" May

2018, viewed 7" May 2018, <http://news.sina.com.cn/o/2018-05-02/doc-
ifzfkmth7695467.shtml>



international students who graduated from domestic or
overseas ‘famous’ universities to obtain a two years’
residence permit to be an intern or entrepreneur in
Shanghai.®® However, it still remains impossible for
foreign students who do not wish to study in China
to conduct an internship, as a specific visa type that
expressly allows foreigners to be invited for short-term
internships was abolished in 2013.%* Reintroducing
this type of visa would help expose young talent to the
Chinese work and research environment early in their
career, helping to build a pipeline of international talent
with prior experience in the market who could work in
Shanghai or take their knowledge and skills back to their
home markets after graduation.

Chinese talent

In the BCS 2018, 66 per cent of polled Shanghai
member companies stated that they are satisfied with the
quality of recent graduates from local universities, while
73 per cent stated that they are satisfied with the quality
of recent graduates from local vocational schools.®

That said, both local and foreign companies in Shanghai
struggle with the shortage of high-level talent, especially
when it comes to scientists and researchers. The
scarcity of genuine R&D talent translates into greater
costs for hiring companies. A longstanding estimate of
the European Chamber’s Research and Development
Working Group is that a senior R&D manager costs 20-
25 per cent more in China compared to Europe.® This
situation is particularly problematic in Shanghai, where
the cost of living is one of the highest in China.*’

At the same time, the hukou system doesn’t allow
employees holding a hukou from other parts of the
country to enjoy social security and retirement benefits
in Shanghai, making it even less attractive for them to

63 Ibid and Entry-Exit Regulations for Foreigners, State Council, 12" July
2013, viewed 29" September 2018, <http://www.gov.cn/zwgk/2013-07/22/
content_2452453.htm>

64  Administration Rules on Entry and Exit of Foreigners, National Immigration
Administration, 1% September 2013, viewed 7" May 2018, <http://www.mps.gov.
©n/n2254996/n2254998/c4221567/content.html>

65 Business Confidence Survey 2018, European Chamber, 20" June 2018, p.57,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>

66 Research and Development Position Paper 2016/2017, European Chamber,
1% September, 2016, p.137, viewed 7" September, 2016, <http://www.
europeanchamber.com.cn/en/publications-archive/425/Research_and_
Development_Working_Group_Position_Paper_2016_2017>

67 Worldwide Cost of Living 2018: Which global cities have the highest costs of
living?, Economist Intelligence Unit, 2018, viewed 29" September 2018, <http:/
pages.eiu.com/rs/753-RIQ-438/images/WCOL_2018_Free_report.pdf?>
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relocate to the city. A relaxation of the hukou system,
at least for STEM graduates, would make it easier for
companies in Shanghai to attract the talent they need.

High staff turnover

Shanghai Chapter member companies report that rates
of annual staff turnover are at a level much higher than
in their home markets. Although there is no government
solution to this issue, it is nonetheless something that
negatively impacts businesses and can to some extent
be attributed to factors that are dealt with in the ‘Quality
of Life’ section of this paper.

Recommendations

» Simplify the application requirements under the new
FWP system, especially for non A-level talent.

* Further simplify and expedite the work permit
application process for foreign graduates from
Chinese universities.

« Simplify administrative processes for foreign
graduates and R visa applicants.

» Re-adopt a visa type for interns who do not study in
China.

» Work with the central government on a relaxation of
the hukou system at least for specific talent needed
for R&D.

4. Introduce Measures to Help Shanghai
Become an International Trade Centre

On the 5™ August 2016, the Shanghai Government
released a detailed plan of how to transform Shanghai
into an international trade centre during the 13" FYP
period.®® The main goals of the plan are to increase
Shanghai’s imports and exports, stimulate domestic
spending—particularly in terms of e-commerce—attract
more trading entities to set up in Shanghai, increase
market competition, strengthen the supporting role of
the CSPFTZ and create a better environment for trade in
general.

For Shanghai to achieve these ambitious goals, it will
be important to help create a fairer and more balanced
trade and investment relationship between China and its

68 Plan to Establish Shanghai as an International Trade Centre During the 13"
Five-year Plan Period, Shanghai Municipal People’s Government, 5" August
2016, viewed 26" September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/
nw2319/nw12344/u26aw48486.html>
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major trading partners, such as the EU. Currently, the
European Commission’s market access database lists
25 trade barriers in China, which shows that there is still
a lot to be done in this respect.*

The Shanghai Government should advocate for a
reduction in market access barriers at the central level,
and implement such reforms as far as possible locally.
Being home to the CSPFTZ, Shanghai is in a strong
position to implement market access pilots. Particular
focus should be placed on areas where Chinese firms
are allowed to operate in the EU but European firms are
not allowed to operate in China.

The majority of European firms based in Shanghai are
forerunners in their industries. Their experience and
focus on quality means they have much to contribute
towards Shanghai’s goal of boosting of consumption.
Yet, market access restrictions and unfair treatment
compared to domestic enterprises prevent them from
delivering the services demanded by local consumers.
Shanghai has also released a plan to improve its
competitiveness for services.”” As many Shanghai
Chapter members operate in the services industry,
market opening in this sector would have significant
positive effects on European business in the city.

The CIIE, which will be held from 5" to 10" November
2018, has been marked by the Chinese Government
as an important milestone for opening up. As President
Xi Jinping said himself at the Boao Forum on 10" April
2018, the CIIE “is not just another expo in an ordinary
sense, but a major policy initiative and commitment
taken of our own accord to open up the Chinese market.”

The Shanghai Government should aim for more than
just symbolic announcements at the CIIE and use this
platform to enact meaningful measures to open its
market. In support of this, the Shanghai Chapter puts
forward the following recommendations.

4.1 Eliminate Restrictions on Foreign Legal Services

69 Market Access Database, European Commission, 2018, viewed
4™ September 2018, <http://madb.europa.eu/madb/barriers_result.
htm?isSps=false&countries=CN>

70  Various opinions on the efforts to launch Shanghai’s ‘four major brands’ to
promote high-quality development, Shanghai Municipal People’s Government,
26" April 2018, viewed 13" July 2018, <http://www.shanghai.gov.cn/nw2/
nw2314/nw2319/nw12344/u26aw55654.html>
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Concern

Restrictions on foreign lawyers and foreign law firms
operating in China deprive the industry of healthy
competition and litigants from being able to select their
preferred legal representation.

Assessment

There are heavy restrictions on foreign lawyers and
foreign law firms operating in China, even in non-
contentious areas such as foreign investment,
contractual and commercial matters, employment
matters, mergers and acquisitions, competition law,
banking and finance law, and capital markets law. The
Shanghai Chapter notes further closing of the market
has taken place in 2018, prohibiting foreign nationals
from becoming partners of Chinese law firms.”" This
prohibition goes against plans to open the market at the
local level.

In December 2014, the CSPFTZ launched a pilot
scheme allowing eligible foreign and Chinese law firms
to enter into a joint operation or establish an agreement
to mutually dispatch lawyers as foreign or Chinese
legal consultants.”” So far, five such cooperative offices
have been set up, and more are expected according to
officials. However, such developments are quite limited,
as existing rules only allow a ‘one office, two teams’
model and not a fully integrated JV model, which would
combine the strengths of the Chinese firm and the
international firm’s partners.”” On 28" March 2018, the
Shanghai Justice Bureau released the Action Plan for
Optimising the Business Environment,” which pledges
to further promote joint operations between local and
international law firms and those from Hong Kong and
Macao.

71 The Special Administrative Measures on Access to Foreign Investment
(Negative List) (2018 Revision), NDRC and Ministry of Commerce,
29" June 2018, viewed 10" July 2018, <http://images.mofcom.gov.cn/
wzs/201806/20180628220738627.pdf>

72 Notification of the Formulation of Implementation Measures of Chinese and
Foreign Law Firms’ Mutual Exchange of Lawyers as Legal Consultants in the
China (Shanghai) Free Trade Zone and the Implementation Measures of the
Affiliation of Chinese and Foreign Law Firms in the China (Shanghai) Free Trade
Zone, Shanghai Municipal People’s Government, 18" November 2014, viewed
22" September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/
nw2404/nw32764/nw32766/u26aw41019.html>

73 Policy to help firms hire foreign lawyers, China Daily, 29" March 2018,
viewed 20" July 2018, <http://www.chinadaily.com.cn/a/201803/29/
WS5abc376aa3105cdcf6514f46.html>

74  Action Plan for Optimising the Business Environment, Shanghai Justice
Bureau, 29" March 2018, viewed 20" July 2018, <http://www.justice.gov.cn/
info/158f1f3bd6724335917bf408987b43bd>



The CSPFTZ should remove the classification of legal
services as prohibited to foreign investment. In addition,
the cooperation between Chinese and international law
firms should be increased under the pilot scheme and
the Action Plan, namely by permitting the establishment
of more closely-integrated Sino-foreign JV firms to
practice both Chinese law and foreign law in their own
name.

Further opening up of the legal services sector—
especially in the cooperation between foreign and
Chinese law firms and the practice of non-contentious
areas—in cross-border investments, would permit the
clients of Mainland Chinese companies to have better
access to guidance on the impact of international laws
and practices. It would also simultaneously provide
foreign investors with better access to Chinese legal
advice on operating or conducting business in China.

Representative offices of international law firms are
subject to higher income taxation than Chinese law firms
carrying out the same activities because international
law firms are denied the status of partnership enterprises
for tax purposes.”” As a result, foreign law firms are
taxed first at an enterprise income tax rate of 25 per cent
at the entity level. To the extent that they are repatriated,
after-tax profits are then subject to tax a second time
at an enterprise income tax rate of 10 per cent. In the
event that after-tax profits are paid to partners resident
in China, the rate is as high as 45 per cent in the form
of individual income tax on those partners. In addition,
international firms are denied the preferential tax
calculation method granted to Chinese law firms that
significantly decreases domestic firms’ effective income
tax rate. PRC law firms can enjoy a cap on their profits
subject to PRC income tax regardless of the amount of
such actual profits. Shanghai uses a cap of 20 per cent,
resulting in a 14 per cent effective income tax rate.

To address this inequity, the Shanghai Chapter
recommends that the Chinese Government provides
international law firms with treatment equivalent to that of
domestic law firms for income tax purposes.

Recommendations

* Allow foreign law firms to fully practice Chinese law

75 2015 American Business in China White Paper, American Chamber of
Commerce in China, 2015, viewed 23" September 2018, <https://www.
amchamchina.org/policy-advocacy/white-paper/2015-american-business-in-
china-white-paper>
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in non-contentious areas through the employment of
individuals who are qualified and licenced to practise
Chinese law.

» Allow lawyers in foreign law firms to fully represent
their clients before Chinese government authorities as
long as they have proper powers of attorney.

* Increase cooperation under the Pilot Work Plan,
by permitting the establishment of more closely-
integrated Sino-foreign JV firms to practice both
Chinese law and foreign law in their own name.

» Provide foreign law firms with treatment equivalent to
that of Chinese law firms for income tax purposes.

4.2 Remove Market Access Barriers for International
Construction Services Providers (CSPs)

Concern

European CSPs face legal barriers to entering the
Chinese market, which damages Shanghai’s reputation
for services and deprives the city of world-class
infrastructure and design.

Assessment

International CSPs—including architects, quantity
surveyors, project managers and contractors—are
permitted to establish wholly foreign-owned construction
enterprises (WFOCEs) or partner with local firms to
work on Sino-foreign JV projects. However, they are
only allowed to engage in four categories of construction
projects.”® Even when just analysing these four project
categories, only 50 per cent are funded by foreign
investment because they represent a niche market and
the project scales are relatively small compared to most
local investment projects. WFOCEs also face intense
competition from Chinese small- and medium-sized
enterprise (SME) contractors.

Under such circumstances, most WFOCEs are not
successful and some have to downsize their company
or even leave the market altogether. Many European
contractors are deterred from expanding their business
into China, despite the large construction market. The
total 2016 value of output of WFOCEs accounted for less

76  Regulations on the Administration of Foreign-Invested Construction Enterprises,
Ministry of Construction (former Ministry Of Housing and Urban-rural
Development) and Ministry of Foreign Trade and Economic Cooperation (former
Department of Outward Investment and Economic Cooperation, Ministry of
Commerce), 27" September 2002, viewed 7" April 2018, <http://www.mofcom.
gov.cn/article/bh/200301/20030100064300.shtml>
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than 0.3 per cent of the total value of output of all CSPs
in China.”” Even quadrupling the current total value of
output held by WFOCEs would barely break the one per
cent mark, which brings into question why local firms
need such extensive protection.

Opening the construction service sector will help
build Shanghai’s branding as a city with an open and
international services industry. It would also allow
European CSPs to contribute their best practices and
cutting-edge technologies, and build projects that would
enhance the cityscape and improve many of the city’s
functions. Opening the sector will require equal access to
locally-invested construction projects and a level playing
field for all participants, regardless of their legal definition
of being ‘domestic’ or ‘foreign’ enterprises.

CSPs also suffer due to the strict regulation of the
market. European CSP experts find their educational
background, working experience and professional
certificates are not fully recognised by the Ministry of
Housing and Urban-rural Development (MOHURD). As
a result, they cannot use them to apply for a company’s
qualifications. It is difficult for them to gain local
professional certification due to the different education
system and language requirements.

The Shanghai Chapter recognises the positive steps
that Shanghai has made towards reducing licensing
burdens by allowing those with an international track
record to apply for architectural design qualifications
in the CSPFTZ. The Shanghai Chapter hopes that this
provision will be extended to cover the entire city, and
not just be limited to the CSPFTZ, so that international
CSPs are not restricted in terms of where they can set
up offices and operate. Shanghai would also benefit
from recognising industry qualifications from different
countries.

Recommendations
* Allow WFOCEs to independently carry out local
investment construction projects in Shanghai.

« Extend the CSPFTZ regulations allowing firms with
an international track record to apply for architectural
design qualifications to cover the entire city.

» Take further steps to recognise international expertise

77 Statistical Data for the Total Revenue in 2016 of Construction Enterprises
Classified According to Type of Registration, National Bureau of Statistics, June
2017, viewed 7" April 2018, <http:/data.stats.gov.cn/easyquery.htm>
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and qualifications in the construction sector.

4.3 Allow Foreign Insurance Players to Establish
Holding Companies in Shanghai
Concern

Foreign insurance companies struggle to enter and
operate in the Chinese market due to the complexity of
licensing processes and restriction on foreign holdings,
which restricts insurance options for Chinese consumers.

Assessment

In the insurance industry, companies are starting to sell
more than one type of product and combining them in
customised ways to meet clients’ needs. By centralising
multiple product offerings in one back office, the
company can also conduct data management and sales
in a more efficient way. While this is common practice
for Chinese insurance companies, international firms
are prevented from doing so because regulations do
not support the establishment of foreign-funded holding
companies, despite announcements that there will be
national treatment for foreign- and Chinese-funded
insurance firms.”® Many international insurance firms
have had their application to establish a foreign-funded
holding company rejected.

European insurers have a strong track record of
offering well-designed products to hundreds of
millions of customers around the world. Their expertise
and experience would significantly benefit Chinese
customers. The Shanghai Chapter encourages the
local government to introduce supporting policies and
administrative measures to simplify the licensing and
approval process for international companies in the
insurance sector.

Recommendations

* Introduce policies and administrative measures to
facilitate the investment of qualified foreign insurers in
China’s insurance industry.

» Allow foreign insurance players to establish holding
companies in China.

78 Governor Yi Gang Announced Measures and Timetable for Further Financial
Sector Opening-up in Bo’ao Forum for Asia, People’s Bank of China,
11" April 2018, viewed 26" September 2018, <http://www.pbc.gov.cn/
goutongjiaoliu/113456/113469/3517821/index.html>



4.4 Encourage the Development of Foreign-owned
Private Education Companies

Concern

Shanghai’s regulation of the private education sector
does not consider international education companies,
which discourages them from participating in the market.

Assessment

The Ministry of Education amended the Promotion
of Private Education Law on 7" November 2016.”°
Shanghai is one of the only localities to have issued
subsequent implementation measures, yet there is
no mention of how they relate to foreign-invested
private education companies.* The documents require
education training companies to obtain a licence from
and be managed by the local education bureau. As
foreign-invested education companies are not sure
whether they are eligible for such licences and do
not wish to run the risk of non-compliance, some are
being forced to operate under a different guise, such
as consulting firms. Compared with other cities, the
Shanghai regulations are restrictive and detrimental to
the growth of foreign private education companies that
legitimately serve a burgeoning market. The Shanghai
government should amend the implementation measures
of the Promotion of Private Education Law so they both
mention and encourage the participation of international
enterprises in this sector.

Recommendations

» Amend the measures for the licensing of private
schools to encourage the participation of international
firms.

4.5 Actively Issue Licences for International Human
Resources (HR) Consulting Firms

Concern

International firms struggle to obtain Employment Agency

79 Law of the People’s Republic of China on the Promotion of Privately-run
Schools, Ministry of Education, 7" November 2016, viewed 18™ July 2018,
<http://www.moe.gov.cn/jyb_xwfb/s271/201611/t20161107_287961.html>,

80 Implementation Opinions on Promoting the Healthy Development of Private
Education, Shanghai Municipal People’s Government, 2017, viewed 25"
September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw12344/
u26aw54537.html>, Shanghai Municipality Management Measures for the
Categorised Licence Registration of Private Schools, Shanghai Municipal
People’s Government, 26" December 2017, viewed 26" September 2018,
<http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw12344/u26aw54536.
html>
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Licences which prevents them from offering headhunting
services and therefore helping to attract high-level talent
to Shanghai.

Assessment

Companies based in Shanghai need international search
and recruitment services in order to have access to the
best international and domestic talents. Wholly foreign
owned enterprises (WFOEs) are in principle allowed
to offer headhunting services for permanent positions
for their clients in China. However, according to the
Regulations on Employment Service and Employment
Management, to conduct a headhunting services, in
addition to a business licence, a company must also
obtain a so-called Employment Agency Licence.?' In
practice, it is difficult for a wholly-owned foreign company
to obtain such a licence. The Shanghai Chapter believes
it would help attract more high-level talent to Shanghai
if this sector was fully opened up to international HR
consulting firms.

Recommendations

» Actively issue Employment Agency Licences to
WFOEs so that they can provide headhunting
services in Shanghai.

4.6 Remove Restrictions on Hotel Room Rates

Concern

The government has capped hotel room rates at below
the going rate during the CIIE which goes against the
principles of supply and demand and significantly cuts
into hotels’ revenue.

Assessment

On 21° August 2018, Shanghai hotels were given
instructions by the Shanghai Development and Reform
Commission to set their room rates at below the going
rate for the duration of the CIIE. These regulations
require that during the period the city’s hotels do not
give guests a quote that is higher than the highest room
rate they quoted during the period from 1° October to
30" November 2017. This must be proved by providing
the authorities with a fapiao dated from that period.
Furthermore, any guest that has already paid a higher

81 Decision on the Amendments of the Regulations on Employment Service and
Employment Management, Ministry of Human Resources and Social Security,
29" December 2014, viewed 29" September 2018,<http://www.mohrss.gov.cn/
SYrlzyhshbzb/Idbk/jiuye/JYzonghe/201412/t20141229_147451.htm>

Shanghai Position Paper 23

(7}
=
o
3

Q@
=
=
o
o
[Z]
=
S
S
o
Q

-
@
2




=
@
=L
©
o
=
=]
=
7]
o
(-
©
=
(=]
=
<
a=
wn

European Chamber
I 2

price to any hotel, even if this was already confirmed
before the issuing of the pricing instruction of 21% August
2018, has to be refunded in case there is any price
difference. For many Shanghai hotels, particularly in the
Honggqiao area, this means that they have to cut their
room rates by 50 per cent on average.

The room rate caps go against the principles of supply
and demand, as room rates should actually increase
during a high profile event like the CIIE due to greater
demand. The Shanghai Chapter urges the local
government to allow hotels—both international and
domestic—to set their room rates freely according to
supply and demand.

Recommendations

» Allow all hotels to set their room rates freely according
to supply and demand.

5. Unleash Shanghai’s Potential to Become
a Global Centre for Innovation

Recent Developments in the Innovation Ecosystem
In 2015, the Shanghai government announced a plan to
make the city a science and technology (S&T) innovation
centre with global influence by 2030.% The plan aligns
with China’s broad national strategy to boost innovation
and R&D. It is also supported by Shanghai’'s own 13"
FYP, which aims to bolster innovation through the
promotion of strategic and emerging industries.®

Later in 2015, the Shanghai government released the
Supporting Regulations for Exerting More Effort to
Support the Construction of a Science and Technology
Innovation Centre with Global Influence (Supporting
Regulations).®* The Supporting Regulations state that
the government will implement favourable tax policies
for S&T innovation, including favourable income tax
policies for researchers working in SMEs and reducing

82 Opinions on Accelerating the Construction of a Science and Technology
Innovation Centre with Global Influence, Communist Party of China Shanghai
Committee, Shanghai Municipal People’s Government, 27" May 2015, viewed
23" September 2018, <http://www.shanghai.gov.cn/shanghai/node2314/n32792/
n32874/n32876/u21ai1016468.html>

83 13" Economic and Social Development Five-Year Plan, Shanghai Municipal
People’s Government, 1*' February 2016, viewed 25" September 2018, <http:/
www.shanghai.gov.cn/nw2/nw2314/nw2315/nw4411/u21aw1101112.htmlI>

84  Supporting Regulations of Exerting More Effort to Support the Construction of a
Science and Technology Innovation Centre with Global Influence, General Office
of the Shanghai Municipal People’s Government, 19" September 2015, viewed
25" September 2018, <http://www.stcsm.gov.cn/gk/zcfg/gfxwz/fzfwj/342369.
htm>

24  Shanghai Position Paper

corporate income tax by 15 per cent for accredited high-
tech enterprises. In addition, the Supporting Regulations
commit to strengthening government support for angel
investment in innovative S&T enterprises an building
financing guarantee institutions for S&T SMEs, among
other measures.

Today, Shanghai is one of the leading cities in China
for R&D. At the end of 2017, the city was host to a total
of 416 foreign-invested R&D centres—a quarter of the
national total, up from a 16.8 per cent chare in 2016.*
However, there are still issues preventing Shanghai
from becoming a global innovation hub. The BCS 2018
highlighted that while the city remains an attractive
location to set up an R&D centre, high labour costs and
Internet restrictions constitute significant obstacles for
firms.® The Shanghai Chapter puts forward the following
recommendations with the intent of making the city more
attractive for conducting R&D activities.

5.1 Increase International Firms’ Access to Grants
and Other Financial Incentives for Research and
Development (R&D) Purposes

Concern

International companies continue to lack equal treatment
compared to their domestic counterparts when it comes
to accessing public funding and grants for undertaking
R&D projects in Shanghai.

Assessment

International R&D is a fundamental part of both local
and national innovation ecosystems. International
companies’ Shanghai-based R&D centres employ
local labour, generate Chinese patents, commercialise
their innovations domestically and collaborate with
local universities and research laboratories in their
endeavours. Having gathered decades of experience
and leadership in S&T, European businesses play an
important role, and are well equipped to help further
improve Shanghai’'s R&D ecosystem.

85 Shanghai’s Digitalisation Strategy Attracts Foreign-Invested R&D Centres
to Locate in Shanghai, Xinhua, 17" October 2017, viewed 15" May 2018,
<http://www.xinhuanet.com/city/2017-10/17/c_129721659.htm>, Foreign R&D
centres in Shanghai reached 402, Ifeng, 17" August 2016, viewed 15" May
2018, <http://finance.ifeng.com/a/20160817/14762297_0.shtml>, Department
of Commerce: China has a total of 850,000 foreign-invested enterprises,
Xinhua, 23 August 2016, viewed 15" May 2018, <http:/news.xinhuanet.com/
finance/2016-08/23/c_129250479.htm>

86 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>



European companies remain interested in locating
and maintaining some of their key R&D activities in
Shanghai. As the European Chamber’'s BCS 2018
revealed, a majority of Shanghai-based respondents
(58 per cent) see the city as an attractive location to
establish local, regional or global R&D centres.’” Also,
a third of Shanghai-based companies now see China’s
innovation and R&D environment as more favourable
than the worldwide average.®

Strong international R&D investment will be needed if
Shanghai is to meet its goal of increasing its research
intensity, or its gross domestic expenditure on R&D
(GERD), as a share of its GDP to 3.7 per cent by
2020.%%° |n this regard, the Shanghai Government
vowed in Circular No. 26 to incentivise foreign-invested
enterprises (FIEs) to upgrade their local R&D centres
into global ones.”’

The Shanghai Chapter is encouraged by Article 7
of Circular No. 26, which also states that FIEs’ R&D
centres are encouraged and supported to take part
in government-planned S&T projects, jointly take part
in major scientific and engineering projects of the
Shanghai Government and apply for multilevel and
multi-type scientific development planned projects
with local universities, scientific research institutions
and companies.”” This is an important statement and
warrants a comparison with the situation in Europe,
where Chinese companies are allowed to partake in EU-
wide government incentive schemes such as Horizon
2020, and also often receive incentives.”

87 Business Confidence Survey 2016, European Chamber, 7" June, 2016, viewed
29™ September 2018, <http://www.europeanchamber.com.cn/en/publications-
archive/414/Business_Confidence_Survey_2016>

88  Ibid.

89 Shanghai’s Economic and Social Development 13" Five-Year Plan, Shanghai
Municipal People’s Government, 1% February 2016, viewed 29" September
2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw2319/nw22396/nw39378/
u21aw1101146.html>

90 Shanghai’s Plan to Systematically Implement a Comprehensive Innovation
Reform Pilot and Accelerate the Creation of a Science and Technology
Innovation Hub with Global Influence, State Council, 15" April 2016, viewed
30" September 2018,<http://www.gov.cn/zhengce/content/2016-04/15/
content_5064434.htm>

91 Various Opinions on Further Opening Up and Accelerating the Creation of a
New Open Economic System, Shanghai Municipal People’s Government, 26"
April 2017, viewed 8" June 2018, <http://www.shanghai.gov.cn/nw2/nw2314/
nw2319/nw12344/u26aw52162.html>

92  Ibid.
93 Research and Development Position Paper 2018/2019, European Chamber,
18" September 2018, p. 129, viewed 18" September 2018, <http://www.

europeanchamber.com.cn/en/publications-archive/644/Research_and_
Development_Working_Group_Position_Paper_2018_2019>
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HNTE

China has many tax incentive schemes to stimulate
innovation, which are implemented by government
departments at both the national and local level. These
schemes include both so-called ‘strategic support’
schemes, such as the High and New-Technology
Enterprise (HNTE)* scheme and the super-deduction
scheme, which allows tax deductions on R&D-related
expenses,” as well as ‘tactical support’ schemes, which
are financial grants tied to projects that have a specific
scope and purpose.

Across the board, companies conducting R&D are
very interested in partaking in the HNTE scheme, as
being conferred HNTE-status brings a lot of benefits,
including a large reduction of the corporate income tax
rate. However, while the rules for participating in this
scheme are laid out clearly at the national level, their
local implementation varies considerably. There is not
currently a unified incentive scheme in Shanghai, so
individual companies must negotiate grants with the
local government on a case-by-case basis. The resultant
lack of clarity and predictability may deter international
companies from committing further R&D resources to
Shanghai or upgrading their local R&D centres.

The European Chamber argues that Shanghai could
achieve its objective to boost innovation by making
it easier for international companies to partake in
the various national tax incentives schemes that are
implemented locally.

On 29" January 2016, the Ministry of Science and
Technology (MOST), the Ministry of Finance (MOF) and
the State Administration of Taxation (SAT) revised the
criteria for HNTE recognition.*® Certain requirements
were relaxed, such as the minimum R&D expense ratio
and academic qualifications of staff, yet the standards

94 Management Measures for Identification of High- and New-Technology
Enterprises, Ministry of Science and Technology, Ministry of Finance and State
Administration of Taxation, 14" April 2008, viewed 30" September 2018, <http:/
www.most.gov.cn/fggw/zfwj/zfwj2008/200804/t20080428_61006.htm>

95  Notification on the Release of Measures for Pre-tax Deduction of Enterprises
Research and Development Costs (Pilot), State Administration of Taxation, 10"
December, 2008, viewed 30" September 2018, <http://www.chinatax.gov.cn/
n810341/n810765/n812171/n812675/c1190645/content.html>, later modified by
China’s Ministry of Finance, State Administration of Taxation, Ministry of Science
and Technology, Caishui [2015] No.119 (Circular 119), 2" November, 2015,
viewed 30" September 2018, <http://www.chinatax.gov.cn/n810341/n810755/
c1878881/content.html>

96 Notification on the Release of the Amended Management Measures for
Identification of High- and New-Technology Enterprises, MOST, MOF and SAT,
29" January 2016, viewed 30" September 2018, <http://www.most.gov.cn/kjzc/
gjkjzc/qyjsjb/201706/t20170629_133827.htm>
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for IP ownership were tightened. Under the current
rules, core IP must be owned by the HTNE, and a
global exclusive licence is no longer valid. In many
cases, international companies initially developed their
technologies outside of China. The revised HNTE rules
therefore create problems for European companies
looking to have their IP ownership recognised and attain
or maintain HNTE status. The Shanghai Chapter argues
that HNTE standards should take international ownership
into consideration.

R&D activities in Shanghai could be further aided by the
establishment of a local- or national-level online platform
on which all official information regarding public R&D
grants is published in a transparent and timely manner.
This is something that the European Chamber has long
advocated for, holding up the European Commission
Funding and Tenders Opportunities Portal, where all EU
projects are advertised, as a positive example of how
this can be achieved.”

The SSE Strategic Emerging Industries Board (SEIB)
The SSE'’s original proposal for the establishment of the
SEIB, a board on which innovative new companies could
list in similar fashion to the US Nasdaq or the Shenzhen-
based ChiNext, was put forward in March 2014.%
However, the proposal was seemingly dropped in 2017,
as domestic capital markets faced increased volatility.

Establishing the SEIB would help to broaden the
financing channels available to new innovative
technology companies, something that is especially
needed against the backdrop of a slowing domestic
economy. In fact, setting up the SEIB may be crucial
to Shanghai achieving its ambition to become a global
centre of innovation by 2020.

Recommendations

* Encourage international businesses to participate in
national and regional key R&D projects by ensuring
fair allocation of public grants for all R&D activities.

« Change the requirements that prohibit international
businesses from applying for HNTE status to ensure
that all internationally-qualified R&D institutions can

97 Funding and Tender Opportunities Portal, European Commission, 2018, viewed
30" September 2018, <https://ec.europa.eu/info/funding-tenders/opportunities/
portal/screen/home>

98 Exchange mulls new board for strategic emerging industries, Xinhua, 23
March, 2014, viewed 30" September 2018, <http://www.chinadaily.com.cn/
business/2014-03/24/content_17372643.htm>
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benefit fully from their participation in the Chinese
innovation ecosystem

» Establish the SEIB to allow innovative new ventures
(e.g. SMEs) to list on the SSE.

5.2 Improve Internet Speed in Shanghai and Work
with the Central Government to Decrease
Internet Restrictions

Concern

Slow internet speeds and restricted access to sources
of information impede critical business functions such as
R&D, an area that is crucial for Shanghai to become a
global innovation centre.

Assessment

Shanghai’s average Internet download speeds have
increased dramatically over the past two years, reaching
21.95 megabits per second (Mbps) for the first quarter of
2018, according to official figures by China’s Broadband
Development Alliance.* This is up from 12.31 Mbps in
the first quarter of 2016, and significantly higher than
the world average of 7.2 Mbps.'"” However, the speed
experienced by European businesses often lags behind
the official numbers.

While internet speeds are acceptable when it comes to
accessing domestic websites, they become extremely
slow when it comes to international connections as the
Chinese authorities regulate speeds by using gated
connections—‘choke points’ essentially—to the rest
of the world.”" This becomes especially pronounced
during events of national importance, such as visits by
foreign heads of state and political meetings like the 19"
National Party Congress held in October 2017.

In the BCS 2018, 23 per cent of respondents based in
Shanghai stated that restrictions on Internet access was
one of the main obstacles deterring their company from

99 Broadband Development Alliance: Report on Broadband Speeds in China
for Q1 2018 (Downloadable attachment), 1991T, 10" July 2018, viewed 22™
October 2018, <http://www.199it.com/archives/746376.html>

100 Report on Broadband Speeds in China: Q1 2016, China Broadband Development
Alliance, 2016, viewed 30" September 2018, <http://www.miit.gov.cn/n973401/
n1234279/n1234619/c4753265/part/4753272.pdf>; State of the internet Q1
2017 report, akamai, 2017, viewed 24" September 2018, <https://www.akamai.
com/us/en/multimedia/documents/state-of-the-internet/q1-2017-state-of-the-
internet-connectivity-report.pdf>

101 Choke Points: How countries like China and Russia are able to control the
internet, Quartz, 5™ October 2016, viewed 20" September 2018, <https:/
qz.com/780675/how-do-internet-censorship-and-surveillance-actually-work/>



setting up an R&D centre in Shanghai—a staggering
15 percentage point increase from the previous year.'®
A further 64 per cent of respondents to the BCS 2018
reported that restrictions have had a negative impact on
their business.

European businesses often find it challenging to access
perfectly legitimate content—research papers, academic
research journals and, more generally, the digital
offerings of international newspapers—on the Internet,
which makes it hard for them to meaningfully engage in
R&D and many other business activities in China. They
also encounter difficulties when it comes to exchanging
data packages and documents with headquarters,
partners and customers.

Fast Internet with unrestricted access to legitimate online
content is essential to all kinds of business operations,
not least for the kind of innovative businesses that
Shanghai is trying to attract. The local authorities should
work with the central government to decrease nationwide
Internet restrictions, while also upgrading the local
broadband network in order to deliver a fast Internet at
internationally competitive download speeds.

European businesses based in Shanghai are also
concerned about the restrictions placed on the usage of
international virtual private networks (VPNs) and the high
prices of state-approved VPN services. Over the course
of 2018, the Shanghai Chapter has held meetings with
the Shanghai Price Supervision and Anti-monopoly
Bureau to specifically discuss pricing-related issues of
state-approved VPN services. As the Shanghai Chapter
currently understands the situation, only state-approved,
domestic Chinese VPN services are permitted for
business use. Yet these services are by and large very
expensive—often prohibitively so for SMEs. Yet SMEs—
many of which often rely on digital business models and
product delivery channels—rely on VPNs to scale their
business. As such, the current policy regulating VPNs is
a threat to Shanghai’s potential for innovation.

On top of this, there are significant data security
concerns due to the control Chinese authorities may
exercise over government-approved VPN services.
Unless positively addressed, this could act as a real
deterrent to foreign investment.

102 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>
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Recommendations

» Upgrade network infrastructure to meet the need
for high-speed global Internet access in support of
sustainable business development in Shanghai.

» Work closely with the central government to ensure
stable access to legitimate global Internet resources
that are critical for business development.

* Provide more clarity on policies regarding VPNs
and ensure that foreign companies continue to have
access to the Internet.

5.3 Alleviate Concerns Regarding the Cybersecurity
Law

Concern

The Cybersecurity Law’s requirements for data
localisation and cross-border data transfers hamper
Shanghai’s ambitions to become a global hub for
innovation by restricting the free flow of information, while
vague terminology creates unnecessary operational
burdens for businesses.

Assessment

On 7" November 2016, the Standing Committee of the
National People’s Congress (NPC) promulgated the
Cybersecurity Law, a comprehensive piece of legislation
that governs network and information security with effect
from 1% June 2017.'®

The Cybersecurity Law not only outlines a series of
general compliance requirements for network operators,
but also special obligations regarding critical information
infrastructure (CII) protection, data localisation and cross-
border data transfer assessment, the Cybersecurity
Multi-level Protection Scheme (MLPS), the promotion
of ‘secure and trustworthy’ products and services, and
a comprehensive testing and certification scheme for
critical network equipment and specialised network
security products, among others."™

While cybersecurity is undoubtedly important and it is
positive for China to have a Cybersecurity Law in place,

103 Cybersecurity Law of the People’s Republic of China, NPC, 7" November
2016, viewed 24™ April 2018, <http://www.npc.gov.cn/npc/xinwen/2016-11/07/
content_2001605.htm>

104 In recent years, the term ‘secure and trustworthy’ and similar ones such as
‘secure and reliable’, ‘secure and controllable’ and ‘indigenous and controllable’
have appeared in a number of laws, regulations and policies. According to the
Cyberspace Administration of China, they remain consistent in nature.

Shanghai Position Paper 27

(7}
=
o
3

Q@
=
=
o
o
[Z]
=
S
S
o
Q

-
@
2




=
@
=L
©
o
=
=]
=
7]
o
(-
©
=
(=]
=
<
a=
wn

European Chamber
I 2

the wording and implementation of relevant legislation
have created uncertainties for European business in
Shanghai. First, the vague and broad definition of key
terms such as Cll means that even companies that
do not qualify as operators take extra precautionary
measures so as not to run the risk of non-compliance
— this is an unnecessary burden, especially because
personal information and important data collected by
Cll operators must be extensively localised. Vague
terminology may also deter new investors from entering
the market out of uncertainty over whether or not they
will be subject to data localisation requirements.

A second source of concern is the operational burdens
posed by data residency and cross-border data transfer
restrictions, which create significant administrative and
operational costs. There are also European firms that are
concerned whether their company and customer data
will be kept safe if it is stored locally. The Cybersecurity
Law and relevant regulations may therefore impede
the development of China’s digital economy, adversely
affect companies whose business depends on global
operations and may potentially compromise network
security incident remedial efforts.

The Shanghai Chapter urges local authorities to work
with the central government to ensure that the new rules
and their enforcement remain transparent, proportionate
and non-discriminatory towards international companies,
and thus compatible with global best practices, such
as those outlined by the OECD with regard to national
security.®

Recommendations

* Provide clear and consistent guidance when
implementing the Cybersecurity Law and ensure an
effective two-way exchange over potential market
access barriers.

* Address any technical difficulties and operational
burdens that companies face due to data localisation
and cross-border data transfer restrictions by offering
guidance at the local level

» Ensure consistency between higher-level legislation
and local implementation and follow the least
interference principle in the course of legitimate
business operations.

105 Guidelines for Recipient Country Investment Policies Relating to National
Security, OECD, 2009, viewed 20" September 2018, <https://www.oecd.org/
investment/investment-policy/43384486.pdf>
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» Ensure that efforts to improve cybersecurity reflect
the borderless, interconnected and global nature of
today’s business environment.

5.4 Simplify China Compulsory Certification (CCC)
Requirements and Processes

Concern

Some of the CCC requirements and processes are
neither reasonable nor efficient, which makes it
administratively difficult for companies to import CCC
items into China.

Assessment

The importation of CCC items is often required for
internal research or testing purposes in R&D centres.
However, the application processes for CCC certification
and for the CCC Exemption Certificate are too
complicated and time consuming to be practical, which
may discourage R&D in China. In general, the volume
of CCC items imported for R&D is smaller to that of
regular commercial products. Therefore, an appropriate
evaluation and credit mechanism should be established
for R&D-related imports.

Recommendations

» Simplify the procedures and shorten the application
time for CCC Certificates and CCC Exemption
Certificates.

» Consider granting a one-time CCC Exemption
Certificate to companies with high compliance
records, so they do not have to reapply for each
shipment.

5.5 Improve Enforcement of Intellectual Property
(IP) Laws

Concern

While European businesses see Shanghai’s enforcement
of IPR laws as among the most reliable in China, more
still needs to be done to create a globally-competitive IP
environment conducive to innovation.

Assessment

According to the Shanghai Intellectual Property
Administration (SIPA), in 2017, there were 70,400
invention patents registered in the city (a 13.5 per cent



increase compared to 2016).'” The number of patent
applications in Shanghai reached 131,746 in 2017, a
17.2 per cent growth year on year. Among these, 54,633
were applications for invention patents, with 20,681
eventually being granted.’” Shanghai added 191,000
registered trademarks and 234,658 copyrights in 2017.
This increase in IP registrations and applications is
reflected on the enforcement side, with the Shanghai
Courts hearing 15,809 IP-related cases in 2017, 40.8
per cent more than in 2016.

In the BCS 2018, positive impressions of IPR enforcement
have more than doubled since 2013, rising from 13
per cent to 34 per cent."® Furthermore, 32 per cent of
member companies reported that they feel IPR and
trade secret protection laws are effectively enforced in
Shanghai, whereas only 29 per cent of Beijing-based
members and a mere 12 per cent of Guangzhou-
based members felt this way. Despite the comparatively
higher number of members who feel that Shanghai is
performing well in IPR enforcement, there is still room
for improvement if the city is to become internationally
renowned for its R&D environment.

Shanghai IPR court

In late 2014, specialised IPR courts were established
in Shanghai, Beijing and Guangzhou.'”® Part of a
three-year experiment for technologically complex
cases, the court adjudicates first- and second-instance
cases for both civil and administrative matters. In 2017,
Shanghai’s public security agencies jointly registered
395 IPR criminal cases, solved 280 cases and arrested
575 criminal suspects.'’® The Shanghai prosecution
authorities arrested 91,139 persons on the basis of
contravening IPR regulations. There were 210,388
cases of examination and prosecution of infringements,
and 172,268 cases were closed before the trial. Over
the course of 2017, lawyers handled 1,008 civil IP
cases and 15,145 legal affairs of non-litigation IPR.

106 Shanghai Sees Rising Patent Applications, China Daily, 2" March 2018,
viewed 21° May 2018, <http://usa.chinadaily.com.cn/a/201803/02/
WS5a9942a6a3106e7dcc13f39b.html>

107 White Paper on the Intellectual Property Development in Shanghai in 2017,
SIPA, April 2018, viewed 21° May 2018, <http://www.sipa.gov.cn/resource/
upload/zscqj/201804/18162022rtqw.pdf>

108 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22" June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>

109 China’s new intellectual property courts, Lexology, 5" March 2015, viewed 16"
October 2018, <https://www.lexology.com/library/detail.aspx?g=9c524ea5-4ab3-
4eec-87f7-08c5307fc332>

110 Shanghai Publishes Intellectual Property Rights White Paper, Xinhua, 18"
April 2018, viewed 16" October 2018, <http://sh.xinhuanet.com/2018-04/18/
c_137118671.htm>
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Shanghai’s progress in IPR protection is reflected in the
fact that 81 per cent of Shanghai respondents to the
BCS 2018 reported being satisfied with the IPR court’s
performance.”"

However, Shanghai has to some extent become a victim
of its own success. Its comparatively efficient system
encourages cases to mitigate to Shanghai, imposing an
unreasonably high volume of cases on its courts, both
within the normal hierarchy and the specialised IPR
courts.

Caseload Management of the Shanghai IPR Court
Shanghai Chapter members experience onerous
procedural requirements to secure the jurisdiction of
the Shanghai courts. The Shanghai Chapter has heard
reports of courts being reluctant to accept jurisdiction
over infringement cases if infringing items have been
solely exhibited (without evidence of an offer for sale,
such as price lists and quotations) at a trade fair within
the IPR court’s jurisdictions, by questioning whether such
mere exhibiting in itself constitutes an ‘offer to sell’ and
requiring evidence that an actual order for the product
was accepted at the exhibition. Courts may also be
unwilling to accept the case when the end of the calendar
year approaches. These additional requirements and
reluctance to accept cases may be underpinned by a
desire to manage the courts’ caseloads.

Transparency in Trial Procedures

The Shanghai Chapter is concerned that the conduct
of trial procedures in Shanghai’s IPR court may not
be fully transparent, and that this may reduce the
predictability of outcomes and cause uncertainty.
Under the current system, judges organise the case
agenda with only modest consultation with the litigants,
and there is no obligation for parties to the lawsuit
to exchange arguments in writing before or after the
hearing. This makes it challenging for both parties to
prepare their cases in advance of the hearing. It also
prevents lawyers from consulting with their clients, as
well as performing necessary research and submitting
responses in due time. While the evidence exchange
and post-hearing written argument submission system
deals with this problem to some extent, more needs to
be done to improve these processes. The European
Chamber’s Intellectual Property Rights Working Group

111 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>
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provided a number of recommendations in its Intellectual
Property Rights Position Paper 2016/2017 to avoid these
shortcomings, such as that:

» the written submission of arguments and counter-
arguments etc., should be exchanged between both
parties’ lawyers at the same time as they are sent to
the court so as to enable the other party to respond;
and

» the exchange of arguments and evidence should be
completed sometime before the hearing to enable
adequate consideration and rebuttal of evidence to
take place.

The Shanghai Chapter believes that the local competent
authorities should regard the Shanghai IP Court project
as an ideal opportunity to introduce these improved
procedural measures.

Issues Related To the Regulatory Merger and
Enforcement Authority of the Patent Law

On 17" March 2018, the NPC approved an institutional
restructuring plan submitted by the State Council to
overhaul China’s government and ministerial structure.
The plan encompasses all kinds of administrative
authorities, including those bodies that deal with anti-
unfair competition and thus also the Patent Law.""

In this regard, the State Intellectual Property Office —
which was renamed the China National Intellectual
Property Administration (CNIPA) in September 2018,
is being restructured and put under the supervision of
the newly established State Administration for Market
Regulation (SAMR), a super-ministry that merges
the functions of various ministries and which will hold
responsibility over market supervision and management,
amongst other areas."”

Henceforth, CNIPA will assume oversight of trademarks
from the former State Administration for Industry and
Commerce (SAIC) and Geographical Indications (GI)
from the former General Administration of Quality

112 The State Institutional Reform Plan of the State Council, State Council, 17"
March 2018, viewed 19" April 2018, <http://www.gov.cn/guowuyuan/2018-03/17/
content_5275116.htm>

113 Notice on the Official Change of the English Name of the State Intellectual
Property Office, China National Intellectual Property Administration, 3"
September 2018, viewed 6" September 2018, <http://www.sipo.gov.cn/
gztz/1131714.htm>, China reorganises administrative authorities — new
regulatory authorities for Life Sciences and Healthcare sector, CMS Law-
Now, 20" March 2018, viewed 11™ July 2018, <http://www.cms-lawnow.com/
ealerts/2018/03/china-reorganises-administrative-authorities>
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Supervision, Inspection and Quarantine (AQSIQ).""

The institutional restructuring plan indicates that the
management of patents will be overseen by SAMR. The
Shanghai Chapter hopes this will be confirmed in the
revised Patent Law.

Patent Law

The latest draft of the Patent Law came out in 2016, and
according to the State Council’s Legislative Work Plan
2018,"* it will be submitted to the NPC for deliberation in
2018.

The Patent Law comes with only limited enforcement
powers. However, SIPA, the local administration of
the CNIPA, has been going above and beyond the call
of duty by ‘interpreting’ its powers at trade fairs, i.e.
the location where patent infringement—for example,
through counterfeit products—is often encountered.
Through negotiating with the trade fair organisers to
introduce anti-counterfeit provisions into their contracts
with exhibitors, SIPA has managed to effectively enforce
the Patent Law.

Yet for SIPA to have jurisdiction over a patent
infringement case, the infringement needs to actively
happen locally in Shanghai, for example at a trade fair.
It is worth keeping in mind here that the “use” of an
infringing product—for example, by displaying it at a
trade fair—already counts as an infringement.""®

That said, courts are often reluctant to scrutinize
whether the case in front of them is an infringement, as
they are inundated with a preponderance of cases and
overworked.

The Shanghai Chapter draws a lesson from this, namely
that an amended Patent Law with increased enforcement
powers and a clear definition of what constitutes
infringement should be issued as soon as possible.

Unfair and Compelled Technology Transfers
Unfair technology transfers are a serious concern for

114 Regulations on the Functions, Internal Structure and Personnel of the State
Administration for Market Regulation, Communist Party of China News, 12"
September 2018, viewed 20" September 2018, <http:/renshi.people.com.cn/
n1/2018/0912/c139617-30288676.html>

115 Legislative Work Plan 2018, State Council, 2" March 2018, viewed 20"
September 2018, <www.gov.cn/zhengce/content/2018-03/14/content_5274006.
htm>

116 Patent Law of the People’s Republic of China, Article 11, CNIPA, 19"
January 2011, viewed 20" September 2018, <http:/english.sipo.gov.cn/laws/
lawsregulations/201101/t20110119_566244.html>



European businesses and may well become a deterrent
for them to make further R&D investment in Shanghai.
According to the BCS 2018, 19 per cent of Shanghai-
based member companies—coincidentally the same
percentage as companies nationwide—have felt
compelled to transfer technology in order to maintain
market access. As the survey further highlighted, in
some high-technology sectors related to the CM2025
initiative, such as aviation and aerospace, this figure was
even as high as 36 per cent. This is concerning.

The Shanghai Chapter argues that the local government
should advocate with the central government on the
need to put an end to unfair technology transfers, as a
continuation of this unfortunate trend may be detrimental
to the city’s ambition of becoming a global centre of
innovation. The European Chamber's BCS 201718 attests
to this sentiment, highlighting that “due to persistent
issues, such as unfair technology transfers, the number
of members opening R&D centres nationwide has stalled
since 2017.”

Recommendations

* Improve the caseload management of IPR courts in
Shanghai.

* Increase transparency in trial procedures.

» Clarify issues related to the regulatory merger
and enforcement authority under the Patent Law
and advocate for the new Patent Law to enhance
enforcement powers.

» Take all necessary steps to prevent unfair and
compelled technology transfers.

6. Improve Quality of Life to Develop Shanghai
into a Leading International Metropolis

Companies need to be able to attract the best global
talent to work and reside in Shanghai if it is to transform
into a leading international city. However, there are
currently several factors that dissuade highly-skilled
talent and the related investment they facilitate from
coming to Shanghai.

The city is competing head-on with other global centres,
such as London, Frankfurt, Paris, Milan, New York, Tokyo,
Singapore and Hong Kong, which have all been investing
significant time and effort to improve their respective living
environments to attract and retain more talent.

Shanghai Position Paper
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On 21° October 2016, the Shanghai Government
published the Shanghai Comprehensive Plan for
2016-2040 (Comprehensive Plan).""” The plan aims
to raise living standards for the city’s inhabitants and
for Shanghai to become an “excellent global city”, by
improving all aspects of urban living, including population
management, public transportation and public services-
related and environmental issues."®

In Mercer's 2018 Quality of Living Rankings, an annual
survey of living standards in key cities worldwide,
Shanghai ranked 103™ out of 200 cities. This is still
ahead of Beijing, which ranked 119", yet far behind
Singapore (25") and Hong Kong (71%).""® The Mercer
survey takes account of 10 different factors in assessing
the quality of a city’s living conditions, including
the political and social environment, the economic
environment, the socio-cultural environment, medical
and health considerations, schools and education,
public services and transportation, recreation, consumer
goods, housing and the natural environment. Although
there has been progress, which the Shanghai Chapter
acknowledges, the city still has areas in need of
improvement. The following recommendations are aimed
at addressing some of these areas.

6.1 Take Further Steps to Decrease Air pollution

Concern
Air pollution remains a problem in Shanghai and failure
to resolve this issue will continue to negatively impact the
health of its citizens and the ability to attract and retain
top talent.

Assessment

Air quality issues remain the top challenge for attracting
international talent in Shanghai.”® According to the
Shanghai Environmental Protection Bureau (SEPB),
the average concentration of particulate matter (PM)

117 Shanghai Comprehensive Plan (2016-2040) is Released: a Great Metropolis
Will be Built, Shanghai Municipal People’s Government, 23 August 2016,
viewed 25" September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/
nw2315/nw17239/nw18078/u21aw1155426.html>

118 Ambitious vision for 2040 to turn Shanghai into a top global city, Shanghai
Daily, 21% October, 2016, viewed 26" September 2018, <https://archive.shine.
cn/archive/metro/society/Ambitious-vision-for-2040-to-turn-Shanghai-into-a-top-
global-city/shdaily.shtml>

119 2018 Quality of Living Rankings, Mercer, 20" March 2018, viewed 22" May
2018, <https://www.mercer.com/newsroom/2018-quality-of-living-survey.html>

120 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>
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2.5 (particulate matter of 2.5 microns or less) in the first
half of 2017 was 43 micrograms per cubic metre (ug/
m).””" While this represents a decrease of 24.6 per cent
from the same period in 2016, it is still nearly double the
World Health Organization’s (WHO’s) guideline value of

3122

25 pyg/m”.

It is positive that 62 per cent of European firms based
in Shanghai reported in the BCS 2018 that Shanghai’s
air quality has improved over the past two years.'®
However, Shanghai’s low ranking in a monthly air quality
survey of 74 Chinese cities highlights that improvements
are still needed."

Shanghai’s air quality ranking among 74 Chinese cities

September 2016 to August 2018

Month Sep Oct Nov Dec Jan Feb Mar Apr
Year 2016 2017

CRank | 25 | 11| 19

woa| 15 | 22 | 18 | 36

Month May Jun Jul Aug Sep Oct Nov Dec
Year 2017
Rank | 20 | 41 51|57 | 22 | 14|22 20

Month Jan Feb Mar Apr May Jun Jul Aug
Year 2018
Rank | 24 | 28 18 | 37 | 46 | 83 | 66 | 12

Source: China National Economic Monitoring Centre (CNEMC)
http://www.mee.gov.cn/hjzl/dghj/cskqzlzkyb/
Indicator: Comprehensive index of air quality

On 1* April 2017, the Shanghai Municipal Commission
of Health and Family Planning launched the Healthy
Shanghai 2030 action plan, which aims to make

121 Shanghai Environmental Protection Bureau Announces Environmental Status
Report for 2015, Shanghai Environmental Protection Bureau, 30" March 2016,
viewed 30" September 2018, <http://www.sepb.gov.cn/fa/cms/shhj//shhj2272/
shhj2159/2016/03/92097.htm>, Good And Bad News On City’s Battle To Tackle
Air Pollution, Shanghai Daily, 8" June 2017, viewed 22" May 2018, <https:/
www.shine.cn/archive/metro/society/Good-and-bad-news-on-citys-battle-to-
tackle-air-pollution/shdaily.shtml>

122 Ambient (outdoor) air quality and health, World Health Organization, 2™ May
2018, viewed 26" July 2018, <http://www.who.int/news-room/fact-sheets/detail/
ambient-(outdoor)-air-quality-and-health>

123 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>

124 Monthly Report on Status of Urban Air Quality, Ministry of Ecology and
Environment, 2016-2018, viewed 30" September 2018, <http://www.mee.gov.
cn/hjzl/dghj/cskqzlzkyb/>
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Shanghai a role model for urban public health.'* Among
the targets is the goal to guarantee 80 per cent of optimal
air quality days per year by 2030. The authorities intend
to achieve this by controlling energy consumption and
coal-fired pollution. They will replace coal-fired boilers
with clean energy, transform coal-fired power plants so
they meet ultra-low emissions standards and promote
the use of low-nitrogen gas-fired boilers.'*

The document also outlines plans for industrial
restructuring by banning high-polluting projects and
managing industrial volatile organic compounds, while
strengthening the prevention and control of mobile
sources of pollution such as motor vehicles, off-road
vehicles and ships. At the same time, the authorities
have given their support for green modes of transport
such as public transportation, bicycles, new energy
vehicles (NEVs) and vehicle time-share leasing. Green
buildings will be promoted in an attempt to modernise the
housing industry and create an “ecological demonstration
city”. Finally, the government plans to increase the
utilisation of straw and control straw burning activities.

The Shanghai Chapter welcomes the Healthy Shanghai
2030 plan and is encouraged by the progress already
made towards improving air quality levels. More still
needs to be done, though, particularly with respect
to stricter implementation and evaluation of certain
measures that are being taken. For example, the
promotion of NEV vehicles is ostensibly positive, but the
current number of charging stations is still insufficient in
many parts of Shanghai. For NEVs to become a more
feasible choice of private transportation, Shanghai will
need to add considerably to existing NEV infrastructure.

There also needs to be more predictable monitoring of
polluting entities, in addition to the real-time monitoring
of PM 2.5 provided by the SEPB."” It is positive
that Shanghai is in the process of establishing an
accountability scheme for relevant departments in order
to implement anti-pollution measures. The Shanghai
Chapter hopes that through this process, there will be
greater coordination between the departments and

125 Shanghai Sets Targets For Health Care, Air Quality By 2030, ECNS,
28" September 2017, viewed 22™ May 2018, <http://www.ecns.cn/cns-
wire/2017/09-28/275563.shtml>

126 Healthy China 2030 Plan, Shanghai Municipal People’s Government, 2™ April
2018, viewed 25" September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/
nw2319/nw12344/u26aw55477 .html>

127 Officials Propose Real-time Air Quality Index, Shanghai Daily, 11" March,
2014, viewed 30" September 2018, <http://www.shanghaidaily.com/metro/
environment/Officials-propose-realtime-air-quality-index/shdaily.shtml>



more consultation with industry, so that anti-pollution
regulations become more transparent, predictable and
easy to comply with.

Recommendations

» Improve air quality monitoring.

* Make anti-pollution regulations more transparent and
predictable, and work with polluting entities to ensure
their compliance.

* Increase the number of charging stations for NEVs.

» Strengthen enforcement of environmental regulations.

6.2 Ensure Water Quality Meets International
Standards

Concern

The poor quality of Shanghai's water supply raises
health concerns and negatively impacts official plans to
raise living standards.

Assessment

After an isolated but shocking health scare in March
2013, when over 10,000 pig carcasses were found
floating in the Huangpu river, grave concerns about
Shanghai’s water quality were raised by the government
and the public."® The local authorities subsequently
issued plans to improve tap water safety, pledging to
clean up all its Grade 6 severely-contaminated rivers
by the end of 2017, and all Grade 5 heavily-polluted
rivers by 2020."%%*"* However, the central government
has criticised Shanghai’s decision to postpone raising
treatment standards to 2020, when the original deadline
was 2016.

Results of environmental inspections conducted in
2016 showed that 88 per cent of the 259 water samples
showed a level of pollution “unfit even for farm and
industrial use”, falling below Grade-5 classification.™’
Some districts in the city had even worse quality than

128 Rivers of blood: the dead pigs rotting in China’s water supply, The Guardian,
29" March 2013, viewed 27" August 2018, <https://www.theguardian.com/
world/2013/mar/29/dead-pigs-china-water-supply>

129 Shanghai sets deadline to clean up rivers, Shanghai Daily, 13" September
2016, viewed 9" October 2018, <https://archive.shine.cn/archive/metro/society/
Shanghai-sets-deadline-to-clean-up-rivers/shdaily.shtml>

130 China classifies water quality into six grades. Grade 1 is potable after minimal
treatment while grade 6 is severely contaminated.
131 China slams Shanghai for environmental violations, Reuters, 12t April 2017,

viewed 25" September 2018, <https://www.reuters.com/article/us-china-
pollution-shanghai-idUSKBN17E0GT>
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previous tests showed in 2013. It is therefore highly
concerning that 800 polluting enterprises in the area
that were ordered to shut down in the past four years
have continued to operate. This highlights the lack of
environmental compliance at the local level, where fines
are often too small to deter polluters. In some cases, it
may be cheaper to pay the fine than to upgrade facilities.

Beijing inspectors blamed a lack of coordination among
local government departments and insufficient pressure
to comply with rules. They also accused grassroots
officials of failing to take responsibility for pollution,
instead blaming external factors.

Recommendations

* Introduce stricter fines for polluting enterprises to
deter repeat offenders.

* Enhance coordination between government
departments responsible for improving water quality.

6.3 Increase the Affordability and Availability of
International Schools

Concern

Shanghai’s international schools are expensive and this
deters high-level talent and their families from moving to
Shanghai.'®

Assessment

According to the BCS 2018, 76 per cent of polled Shanghai
member companies perceive schooling as one of the
most overpriced services in Shanghai.'® Many Shanghai
Chapter members have reported that international
schools in other top-tier Asian cities, such as Hong
Kong or Singapore, are much cheaper than schools in
Shanghai. Numerous surveys attest to this and highlight
that Shanghai’s international schools are, in fact, the
most expensive in the world.” In a 2018 survey by
International Schools Database that looked at 40 cities
globally and compared the average monthly tuition for a

132 Shanghai international schools are priced beyond the reach of many expats,
South China Morning Post, 13" September 2015, viewed 30" September
2018, <http://www.scmp.com/news/china/society/article/1857560/shanghai-
international-schools-are-priced-beyond-reach-many>

133 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22™ June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>

134 Comparing the Cost of International Schools Around the World: 2018 Edition,
International Schools Database, May 2018, viewed 14" June 2018, <https://

www.international-schools-database.com/articles/comparing-the-cost-of-
international-schools-2018>
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six-year-old child, Shanghai’s international schools came
in at an average of CNY 17,586."%°

Similarly, based on the Shanghai Chapter’s research
on the costs of the last two years of schooling, i.e.
years 12 and 13, of the city’s five most expensive
international schools, the average value is CNY 298,265
(approximately EUR 39,500) per year. By comparison,
the average value for a year of tuition of at one of
the top five most expensive schools in Hong Kong
was Hong Kong dollar (HKD) 205,516 (approximately
EUR 22,200)."* A look at five international schools
in Singapore gave an average annual fee figure of
Singapore dollar (SGD) 42,077 (EUR 26,700) for the last
two years of schooling.™”

The cost of international schooling often makes expat
packages prohibitively expensive for companies and
deters more experienced talent with families from moving
to Shanghai.

Recommendation

» Increase the affordability of international education.

6.4 Reduce Individual Tax Burdens

Concern

Corporate and individual income tax (lIT) rates are high
and do not compare favourably with some of the other
cities with which Shanghai competes to attract highly-
qualified talent.

Assessment

China is among the top 20 countries with the highest
personal IIT, placing heavy burdens on both employers
and employees, and increasing the cost of labour.
Even within the CSPFTZ, Shanghai has a 25 per cent
corporate income tax and up to 45 per cent (with rebates)
[IT rate, the same as national IIT rates.’® Hong Kong

135 Shanghai international schools ranked the world’s most expensive...again,
Timeout Shanghai, 6™ June 2018, viewed 14" June 2018, <http://www.
timeoutshanghai.com/family/features/Family-Family_news/55705/Shanghai-
international-schools-ranked-the-worlds-most-expensiveagain.html>

136 European Chamber Shanghai Chapter’'s own calculations based on the tuition
of Shanghai and Hong Kong'’s top five most expensive schools as taken from
their respective websites. The conversion rates from these two currencies into
euros are based on http://www.xe.com, viewed on 14" June 2018.

137 Ibid.

138 The PRC IIT, State Administration of Tax, 27" October 2005, viewed 30"
September 2018, <http://www.chinatax.gov.cn/chinatax/jibenfa/jibenfa0206.
htm>
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and Singapore, where taxes are lower (17 per cent for
companies and 15 per cent for individuals) are far more
attractive locations by comparison. This unfavourable
tax environment discourages foreign professionals from
working and living in Shanghai. It also makes local
Chinese talent re-consider their options, and sometimes
choose to move abroad.'”

Methods for calculating IIT exemptions should be revised
to take into account the worker’s familial situation. Fairer
treatment should also be extended to foreigners, such
as giving employers tax breaks (e.g. private health
insurance premiums for employees, premiums to
overseas pensions systems, or tuition fees for foreign-run
schools unable to offer fapiao) similar to governmental
social insurance.

On 19" June 2018, the Ministry of Finance made
revisions to the Chinese IIT Law, which will come into
force on 1% January 2019."° The Shanghai Chapter
recommends that in keeping with international tax
practice, a special tax regime for foreign professionals
should be created, similar to those regimes available
in many European countries for Chinese professionals
resident there for labour reasons. Under such a regime,
foreign professionals could choose between paying taxes
as a normal tax resident in the destination country or be
subjected to a flat tax rate for their worldwide income.

Recommendation
» Tailor tax exemptions to reflect employees’ social and

familial situations.

» Create a special tax regime for foreign professionals.

6.5 Control Consumer Price Index (CPI) Inflation
More Stringently

Concern

The lack of affordable housing in Shanghai prevents
top talent and their families from having the means to
purchase property and settle down in the city long term.

139 Human Resources Position Paper 2016/2017, European Chamber, 2016,
p. 71, viewed 30™ September 2018, <http://www.europeanchamber.com.cn/
en/publications-archive/430/Human_Resources_Working_Group_Position_
Paper_2016_2017>

140 China adopts revised individual income tax law, Xinhua, 31 August 2018,

viewed 10" September 2018, <http://www.xinhuanet.com/english/2018-08/31/
c_137433946.htm>



Assessment

CPI in Shanghai stood at 1.5 per cent year-on-year
over the first half of 2018.""" Meanwhile, many costs,
particularly those of renting and purchasing real
estate, have increased precipitously, pricing many
professionals—both domestic and foreign—out of the
market. According to 81 per cent of Shanghai members,
housing is one of the most excessively priced products
and services in Shanghai.'*® The cost of housing is a
significant factor behind the Economist Intelligence
Unit’s (EIU) ranking of Shanghai as the world’s 16" most
expensive city in an evaluation of 133 cities conducted in
March 2018."* While housing prices may be higher for
some of Shanghai’s competitors like Hong Kong, lower
income tax rates means that the overall cost of living is
still affordable there. In 2018, Shanghai announced an
ambitious plan to build 700,000 rental homes by 2020
for low-income residents, start-up entrepreneurs and hi-
tech professionals, pledging to reserve more land for this
purpose.'** While the Shanghai Chapter welcomes this
announcement, steps also need to be taken to control
CPL.

Recommendations

* Apply more stringent measures to control house price
inflation.

6.6 Resolve Traffic-related Issues

Concern

Traffic congestion, violations and a lack of bilingual signs
on public transportation are a detriment to quality of life,
dissuading talent from living and working in Shanghai.

Assessment

Congestion

Traffic conditions continue to be problematic in Shanghai,
with main roads normally heavily congested during the
morning and evening rush hours. The TomTom Traffic

141 Consumer Price Index, Shanghai Bureau of Statistics, 11" July 2018, viewed 7"
September 2018, <http://www.stats-sh.gov.cn/html/sjfb/201807/1002255.html>

142 Business Confidence Survey 2018, European Chamber, 20" June 2018,
viewed 22" June 2018, <http://www.europeanchamber.com.cn/en/publications-
business-confidence-survey>

143 Measuring the cost of living worldwide, The Economist, 21° March 2017, viewed
14" May 2018, <https://www.economist.com/blogs/graphicdetail/2017/03/daily-
chart-13>

144 Shanghai’s lack of affordable homes continues to be major headache for
city’s authorities, South China Morning Post, 14" January 2018, viewed
25" September 2018, <https://www.scmp.com/business/global-economy/
article/2127751/shanghais-lack-affordable-homes-continues-be-major-
headache>
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Index 2016 placed Shanghai at 22" out of 189 global
cities in a ranking that measures morning and evening
peaks in traffic.'*® Shanghai had increases of 75 and 76
per cent for morning and evening peaks respectively —
substantially better than some other top-tier cities such
as Beijing or Chongging, but still heavily congested.

The 2016-2040 Comprehensive Plan states the intention
to reduce Shanghai residents’ average commuting time
to under 40 minutes by 2040."*° This is meant to be
achieved by adding substantial capacities to the city’s
train, tram and subway networks—a 1,000-kilometre
increase to each network by 2040.

A congestion fare had been proposed to reduce traffic in
downtown areas, but it has not yet materialised. Harsher
penalties for misuse of bus lanes and parking and/or
stopping on bicycle lanes, complemented by the addition
of slow lanes and more bicycle lanes could alleviate
some of these transportation-related concerns. The
introduction of more innovative parking systems, such as
‘park-and-ride’, could help further.

Violations

On 25" March 2017, new driving regulations came into
force in Shanghai."” The regulations stipulate that mobile
phone use is not permitted while driving, and fines
are to be introduced for passengers that do not wear
seat belts. The regulations also state that all vehicles
are now allowed to use bus lanes during weekends
and public holidays and that ‘private’ parking spaces
in front of hotels are no longer lawful. The Shanghai
Chapter welcomes these regulations and calls upon the
authorities for their strict implementation.

Members report that traffic violations by motorcyclists
are particularly widespread with little intervention
from enforcement authorities. This includes driving on
walkways and avoiding traffic lights, posing a danger to
both pedestrians and other drivers. The local government
should impose stricter fines for such violations.

145 TomTom Traffic Index 2016, TomTom, 2016, viewed 30" September 2018,
<https://www.tomtom.com/en_gb/trafficindex/list>

146 Ambitious vision for 2040 to turn Shanghai into a top global city, Shanghai
Daily, 21 October 2016, viewed 30" September 2018, <https://archive.shine.
cn/archive/metro/society/Ambitious-vision-for-2040-to-turn-Shanghai-into-a-top-
global-city/shdaily.shtml>

147 Shanghai’s new ‘extremely strict’ driving regulations come into force on
Saturday, Time Out Shanghai, 22" March 2017, viewed 17" May 2018, <http://
www.timeoutshanghai.com/features/Blog-Shanghai_news/42759/Shanghais-
new-extremely-strict-driving-regulations-come-into-force-on-Saturday.html>
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Another challenge is that emergency medical services
often face the problem that other road users rarely
make way for ambulances. The Shanghai Government
should consider the introduction of heavy fines for such
violations.

English-language Signs on Public Transport
Shanghai has a world-class transportation network.
While the metro is easily accessible, as in most cases
signs are bilingual, this is not the case for buses.
Installing bilingual signs on public buses and bus stops
would aid the accessibility of public transportation for
foreign residents and tourists.

Recommendations

* Impose a congestion fare to reduce traffic in
downtown areas.

» Introduce a ‘park and ride’ scheme to encourage the
use of public buses.

* Implement strict penalties for the misuse of public bus
lanes and other traffic violations.

* Impose fines for motorcyclists that drive on walkways
and avoid traffic lights.

* Impose fines on drivers that do not give way for
ambulances.

» Increase the accessibility of public transportation by
including English language signs on buses and bus
stops.

6.7 Make Private Healthcare more Accessible and
Affordable

Concern
To attract and retain the most qualified talent, Shanghai

needs to offer an international standard of healthcare,
yet current options are limited and costly.

Assessment

The Shanghai Chapter is concerned about the high
cost of international-standard healthcare in Shanghai,
the limited health insurance options for foreigners and
the unsatisfactory medical services available in public
hospitals. Shanghai’s expatriate community requires
international-level medical services and care. While local
healthcare is substantially better than in other Chinese
cities, Shanghai needs to compete with other cities in the

36 Shanghai Position Paper

Asia-Pacific region. It is a positive development that the
Shanghai International Medical Centre in Pudong has
been operating since March 2014, offering citizens high-
end medical treatment. Local first-class hospitals and
overseas clinics are invited to offer services in the centre
where multilingual assistance are provided.

The development of emergency medical services would
be helped if it was easy for helicopters to fly over the
city. The central government has decided to gradually
open up China’s low-altitude airspace and update the
relevant regulations. In some areas, a ‘green channel’
simplifying the flight plan process has been implemented
for emergency medical and rescue missions. The ‘green
channel’ will be officially implemented before 2020. The
Shanghai Chapter calls for the city to implement this
policy as soon as possible.

Recommendations

* Increase the affordability and availability of
international medical services and health insurance,
by introducing international best practices at the
central level, such as treating health insurance as a
standalone category of insurance and expanding the
scope of health insurance products that are entitled to
tax deduction.

» Open up low-altitude airspace to facilitate emergency
medical services.

6.8 Ease Restrictions on Motorcycles

Concern

In Shanghai, electric motorcycles are restricted in the
same way as combustion engine motorcycles, even
though electric motorcycles are environmentally friendly.
Assessment

Even though the national Road Traffic Safety Law and
Road Traffic Safety Law Implementation Regulations
do not include any restrictions on the registration
of motorcycles, Shanghai does implement such
restrictions.’® This extends to the regulation of
electric motorcycles, which are treated as established
combustion engine-type motorcycles in terms of

148 Law of the People’s Republic of China on Road Traffic Safety, NPC, 23"
April 2011, viewed 27" September 2018, <http://www.npc.gov.cn/npc/
xinwen/2011-04/23/content_1653570.htm>; Road Traffic Safety Law
Implementation Regulations, State Council, 3™ April 2004, viewed 27"
September 2018, <http://www.gov.cn/banshi/2005-08/23/content_25579.htm>



registration. This contrasts starkly with the automotive
sector in which the NEVs are treated preferentially. In
this regard, the definition and preferential treatment of
NEVs should also be extended to motorcycles.

Recommendations

» Introduce preferential policies for electric motorcycles
similar to NEVs.
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Annex

The City of Shanghai

General Background

Shanghai had the largest GDP of all Chinese cities in
2017, totalling CNY 3 trillion." This represents a growth
rate of 6.9 per cent and a 3.6 per cent share of national
GDP."™ The Shanghai Government has set the goal for
the economic growth rate at 6.5 per cent in 2018, in line
with the nationwide target."

Located at the mouth of the Yangtze River, Shanghai
is a major transportation hub and the world’s busiest
container port in terms of cargo and container
throughput, a position it has held for seven years.
In 2016, the port handled 37.13 million twenty-foot
equivalent units (TEUs)."®

Foreign Investment

Shanghai is a major destination for FDI in China. In
2017, FDI inflow totalled CNY 112 billion (approximately
EUR 14.5 billion), a decrease of 8.1 per cent y-o-y."®

149 Shanghai Municipality Citizens’ Economic and Social Development Statistical
Bulletin 2017, Shanghai Municipal Statistics Bureau, 8" March 2018, viewed 19"
September 2018, <http://www.stats-sh.gov.cn/html/sjfb/201803/1001690.htmI>,
180 Day Average Exchange Rate, Exchange Rates UK, 18" September 2018,
viewed 19" September 2018, <https://www.exchangerates.org.uk/CNY-EUR-
exchange-rate-history.html>, Denmark GDP 1960-2018, Trading Economics,
2018, viewed 19" September 2018, <https://tradingeconomics.com/denmark/
gdp>

150 Spain Population, Worldometers, 2018, viewed 19" September 2018, <http:/
www.worldometers.info/world-population/spain-population/>

15

Land Area, Shanghai Municipal People’s Government, 2017, viewed 19"
September 2018, <http://www.shanghai.gov.cn/nw2/nw2314/nw3766/nw3773/
nw4834/u1aw334.html>, Berlin Statistical Figures, Amt fir Statistik Berlin-
Brandenburg, 2018, viewed 19" September 2018, <https://www.statistik-berlin-
brandenburg.de/>

152 Chinese Cities GDP Ranking 2017, Sohu, 29" January 2018, viewed 19"
September 2018, <http://www.sohu.com/a/219635838_739558>

153 Calculation based on: Initial Calculations of Q4 and Annual Domestic GDP
2017, National Bureau of Statistics, 19" January 2018, viewed 29" September
2018, <http://www.stats.gov.cn/tjsj/zxfb/201801/t20180119_1575351.html>;
Shanghai Municipality Citizens’ Economic and Social Development Statistical
Bulletin 2017, Shanghai Municipal Statistics Bureau, 8" March 2018, viewed
19" September 2018, <http://www.stats-sh.gov.cn/html/sjfb/201803/1001690.
html>

154 Shanghai Sets GDP Growth Target at 6.5% for Next Five Years, Yicali, 23
January 2018, viewed 27" September 2018, <https:/www.yicaiglobal.com/news/
shanghai-sets-gdp-growth-target-65-next-five-years>

155 Largest automated container terminal starts operations, China Daily, 2" January
2018, viewed 27" September 2018, <http://www.chinadaily.com.cn/a/201801/02/
WS5a4acf58a31008cf16da48c3.html>

156 Shanghai Municipality Citizens’ Economic and Social Development Statistical
Bulletin, Shanghai Bureau of Statistics, 8" March 2018, viewed 27" September
2018, <http://www.stats-sh.gov.cn/html/sjfb/201803/1001690.html|>, 180 Day
Average Exchange Rate, Exchange Rates UK, 26" September 2018, viewed
27" September 2018, <https://www.exchangerates.org.uk/USD-CNY-exchange-
rate-history.html>
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Fast Facts 2017

GDP: CNY 3 trillion (approximately EUR 376
billion), equal to 116 per cent of the GDP of
Denmark."*

GDP per capita: CNY 124,600 (approximately
EUR 15,550).

GDP growth rate: 6.9 per cent, on par with
the national rate.

Population: 24.18 million, half the population
of Spain."”

Area: 6,340.5 square kilometres (km?) (2016),
seven times the size of Berlin."'

This figure represents approximately 12.8 per cent of
China’s total utilised FDI (CNY 877.6 billion)."” The
tertiary sector accounted for 95 per cent of utilised FDI
flows."® By comparison, Hong Kong and Singapore
received around EUR 88.6 billion and EUR 65.8 billion
respectively over the same period." By the end of 2017,
a total of 625 multinational corporations (MNCs) had
established regional headquarters in Shanghai, and as
of October 2017, there were 416 foreign-invested R&D
centres in the city.'®

Industrial Composition
The tertiary sector continues to be the most important

157 Update on National Foreign Direct Investment Attracted between January
and December 2017, Ministry of Commerce, 29" January 2018, viewed
27" September 2018, <http://www.mofcom.gov.cn/article/tongjiziliao/
v/201801/20180102705063.shtml>

158 Calculation based on: Shanghai Municipality Citizens’ Economic and Social
Development Statistical Bulletin, Shanghai Bureau of Statistics, 8" March
2018, viewed 27" September 2018, <http://www.stats-sh.gov.cn/html/
sjfb/201803/1001690.html>

159 World Investment Report 2018, United Nations Conference on Trade and
Investment, 6™ June 2018, viewed 27" September 2018, <https://unctad.org/en/
pages/PublicationWebflyer.aspx?publicationid=2130>

160 Shanghai Municipality Citizens’ Economic and Social Development Statistical
Bulletin, Shanghai Bureau of Statistics, 8" March 2018, viewed 27"
September 2018, <http://www.stats-sh.gov.cn/html/sjfb/201803/1001690.
html>, Shanghai unveils steps to attract foreign R&D centers, China Daily, 17"
October 2017, viewed 27" September 2018, <http://www.chinadaily.com.cn/
business/2017-10/17/content_33352161.htm>



industry in Shanghai. Its share of Shanghai’'s GDP
has risen from 30.9 per cent in 1990 to 69 per cent in
2017."" The manufacturing and agricultural sectors
accounted for 27.6 per cent and 0.9 per cent of the total
GDP in 2017 respectively.'®

Shanghai is the undisputed financial centre of Mainland
China. By the end of 2017, there were 1,491 financial
institutions based in Shanghai, up from a little more than
600 at the end of 2005.' This figure includes banks,
insurance companies and securities houses, yet only
251 were foreign invested.”® Shanghai is also home
to China’s largest stock exchange, the other being
Shenzhen, that is operating independently in China. By
the end of March 2018, the SEE had become the world’s
fifth largest stock exchange by market capitalisation at
CNY 29.2 trillion (approximately EUR 3.6 trillion), with a
total of 1,445 listed companies.'® Shanghai also has a
futures exchange where trading in commodities such as
precious and base metals takes place.

Yet heavy industries still play a role in the city’s economy.
Manufacturing activity is, by and large, concentrated in a
small number of industrial zones, including the Shanghai
Hongqiao Economic and Technological Development
Zone, the Jingiao Export Economic Processing Zone,
the Minhang Economic and Technological Development
Zone, and the Shanghai Caohejing High-Tech
Development Zone. Significant manufacturing companies
that are headquartered in Shanghai include Baosteel
and SAIC Motor, one of the three largest automotive
corporations in China, which has JVs with Volkswagen
and General Motors. Shanghai is also China’s largest
shipbuilding base, with Hudong-Zhonghua Shipbuilding
Group and the Jiangnan Shipyard both located there.

Transportation Infrastructure
Shanghai is the busiest transportation hub in Eastern
China. It has the largest container port and third

161 Shanghai Municipality Citizens’ Economic and Social Development Statistical
Bulletin, Shanghai Bureau of Statistics, 8" March 2018, viewed 27" September
2018, <http://www.stats-sh.gov.cn/html/sjfb/201803/1001690.htmI>

162 Ibid.

163 Ibid.

164 Ibid.

165 Shanghai Stock Exchange, Stock Market Clock, 27" September 2018, viewed
27™ September 2018, <https://www.stockmarketclock.com/exchanges/sse>,
180 Day Average Exchange Rate, Exchange Rates UK, 26" September 2018,
viewed 27" September 2018, <https://www.exchangerates.org.uk/USD-CNY-
exchange-rate-history.html>, Brief Overview, Shanghai Stock Exchange, 2018,

viewed 27" September 2018, <http://english.sse.com.cn/aboutsse/sseoverview/
brief/>
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busiest airport in China by passenger traffic. It has
highly developed infrastructure and an efficient public
transportation network. Shanghai is still the only Chinese
city to have two international airports, Pudong and
Honggiao. Beijing and Chengdu are both currently in the
process of building second airports.'®

Shanghai has a total of 11 train stations, of which
four are main railway stations — the Shanghai Railway
Station, the South Railway Station, the West Railway
Station and Honggiao Railway Station." The city is
home to the Beijing-Shanghai (Jinghu) High-Speed Rail
Line, the Shanghai-Nanjing (Huning) Intercity High-
Speed Rail Line, and the Shanghai-Hangzhou (Huhang)
High-Speed Rail Line.

Shanghai’s highly developed subway system is another
important part of the city’s public transportation network.
There are currently 16 subway lines connecting the city.
The overall length of the operating lines of the railway
system reached 673 kilometres, with 395 stops, making
it the longest in the world."® On 16" October, 2013, with
the extension of Line 11 into Kunshan, a county-level
city of Suzhou, Jiangsu Province, the Shanghai Metro
became the first rapid transit system in China to connect
two provincial-level administrative divisions.

166 China to open first phase of world’s largest airport by 2019, Reuters, 10"
October 2016, viewed 27" September 2018, <https://in.reuters.com/article/
china-airport-idINKCN12A16R>; New Chengdu airport on course for 2020,
China Daily, 17" June 2016, viewed 27" September 2018, <http://www.
chinadaily.com.cn/china/2016-06/17/content_25742575.htm>

167 How many train stations does Shanghai have and what is the difference?
Tieyou, 29" January, 2015, viewed 14" October, 2016, <http://www.tieyou.com/
zixun/39854.html>

168 Five New Stations Begin Operations on Lines 13 and 16 on the 28" of
December, Shanghai Metro, 25" December 2014, viewed 27" September 2018,
<http://www.shmetro.com/node49/201412/con113908.htm>
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Business Confidence Survey:
Perceptions of European Companies Operating in Shanghai

Each year, the European Chamber conducts its European Business in China—Business Confidence Survey (BCS).'®

It provides an annual snapshot of European companies’ successes and challenges in China, and their general
sentiment in the short to medium term. Below are some of the key findings from the Shanghai Chapter data set.

According to the survey, 52 per cent of Shanghai-based members say that business has become more difficult
compared to the previous year, while 52 per cent also think that FIEs tend to receive unfavourable treatment
compared to domestic Chinese companies.

How has doing business in China for your company developed
in the last year?

m More difficult

m About the same

u Easier

Among Shanghai-based companies, 49 per cent stated that they had missed out on business opportunities in
China as a result of market access restrictions or regulatory barriers. The average across the European Chamber’s
other chapters was 37 per cent. A third of the Shanghai-based companies stated that these missed opportunities
represented between 0 and 10 per cent of their company’s annual revenue in China and 29 per cent stated it
represented between 10 and 25 per cent.

169 European Business in China — Business Confidence Survey 2018, European Chamber, 20" June 2018, viewed 4™ September 2018, <http://www.europeanchamber.com.
cn/en/publications-business-confidence-survey>
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What percentage of your company's annual revenue in China
do these missed opportunities represent?

= Uncertain = 0-10% = 10-25% 25-50% = >50%

Companies need stable and reliable regulations to assure them that their investments are secure. Yet according to
BCS results ambiguous rules and regulations, administrative issues and the unpredictable legislative environment are
still seen as the top three regulatory obstacles when doing business for Shanghai-based members.

Administrative issues, and ambiguous rules and regulations
remain the top regulatory obstacles in Shanghai

Which are the top three most significant regulatory obstacles for your company when doing business in Mainland China? "

Shanghai

Administrative issues 2

Ambiguous rules and regulations
Discretionary enforcement of rules and regulations
Unpredictable legislative environment 3

Licensing requirements / registration processes for products
Discrimination against foreign-invested enterprises in public procurement 9

Corruption s |
Impediments to accessing legal redress (e.g. courts) 11

Customs procedures 10

Market access barriers and investment restrictions _
Cybersecurity 8

Ownership restrictions 15

1) Not all obstacles are listed
Source: Business Confidence Survey Data, Roland Berger analysis
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A total of 56 per cent of Shanghai-based respondents think that the regulatory environment will improve over the
next five years. They expect the number of regulatory obstacles facing their company in Mainland China to decrease
slightly (39 per cent) or significantly (17 per cent), but this will require the government to take positive steps to
address the recommendations raised in the Shanghai Position Paper 2018/2019.

Shanghai-based companies are hopeful about regulatory reform
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T 40%
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% significantly slightly slightly significantly
S
g How do you the number of regulatory obstacles facing your company

in Mainland China to develop over the next five years?

Many of the local government’s daily operations need to be improved. For example, 17 per cent of European
businesses invested in the city think there needs to be more transparency in policy-making and clearly defined points
of contact for government departments. Another 15 per cent think that relevant government information needs to be
more accessible online and 14 per cent think that communication with industry needs to be generally improved.

In which areas do you think the Shanghai
Government needs to improve?

17%
17%

Transparency

Clearly defined points of contact within government departments
Access to information online

General communication with industry

Feasibility of policies

Policy consulation (frequency)

Policy consulation (feedback period)

Other
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Shanghai Working Groups and Fora

The Agriculture, Food and Beverage (AFB) Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/2/agriculture-food-and-beverage

The Agriculture, Food and Beverage (AFB) Working Group represents more than 150 companies and provides a
communication platform between European firms in AFB sectors and Chinese regulators and supervising authorities.
The working group seeks to foster positive discussions and ensure better understanding and implementation of
policies and regulations in order to achieve greater levels of food safety and consumer protection. The group includes
a wide range of companies in the food, beverage and agriculture sectors including importers, manufacturers and
distributors of food and beverage products, food additives, animal feed and feed additives, as well as catering service
providers, specialised testing laboratories, food and beverage engineering companies and consultancies in food and
beverage marketing and communication.

The Auto Components Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/5/auto-components

The Auto Components Working Group, created in 2000, consists of over 80 European and other foreign companies
involved in the manufacturing of auto components and machine tools for the production of auto components and
automotive assembly lines. Member companies also import and distribute auto components and provide after-sales
services. The working group has fostered ties with various organisations and government bodies in the European
Union, China and elsewhere.

The Banking and Securities Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/8/banking-securities

The Banking and Securities Working Group represents more than 50 banking and securities financial institutions
in China. The working group looks to engage with the CBRC and the other financial services regulators in order to
improve the operating environment for European banking and securities enterprises in China.

The Compliance and Business Ethics Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/68/compliance-business-ethics

This group aims to create a trusted environment for European Chamber members to discuss their experience
of compliance and business ethics. Working group members meet in an effort to advocate for greater clarity on
compliance-related legislation and to better understand how businesses can comply with existing regulatory
structures. By sharing experiences, the working group helps its members learn and develop while enhancing
compliance practices across China.

This working group is only open to in-house counsels, compliance officers and internal auditors from industry players.

The Construction Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/11/construction
The Construction Working Group was first established in 2003 to represent European construction service providers

operating in China. As part of the European Chamber’s working group reorganisation in March 2016, the European
Heating Industry Desk became a sub-working group of the Construction Working Group.
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The main objective of the Construction Working Group is to engage in dialogue with key stakeholders, including
MOHURD, the National Development and Reform Commission (NDRC), the Ministry of Industry and Information
Technology (MIIT), MOST, EU institutions and construction-related organisations and associations. This cooperation
provides feedback on and support for Chinese construction policies, with a current focus on sustainable urban
development and the promotion of investment in high-quality, energy efficient buildings.

The Corporate Social Responsibility (CSR) Forum

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/12/corporate-social-responsibility-forum

The CSR Forum is an event-driven platform that regularly organises meetings, training and events that are of interest
to all European Chamber members. The aim is to share CSR experiences in China, exchange best practices,
improve the understanding of different approaches and expectations where possible, and to collectively find solutions
to challenges in implementing responsible business practices in order to facilitate the creation of harmonious and
sustainable business practices in China.

The Consumer Finance and Non-Banking Financial Institutions (NBFI) Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/9/consumer-finance-non-banking-financial-
institutions

The Consumer Finance and Non-Banking Financial Institutions (NBFI) Working Group was established in 2008. It
includes leading European consumer finance specialists who operate consumer finance companies (CFCs), auto
finance companies (AFCs), small loan companies and other entities engaged in consumer finance services in
cooperation with third parties (e.g. guarantee companies) in China. The establishment of the working group is a strong
reflection of the emerging consumer finance industry in China as well as its relevance to major policy objectives of the
State Council and the importance that European players attach to this agenda.

The Cyber Security Sub-working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/73/cyber-security

In view of an increasingly strengthened regulatory environment in the Chinese information and communication
technology (ICT) sector, as well as relevant lobbying needs in this regard, a Cyber Security Sub-working Group has
been established at the European Chamber, under the Information and Communication Technology Working Group.
The sub-working group focuses on lobbying in relation to security-related legislation and any extension of such
policies into banking, insurance and other industries.

The Energy Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/16/energy

The Energy Working Group is composed of approximately 100 of the largest European energy and equipment
manufacturing companies that have more than 150,000 employees in China collectively. The working group seeks to
establish an effective and constructive dialogue on energy policies with relevant Chinese regulators, to provide input
on China’s energy policy work and to share best practices from European energy industries operating in China. The
overall aim is to create fair and transparent conditions for competition between international businesses and local
companies and to promote the development and integration of clean and renewable energies, while supporting China
in its present and forthcoming energy transition.

The Environment Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/19/environment
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Established in 2006, the Environment Working Group currently consists of more than 150 member companies
involved in engineering, manufacturing, construction, consultancy and certification services. Members come from a
variety of industry sectors, such as waste, water, smart grid, chemicals, pharmaceuticals, petroleum, biochemistry
and logistics. Environmental technology service providers, environmental consultants and lawyers are also active
members of the working group.

The working group serves as a channel for government stakeholder engagement, particularly with the NDRC, the
Ministry of Ecology and Environment (MEE) and the MIIT, along with local bureaus. The working group also provides
regular feedback on environmental regulations, standards and technologies in China. Additionally, the working group
provides a platform for companies to share best practices, experiences, solutions and recommendations on how to
best protect the environment.

The Finance and Taxation Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/22/finance-taxation

The Finance and Taxation Working Group consists of member companies that range from MNCs to law firms
operating inside China. The objective of the working group is to engage in an effective dialogue with regulators in
order to develop a more workable, coherent and integrated set of taxation, finance and accounting rules, in line with
international best practices. The working group's recommendations are not sector specific but represent the interests
of all member companies of the European Chamber.

The Healthcare Equipment (HCE) Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/23/healthcare-equipment

The Healthcare Equipment (HCE) Working Group consists of companies with life-saving, diagnostic and therapeutic
technologies. Cooperating with the European Coordination Committee of the Radiological, Electromedical and
Healthcare IT Industry (COCIR) since 2007, the Healthcare Equipment Working Group has branches in Beijing and
Shanghai to represent each of them respectively. All our member companies are committed to a better Chinese
market by investing in research, facilities and professional healthcare education. Moreover, we initiate forums for
HCE manufacturers, engage in constructive dialogue with government and promote communications with European
counterparts.

The Human Resources (HR) Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/63/human-resources

The European Chamber’'s Human Resources (HR) Working Group is composed of a wide range of HR professionals
from European multinational corporations and small and medium-sized enterprises involved in a variety of industries.
The working group represents European companies employing a significant number of people who contribute to
social security funds and tax receipts, as well as HR service providers across China. The working group aims to
provide a platform to exchange information, experiences and best practice among member companies, as well
as promote awareness of HR- and labour-related issues across industries. The working group is an event-driven
platform that regularly delivers seminars and training sessions facilitating knowledge and expertise sharing among
HR professionals.

The Insurance Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/47/insurance

The Insurance Working Group represents leading European insurers and brokers engaged in life, non-life,
reinsurance and specialty insurance. Its members have different operational structures, but all of them consider
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China as a long-term priority market. They are fully committed to contributing to the sustainable growth of Chinese
insurance. They are aware of the crucial role commercial insurance plays in China’s sustainable economic growth
and social stability. To this end, they are willing and prepared to provide added value to the industry by introducing
best practice and technical know-how.

The Intellectual Property Rights Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/48/intellectual-property-rights

The Intellectual Property Rights Working Group represents a wide range of European interests in China’s IP
regulatory framework and its enforcement of IPR. Half of the working group’s member companies are from
the goods sector with the other half from the services sector. The working group serves as a bridge between
Chinese governmental agencies, judicial officials and European businesses. It offers support primarily through
recommendations aimed at improving the efficiency and effectiveness of China’s IPR protection system.

The International Liner Shipping Sub-working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/37/international-liner-shipping

The International Liner Shipping Sub-working Group — originally the Maritime Transport Working Group — was
established in 2000 and represents European liner shipping enterprises operating in China. In 2016, the group
changed its name and became attached to the Logistics Working Group in order to increase synergy and focus
on international shipping lines. The sub-working group engages in dialogue with relevant Chinese and European
government representatives to work towards a more efficient and competitive maritime transport environment in
China, while promoting the interests of European liner shipping companies.

The Investment Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/41/investment

The Investment Working Group’s prime objective is to obtain beneficial change in China’s investment environment
for European business in terms of both regulation and access, encompassing all kinds of foreign direct and portfolio
investment. The working group’s membership is comprised of mergers & acquisitions (M&A) professionals in large
European corporations, private equity and venture capital professionals, as well as professionals involved in an
advisory capacity.

The Legal and Competition Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/28/legal-competition

Created in 2000, the Legal and Competition Working Group fosters greater legal transparency and awareness of
legal developments affecting foreign trade and investment in China. It also advocates for the strengthening of the rule
of law and better access to the legal market for foreign law firms in China. It now comprises around 650 individuals,
representing over 300 member companies.

The Logistics Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/34/logistics
The Logistics Working Group was founded in 2003 and represents a diverse spectrum of logistics service providers
in freight forwarding, including sea, air and land; express delivery; warehousing and distribution, as well as customs

brokerage; transportation services; contract logistics and consumers of logistics services.

Composed of more than 250 members, the working group provides a platform for companies to discuss and share
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best practices, experiences and recommendations, and to assess and review the regulatory framework of the
logistics industry. It maintains a constructive dialogue with relevant government stakeholders in China and Europe to
provide support to and feedback on industry regulations and standards. The Logistics Working Group also includes
the International Liner Shipping Sub-working Group, representing core members from leading international maritime
transport enterprises, also dedicated to contributing to the healthy development of the transportation industry in
China.

The Marketing and Communications Forum

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/36/marketing-communications-forum

The Marketing and Communications Forum provides a platform for the exchange of information, and promotes
awareness among marketing and communications professionals by developing an open dialogue with relevant
Chinese authorities and international organisations.

The Petrochemicals, Chemicals and Refining (PCR) Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/39/petrochemicals-chemicals-refining

The Petrochemicals, Chemicals and Refining (PCR) Working Group represents the leading European companies
in the petroleum and chemical industry in China, many of which are global Fortune 500 companies. The aim of the
working group is to facilitate PCR companies’ operations in China by facilitating communication between member
companies, the government and Chinese industrial associations. The working group provides up-to-date information
on pressing issues related to the petrochemical industry and the effects from various locally-enacted regulations.

The Pharmaceuticals Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/40/pharmaceutical

The Pharmaceutical Working Group is comprised of 55 foreign pharmaceutical manufacturing companies. All
members are committed to cooperating closely with Chinese healthcare stakeholders in order to establish a
competitive healthcare system which serves all Chinese patients. As such, the working group strongly welcomes the
initiatives made for the long-term, which will substantially benefit both Chinese patients and the Chinese economy.
The technology transferred from Europe further demonstrates the commitment these companies make in supporting
China’s goal to become an innovative society by 2020.

The Research and Development Working Group

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/44/research-development-forum

The Research and Development Working Group was created in order to further develop the activities of the former
R&D Forum of the European Chamber as members felt the need to engage directly with the Chinese central and
local authorities. It is composed of professionals directly involved in R&D operations in China from more than forty
European MNCs which all have R&D centres and large-scale R&D operations in China, mostly located in the Beijing
and Shanghai areas. Various sectors of the industry are represented in the working group including companies
that enjoy global leading positions in their sectors of activities (e.g. automotive, chemicals and petro-chemicals,
aerospace, energy and pharmaceuticals).

The working group aims to provide a platform to exchange information, experiences and best practice among member
companies and also aims to promote dialogue and transparency in the field of R&D policy and intends to meet
regularly with European and Chinese policymakers, including MOST and the European Commission’s Directorate-
General for Research & Innovation.
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The Small and Medium-sized Enterprises (SME) Forum

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/50/small-medium-sized-enterprises-forum

The Small and Medium-sized Enterprises (SME) Forum was established in 2005 to provide a strong network for
companies doing business in China in order to share resources. and gather and disseminate information on the
regulatory environment. The forum cooperates with the relevant European Chamber working groups to ensure the
specific requirements and concerns of SMEs are voiced through the Chamber’s advocacy activities. Additionally
the Small and Medium-sized Enterprises Forum organises quarterly workshops on SME-specific issues, such as
financing, brand-building and intellectual property rights. The forum supports European companies to network with
peers and Chinese institutions at both local and central levels. Relevant stakeholders include European and Chinese
government officials and SME support services such as the EU SME Centre and the China IPR SME Helpdesk.

Shanghai China Desks
Independent (Auto) Aftermarket (AM) Desk

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/67/independent-auto-aftermarket-desk

An independent automotive aftermarket (IAM) Desk was established in October 2014 by the Auto Components
Working Group, with its members exploring the possibility of applying for an EU Motor Vehicle Block Exemption
Regulation (MVBER) to improve IAM business accessibility for suppliers and for the improvement of existing laws
and regulations, some of which include the Access to the Vehicle Repair and Maintenance Information Methods, the
Auto Sales Management Methods (Sales Methods) and the Anti-monopoly Guideline in the Automotive Industry (AML
Guideline).

This cooperation hopes to strengthen the advocacy capabilities of both the European Chamber and the desk’s
members by defending the combined interests of members active in China and by providing information on Chinese
trade and industrial policies, laws and regulations essential to operators in China.

The European Heating China Initiative

http://www.europeanchamber.com.cn/en/working-groups-forums-desks/21/european-heating-industry

The European Heating China Initiative was created in 2002. It consists of seven European companies involved in
the manufacturing of heating appliances and their components. The group members are European manufacturers
of heating appliances (e.g.high-efficiency heating boilers), burners, water heaters, renewables (e.g. solar and heat
pumps) and industrial components. In 2016, the European Heating China Initiative became a sub working group of
the Construction Working Group. Together with their parent group, it strives to promote advanced European heating
technology and offers consultation on the latest trends and developments in the heating industry.

The European Heating China Initiative seeks to promote European technology relating to eco-friendly heating and hot
water systems; to strengthen dialogues with Chinese regulators for domestic standards and certification; to assist in
China’s efforts to implement the most recognised international standards in the heating sector; and to contribute to
sustainable development via appropriate technological training.
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Shanghai Government Mapping Website Links

Shanghai Municipal Government
Chinese version:
http://www.shanghai.gov.cn/shanghai/node2314/node2319/node11494/node 12328/index.html

English version:
http://www.shanghai.gov.cn/shanghai/node27118/node27386/index.html

Shanghai Municipal People's Congress (SMPC)
Chinese version:
http://www.spcsc.sh.cn/shrdgzw/node3/node10/index.html

English version:
http://www.spcsc.sh.cn/n230/n234/n236/userobject1ai37008.html

The Chinese People's Political Consultative Conference (CPPCC) Shanghai Committee
Chinese version:
http://www.shszx.gov.cn/

EU Member States' Consulates

Consulate General of Austria in Shanghai
http://www.bmeia.gv.at/cn/botschaft/gk-shanghai/metanavigation/startseite.html
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Consulate General of Belgium in Shanghai
https://china.diplomatie.belgium.be/en/contacts/consulate-general-shanghai

Consulate General of Bulgaria in Shanghai
http://www.mfa.bg/embassies/chinagc

Consulate General of the Czech Republic in Shanghai
http://www.mzv.cz/shanghai

Consulate General of Denmark in Shanghai
http://kina.um.dk/zh-cn/about-us-cn/danish-representations-in-chinacn/shanghai-consulatecn/

Consulate General of Estonia in Shanghai
http://www.peking.vm.ee/consulate_general

Consulate General of Finland in Shanghai
http://www.finland.cn/public/default.aspx?nodeid=35190&contentlan=2&culture=en-US

Consulate General of France in Shanghai
https://cn.ambafrance.org/-Consulat-Shanghai-

Consulate General of Germany in Shanghai
https://china.diplo.de/cn-de/vertretungen/gk-shanghai
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Consulate General of Greece in Shanghai
https://www.mfa.gr/china/en/consulate-general-shanghai/

Consulate General of Hungary in Shanghai
https://shanghai.mfa.gov.hu/eng

Consulate General of Ireland Shanghai
https://www.dfa.ie/irish-consulate/shanghai/

Consulate General of Italy in Shanghai
http://www.consshanghai.esteri.it/consolato_shanghai

General Consulate of Luxembourg in Shanghai
http://shanghai.mae.lu/cn

Consulate General of Netherlands in Shanghai
https://www.netherlandsworldwide.nl/countries/china/about-us/shanghai-consulate

Consulate General of the Republic of Poland in Shanghai
http://www.shanghai.mfa.gov.pl/en/

Consulate-General of Portugal in Shanghai
http://portugueseembassybeijing.com/consuladosgerais-2/
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Consulate General of Romania in Shanghai
http://shanghai.mae.ro/en

Consulate General of Slovakia in Shanghai
http://www.mzv.sk/cgshanghai

Consulate General of Slovenia in Shanghai
http://www.mzz.gov.si/en/representations_abroad/asia_caucasus_and_near_east/china/

Consulate General of Spain in Shanghai
http://www.exteriores.gob.es/Consulados/SHANGHAI/en/Pages/inicio.aspx

Consulate General of Sweden in Shanghai
https://www.swedenabroad.se/en/embassies/china-shanghai/

Consulate General of the United Kingdom in Shanghai
https://www.gov.uk/government/world/organisations/british-consulate-general-shanghai
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Abbreviations
AFB Agriculture, Food and Beverage
AFC Auto finance companies
AQSIQ General Administration of Quality Supervision, Inspection and Quarantine
BCS Business Confidence Survey
BRI Belt and Road Initiative
CBRC China Banking and Regulatory Commission
CCC China Compulsory Certification
CCP Central Counterparty
CFC Consumer finance companies
CFTC Commodity Futures Trading Commission
Cll Critical Information Infrastructure
CIIE China International Import Expo
CIRC China Insurance Regulatory Commission
CM2025 China Manufacturing 2025
CNIPA China National Intellectual Property Administration
CNY Chinese Yuan (currency) =
CNY/m® Chinese Yuan per cubic metre ‘?;—;
COCIR European Coordination Committee of the Radiological, Electromedical and Healthcare IT Industry ?
CPI Consumer Price Index 5
CSP Construction Services Provider s
CSPFTZ China (Shanghai) Pilot Free Trade Zone s
CSR Corporate Social Responsibility
CSRC China Securities Regulatory Commission
CT Corporate Tax
DCE Dalian Commodities Exchange
EHI European Heating Industry
EIU Economist Intelligence Unit
ESMA European Securities and Markets Authority
EU European Union
EUR euro
FDI Foreign Direct Investment
FIE Foreign-Invested Enterprise
FTZ Free Trade Zone
FSDC Financial Stability and Development Commission
FWP Foreigners’ work permit system
FYP Five-Year Plan
GAAP Generally Accepted Accounting Principles
GDP Gross Domestic Product
GERD Gross Expenditure on Research & Development
Gl Geographical Indications
HCE Healthcare Equipment
HKD Hong Kong Dollar
HNTE High and New Technology Enterprise
HR Human Resources
HQ Headquarters
IAM Independent Auto Aftermarket
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ICT
IFC
IFRS
T

IMF

IP

IPR

JVv
MANL
Mbits/s
M&A
MEE
MIT
MLPS
MOF
MOFCOM
MOHRSS
MOHURD
MOST
MNC
MSCI
MVBER
pug/m3
NBFI
NDRC
NEV
NHFPC
NPC
OECD
PBOC
PCR
PE

PM

PR
PSB
QCCP
QFlI
R&D
RDF
RMB
SAFE
SAIC
SAMR
SAT
SCIP
SCOFCOM
SDRC
SEIB
SEPB
SEZ

Information and Communications Technology
International Finance Centre

International Financial Reporting Standards
Individual Income Tax

International Monetary Fund

Intellectual Property

Intellectual Property Rights

Joint Venture

Market Access Negative List
Megabits per second

Mergers & Acquisitions

Ministry of Ecology and Environment

Ministry of Industry and Information Technology
Multi-Level Protection Scheme

Ministry of Finance

Ministry Of Commerce

Ministry Of Human Resources and Social Security
Ministry Of Housing and Urban-rural Development
Ministry of Science and Technology
Multi-National Corporation

Morgan Stanley Capital International

Motor Vehicle Block Exemption Regulation
Micrograms per cubic metre

Non-Banking Financial Institutions

National Development and Reform Commission
New Energy Vehicle

National Health and Family Planning Commission
National People’s Congress

Organisation for Economic Co-operation and Development
People’s Bank of China

Petrochemicals, Chemicals and Refining

Private Equity

Particulate Matter

Permanent Residence

Public Security Bureau

Qualifying Central Counterparty

Qualified Foreign Investment Institution
Research and Development

Retail and Distribution Forum

Renminbi (currency)

State Administration of Foreign Exchange

State Administration of Industry and Commerce
State Administration for Market Regulation

State Administration of Taxation

Shanghai Chemical Industry Park

Shanghai Commission of Commerce

Shanghai Development and Reform Commission
Strategic Emerging Industries Board

Shanghai Environmental Protection Bureau
Special Economic Zone

52 shanghai Position Paper



SFO
SGD
SHFE
SHIAC
SIPA
SJV
SME
SMPC
S02
SOE
SSE
S&T
STEM
TEU
UK
us
usD
VPN
WFOCE
WFOE
WHO
WTO
y-0-y
YRD

Shanghai Municipal Office of Finance Service
Singapore Dollar

Shanghai Futures Exchange

Shanghai International Arbitration Court
State Intellectual Property Administration
Securities joint venture

Small- and Medium-sized Enterprises
Shanghai People’s Congress

Sulphur Dioxide

State-Owned Enterprise

Shanghai Stock Exchange

Science and Technology

Science, Technology, Engineering and Mathematics
Twenty-foot Equivalent Unit

United Kingdom

United States

United States Dollars (currency)

Virtual Private Network

Wholly foreign-owned construction enterprise
Wholly foreign-owned enterprise

World Health Organization

World Trade Organization

year on year

Yangtze River Delta
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