
A New Era of Opening 
up and Reform in China

China 
(Shanghai) 
Pilot Free 
Trade Zone

www.pwccn.com



What is the China 
(Shanghai) Pilot Free 
Trade Zone?

On 29 September, 2013, the Chinese 
government formally established the 
China (Shanghai) Pilot Free Trade 
Zone (“SH PFTZ”) in Shanghai, China. 
How the area will affect businesses in 
China and throughout Asia is top of 
mind as multinational corporations 
and local Chinese companies seek to 
benefit from more relaxed financial 
and investment controls. As of mid-
October, 36 new companies had set up 
operations in the SH PFTZ in various 
sectors covering banking, leasing, 
logistics, e-commerce and trading. 

The SH PFTZ encompasses four 
existing free trade zones: the 
Waigaoqiao Free Trade Zone (the first 
free trade zone in Shanghai launched 
in 1990), the Waigaoqiao Bonded 
Logistics Park (the first free trade 
logistics park in China established in 
2004), the Yangshan Bonded Port Area 
(the first bonded port in China 
launched in 2005) and the Pudong 
Airport Bonded Logistic Centre. These 
free trade zones span a total of 28.78 
square kilometres. The SH PFTZ is an 
upgraded free trade zone with pilot 
reform measures largely different from 
other existing bonded zones in China.

The establishment of the SH PFTZ has 
been recognised as a crucial economic 
reform initiated by China’s new 
leadership. The ‘pilot experiment’ in 
Shanghai will include reforms focused 
on the following areas:

1. Financial reform 
2. Upgrading of customs supervision 

framework 
3. Simplification of administrative 

systems supporting the further 
opening up of  the services sector, 
and

4. Creation of a competitive regulatory 
and tax environment for businesses
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Acceleration of the 
SH PFTZ as part of 
China’s national 
strategy

Since China’s admission to the World 
Trade Organisation (WTO) in 2001, 
China has been the world’s top 
destination for Foreign Direct 
Investment (FDI) as many industry 
sectors have opened up to global 
investors. China has since played the 
role of the world’s workshop and has 
accumulated huge foreign trade 
surpluses. Under the new leadership of 
President Xi Jinping and Premier Li 
Keqiang, China has embarked on a new 
campaign of economic restructuring to 
rely more on domestic consumption 
instead of exports.  

The SH PFTZ aims to create a more 
investor-friendly regulatory 
environment for business operations in 
China. As of mid-October, more than 
20 of the 56 regulations had been 
issued by the Central and Shanghai 
governments detailing more relaxed 
policies in various areas. The Central 
and Municipal governments are 
expected to release more regulations in 
greater detail going forward. 
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1.Financial reform 
The focus of the SH PFTZ’s financial 
reform is to promote RMB 
internationalisation. 

Foreign banks will be allowed to 
directly establish a branch, wholly-
owned subsidiary or majority-
controlled subsidiary with Chinese 
business partners in the region within 
a shorter time period. This new policy 
will reduce lengthy approval processes, 
significantly easing foreign entry. 
Currently, foreign lenders are expected 
to have operated representative offices 
for at least two years before they can 
open a branch in mainland China and 
only after having met strict criteria and 
gone through a long approval process. 

It is noteworthy that domestic private 
investors are also allowed to 
participate in the SH PFTZ in the form 
of financing services including setting 
up private banks, financial leasing and 
consumer financing (solo investment 
or joint investment with foreign 
capital). Secondly, financial 
institutions in the SH PFTZ are 
expected to be gradually granted 
licences for new cross-border financial 
products, such as commodity trade 
financing, whole supply chain trade 
financing, and financial support to 
modern service industries. 

A successful reform of granting 
financial services licences will pave the 
way for financial institutions to 
diversify their businesses in the SH 
PFTZ. 

The SH PFTZ is encouraging the 
development of shipping finance and 
the freight index derivatives trading 
business as a way of promoting 
Shanghai’s international shipping 
centre. 

Meanwhile, asset managers 
participating in the Qualified Foreign 
Limited Partnerships (QFLP) and 
Qualified Domestic Limited 
Partnerships (QDLP) programmes have 
expressed great interest in setting up 
operations in the SH PFTZ, particularly 
QDLPs keen to invest abroad.

More details are expected in the 
upcoming release of regulations 
governing foreign exchange control 
and financial sectors.

For multinational companies operating 
in China that are not in the financial 
services industry, and who have their 
regional headquarters in the country, 
the relaxation of financial and foreign 
exchange policies could improve their 
regional treasury management 
capabilities. Currently, regional 
headquarters in China are subject to 
strict administrative controls in the 
areas of fund management and capital 
project funding for their Chinese 
subsidiaries (which are denominated 
in RMB and in foreign currencies 
under certain conditions). Overseas 
companies’ cross-border treasury 
management will be further enhanced 
if policies promoting both RMB 
convertibility and the easing of 
administrative controls are released. 
This would encourage the 
establishment of regional treasury and 
settlement centres. The result could 
push China a step closer to its goal of 
attracting more multinational 
corporations to set up regional or 
global headquarters in the country. 

As a pilot initiative, RMB convertibility 
under capital accounts will also have 
an impact on domestic companies 
investing abroad. The SH PFTZ could 
encourage local enterprises to issue 
overseas bonds by creating conditions 
comparable to those present in 
overseas platforms commonly used by 
Chinese investors. 
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2.Upgrading 
of customs 
supervision 
framework

The SH PFTZ will implement a system 
in which overseas shipments entering 
the free trade area will not need 
customs clearance until a later stage. 
Classified supervision and the 
establishment of an exhibition and 
trading platform for bonded goods are 
also possible. In essence, China’s 
special customs supervision (bonded) 
area is currently still using the “within 
the territory of customs” policy, while 
the SH PFTZ will implement the 
“inside the territory while outside the 
customs” policy. This means the 
scheme will ease the supervision of the 
first line (border line) and take stricter 
control of the second-line (with 
non-PFTZ connections) which has been 
adopted by other international free 
trade ports. Great freedom in foreign 
exchange movement and preferential 
tax treatments are also expected in the 
SH PFTZ. 
 
For logistics companies operating in 
the SH PFTZ, operational efficiency 
can be improved with simplified 
customs, immigration and quarantine 
(CIQ) procedures and port 
management. Such a relaxation of 
procedures reduces warehousing and 
logistics costs, enabling companies to 
offer their customers optimised 
logistics solutions. This move could 
encourage international 
manufacturers and traders to establish 
their logistics hub, regional 
distribution centre in the SH PFTZ.
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4.Creation of a 
competitive 
regulatory and 
tax environment 
for businesses

Key features of the tax policies and 
incentives are meant to support 
innovative business models in the SH 
PFTZ, rather than just provide 
generally reduced tax rates or 
universal incentives to all sectors 
which may not be adopted by other 
regions in China anytime soon. For 
instance, under the overall plan, 
financial leasing companies in the SH 
PFTZ are granted an exports value-
added tax (VAT) refund, a policy only 
applicable to the domestic companies 
in the Tianjin Binhai New District. 
Investors injecting capital in the form 
of non-monetary assets into their 
companies in the SH PFTZ may 
average their asset appreciation 
premium over a period of five years for 
corporate income tax (CIT) and 
individual income tax (IIT) purposes. 

Professionals in high demand may 
enjoy preferential IIT treatment in 
respect of gains derived from share-
based payment granted by companies 
in the SH PFTZ, which is currently only 
available in the special region of 
Zhongguancun in Beijing.  

In addition to the above, industries 
expect more tax incentives in areas 
including offshore business and 
overseas equity investments from the 
central government in subsequent 
announcements. Local incentives in 
the form of financial subsidies are also 
anticipated.

3.Simplification of 
administrative 
systems 
supporting the 
further opening 
up of the services 
sector

In the SH PFTZ, foreign investors will 
enjoy similar treatment as their 
domestic counterparts. Foreign 
enterprises (just like their local peers), 
except for the sectors specified in the 
“negative list”, are subject to a record 
filing system instead of the usual 
approval requirements. The simplified 
rules are expected to alleviate foreign 
investors’ administrative burden at the 
entry stage.

However, the “negative list” that sets 
out 16 categories of sectors where 
foreign investment is prohibited, 
restricted or subject to special 
requirements on minimum capital or 
shareholding percentage in the SH 
PFTZ, mostly overlap with the existing 
Industry Catalogue Guide for Foreign 
Investment (the Catalogue). While 
respective government institutions 
may release, at a later time, the 
detailed rules governing openness in 
different industry sectors covered by 
the “negative list”, we have observed 
that many multinational companies 
have started to explore the possibility 
of new business models in the sectors 

not listed in the “negative list”. For 
instance, foreign investors in the 
Internet and e-commerce industries 
are currently required to establish 
special structures in China, such as the 
variable interest entities (VIE) 
framework involving nominal 
shareholders. According to existing 
law, this still presents a grey area. 
However, once restrictions on foreign 
investments are liberalised, as 
indicated in the overall plan of the SH 
PFTZ, changes to foreign investors’ 
business models may arise.   

From an outbound investment 
perspective, the SH PFTZ is committed 
to encouraging domestic companies to 
invest abroad. Local companies in the 
SH PFTZ are only required to file a 
record for “general” outbound 
investment projects, rather than go 
through the normal time-consuming 
process of seeking approval from 
relevant government authorities. This 
signals a gradual decentralisation of 
government power and reduction of 
the government’s hand in the economy 
and financial system. 
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Start assessing the impact 
of SH PFTZ policies on 
your business strategy, 
operational model
Foreign investors, already operating or planning to 
expand operations in China, are optimistic about 
opportunities that the SH PFTZ could bring. They 
are also studying the released policies and 
planning their business strategies around 
measures widely anticipated to be announced. 

We suggest that foreign investors start assessing 
the impact of the SH PFTZ on their existing or 
potential business plans and operations in China. If 
the reform is implemented smoothly, foreign 
investors will be able to operate more efficiently 
throughout the SH PFTZ with the creation of 
treasury centres, shared service centres, regional 
headquarters, distribution hubs, as well as trading 
and investment platforms. 

With more SH PFTZ-related policies to be released 
in coming months, we expect international 
investors in the SH PFTZ to make relevant changes 
to their future business models. Investors are also 

How PwC can help
To have a deeper discussion about the policies implemented in the SH PFTZ and how your business can 
benefit from them, please contact: 

encouraged to start open dialogues with relevant 
stakeholders and Chinese government authorities 
to better understand the new policies and 
regulations. Both local enterprises and 
multinational corporations need to start 
developing a systematic strategy and step-by-step 
plan to take advantage of the policies implemented 
in the SH PFTZ .

It is also important to note that the SH PFTZ 
should be seen as a testing model with policies 
that could be replicated in other regions in China. 
This pilot free trade area provides investors with 
an idea of the changes that could come about in 
terms of the investment administrative system, 
financial and foreign exchange control system, 
international trade model as well as the further 
opening up of service sectors across China and 
beyond Shanghai. 
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