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Researching China

There are many sources of export-related information about China; the following list is
far from exhaustive, but it will help you begin your market research.

China-specific resources for exporters

The Canada China Business Council (CCBC) is a private, membership-based
association that seeks to facilitate and to promote trade and investment between
Canada and China. Its members represent many sectors of the Canadian economy,
including financial services, legal services, information and communications
technology, education, manufacturing, construction, transportation, mining and
energy. It’s at www.ccbc.com.

China.org.cn is China’s main government web site and presents the official view
of everything from sports to business. You’ll find it at www.china.org.cn.

The Hong Kong-Canada Business Association, at www.hkcba.com, focuses on helping
Canadian companies do business between Hong Kong and Canada, and through
Hong Kong into China and Southeast Asia.

The Hong Kong Trade Development Council is a good source of information for trade
events, market intelligence, sourcing and small business resources. Its web site is at
www.tdctrade.com.

BizChina is a major source of official information about China’s industry, agriculture,
finance, trade and economic affairs in general. Operated by the Ministry of Commerce
of the People’s Republic of China (MOFCOM) it can be found at www.chinadaily.com.
cn/bizchina

MOFCOM also operates the Doing Business with China web site, at
http://english.mofcom.gov.cn/column/aroundchina.shtml; it provides information
about trade organizations, procedures for setting up a business presence, contact
information and links to information about China’s provinces and major cities.

The Asia Pacific Foundation of Canada maintains a web site that includes news and
information about China and the rest of the Asia-Pacific region. It’s at www.asiapacific.ca.

The CIA World Factbook has a useful chapter on China; see www.cia.gov/cia/
publications/factbook

Doing Business in China, published by Ernst & Young, is a general tax, investment and
business guide and is available online at
www.ey.com/global/content.nsf/International/Tax_-_Doing_Business_in_China.

The Canadian Trade Commissioner Service has a range of useful resources for China,
located at www.infoexport.gc.ca
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18 EXPORTING TO CHINA

There are several ways to set up a business presence in China. No matter which
approach you choose, however, you’ll need legal assistance to carry it out.
For information about law firms operating in China, refer to the Canadian Trade

Commissioner Service web site at www.infoexport.gc.ca.
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For a good general resource that describes the range of Chinese business entities in
detail, you can consult the Ernst & Young publication Doing Business in China, available
online at www.ey.com/global/content.nsf/International/Tax_- Doing_Business_in_China.

Canadian direct investment in China

For Canadian companies, the most common forms of direct investment in China are
wholly foreign-owned enterprises (WFOEs) and joint ventures (JVs). Using either
means, you can set up a business presence in China that will allow you to sell into the
domestic Chinese market, to export goods from China to other countries, or both.

Wholly foreign-owned enterprises

Wholly foreign-owned enterprises have become the preferred way for companies to set
up a permanent presence in China. A WFOE is not considered to be a branch or
subsidiary of the foreign company that established it, but rather a Chinese limited-liability
company that is wholly owned by a foreign investor. The major advantage of a WFOE is
that you have complete control over the company, its strategies and its profits, and no
Chinese partner is involved. The drawback is that you don’t have a Chinese partner to
furnish the local knowledge that can contribute to your venture’s success.

The procedure for getting your WFOE approved and set up can vary across China,
so be aware that the following is a considerably simplified overview of how it works.

Preparing to apply

Be sure you can comply with the minimum registered capital requirements for
setting up your WFOE. The revised Company Law that came into effect in 2006
sets the minimum registered capital requirements for a limited liability company to
RMB30,000, and for a company limited by shares to RMB500,000. At least 30 per cent
of a company's registered capital must be in the form of cash contributions.
You can pay these in instalments, provided the first instalment is at least 20 per cent
of the registered capital and provided you contribute the balance within two years
after incorporation.

Next, reserve your new WFOE’s name through the local Administrative Bureau
for Industry and Commerce (SAIC). You’ll have to propose both a preferred name
and two alternatives.

Project approval

Prepare a project proposal and all necessary supporting documents, such as
feasibility studies and articles of association. The proposal must be a thorough
description of your intentions for your WFOE, including the scope of its business,
its intended products or services, its financing, its personnel, the equipment and
technology it will use, and its requirements for land and public utilities.
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Be sure that your proposal completely defines what your WFOE is going to do in
China, not only at start-up but also in the longer term. You’ll encounter problems
later on if you define your business scope too narrowly and you later want to change it,
for example by moving into a related business, selling to other companies or exporting
your goods out of China. These new operations may be prohibited by SAIC if they’re
not included in the original project proposal, and you’ll likely have to set up a whole
new WFOE if you want to implement them.

When you’ve completed the proposal, submit it to the approval authority in the region
where you intend to operate.

When the authorities have approved the project — they’re required to issue
a decision within 90 days — you can proceed to the next stage, the registration
for the business licence.

Business licence registration

Within 30 days of receiving approval for your project, you have to apply for a busi-
ness licence from the local SAIC office. You’ll have to submit documentation to SAIC
that is similar to the paperwork you provided in the project approval phase.

SAIC will issue your licence in 30 days or less. Make sure the licence accurately
reflects the scope of your project proposal and that it will allow you to operate as
planned in both the short and long terms.

Once you have the licence, your WFOE is deemed to exist under Chinese law
and can operate in China within the scope of your licence.

Registration with foreign exchange control and other authorities

If you haven’t already done so, you must apply for foreign exchange registration
with the State Administration of Foreign Exchange (SAFE) within 30 days of
receiving your licence.

Assuming you meet all financing requirements, you’ll be issued a Foreign Exchange
Registration Certificate, which allows you to open bank accounts with banks that are
allowed to deal in foreign exchange. You’ll need accounts denominated in both
RMB and foreign currency.

Finally, register as required with other government authorities such as the tax
bureau and China Customs.
Joint ventures

In a joint venture (JV), you and a Chinese partner carry out manufacturing and sales
operations together. There are two main types of JV’s: Equity Joint Ventures (EJVs) and
Cooperative Joint Ventures (CJVs).

Note that the registration and approval procedures for both of these entities are very
similar to those for WFOEs, as described in the previous section.
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P Equity Joint Ventures

3.2

An equity joint venture (EJV) is a limited-liability firm set up by your company and
a Chinese company. It is legally separate from both your firm and your partner’s.
You and your partner share the EJV’s profits and losses according to your respective
contributions to the EJV's registered capital.

The minimum required participation from you as the foreign partner will be 25 per
cent of the total registered capital, but there is no upper limit on your participation.
Capital contributions may be made in one lump sum or in instalments, and can be in
the form of cash or, in some cases, as tangible or intangible assets such as equipment or
intellectual property. Note that you have to pay your contribution according to a
timetable set out in the contract; if you don’t, your business licence may be revoked.

Cooperative Joint Ventures

A cooperative joint venture (CJV) is usually an arrangement wherein you and a Chinese
partner agree to carry out a project with a specific objective and a limited timeframe,
such as building an office complex. If desired, you and your partner can operate as
separate legal entities and bear any liabilities independently. CJVs can be preferable to
EJVs because they provide greater flexibility in capital contributions, profit sharing and
investment strategies.

You must contribute capital to the venture in a ratio agreed on by you and your partner,
although there is no minimum contribution required. It may be in cash or in the form
of tangible or intangible assets, similar to the practice with EJVs. Profits in a CJV are
divided according to the terms of the contract rather than by investment share,
allowing for more flexible scheduling of returns on investment.

Be aware that joint venture companies with a foreign ownership not exceeding 25 per
cent must follow China’s foreign debt regulations as applied to Chinese domestic
companies. This may significantly impede the joint venture’s ability to borrow funds
from outside China.

Chinese holding companies

A WFOE or an EJV can be a vehicle for establishing a Chinese holding company
(CHCQC). As of the MOFCOM rule amendments of 2006, the total assets of the foreign
investor must be at least US$400 million, and the minimum registered capital of the
CHC must be at least US$30 million. The US$30 million must be forthcoming within
two years of incorporation.

You can make your capital contributions in convertible foreign currencies or in RMB.
The RMB contribution should derive from your Chinese operation’s profits, or from
proceeds obtained through activities such as share transfer or liquidation. The RMB contri-
bution must be verified by SAFE and must have proof of tax clearance.
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3.5

The foreign debt of foreign-invested holding companies is limited by the following:

If the company’s registered capital is at least US$30 million but is less than US$100
million, the total amount of foreign debt (the sum of short-term foreign debt plus
cumulative mid- and long-term foreign debt) cannot be greater than four times the
company’s registered capital.

If the company’s registered capital is at least US$100 million, the total amount of
foreign debt (the sum of short-term foreign debt plus cumulative mid- and long-term
foreign debt) cannot be greater than six times the company’s registered capital.

Representative offices

If you only need a minimal Chinese presence — for example, if you’re a service
company and you merely need liaison between your new Chinese operation and your
head office in Canada — you could set up a representative office (RO). An RO gets you
into China without much investment; on the other hand, the RO can’t engage in any
business operations except client relations, market research and product promotion.

Subcontracting

You can subcontract to a Chinese manufacturer to produce your products in China,
thus making it unnecessary to set up a plant there yourself. Note that the subcontractor
must be licensed to export the product; if this isn’t the case, you’ll need the services of
a Chinese export-import company as well.

Alternatively, you can engage an intermediary company who will find a subcontractor
for you, help you negotiate the contract, ensure quality control and arrange payments.
But no matter which alternative you select, be sure to carry out your due diligence.
Engaging an intermediary who turns out to have a bad human-rights record, for
example, or uses substandard or fraudulent manufacturing inputs, can do your
company considerable damage.

Outsourcing

Outsourcing from China can be a very useful strategy for a Canadian company. By
obtaining raw materials, components, subsystems or other goods or services from
Chinese suppliers, and using these to manufacture your finished product in Canada,
you can strengthen your competitiveness both at home and abroad.

When choosing suppliers, due diligence is again the watchword. Look for Chinese
companies that not only offer advantageous terms and pricing, but also have a solid
financial history, adequate production capacity, experience with Canadian buyers and
a good reputation for customer and after-market service. You’ll also need to visit your
outsourcer from time to time to monitor product quality and to continue building the
business relationship.
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3.6 Agents and distributors

3.7
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The Chinese market is so complex that you will almost certainly need the help of a
domestic agent. Your best option may be a Chinese trading company, which will have
the local knowledge and contacts to promote your products and services, and can help
you deal with institutional, language and cultural barriers. The larger firms are
authorized by MOFCOM to deal in a wide variety of goods, but China’s size means that
no single trading company will have the capacity to represent you throughout the
country. If you're starting out in a single regional market, of course, this won’t present
any immediate problems.

Unfortunately, there is no registry in English of MOFCOM:-authorized distributors and
agents, but Canada-China and Canada-Hong Kong business councils and associations
may be able to help you find suitable candidates. You can also contact the Canadian
consulate in the region where you’ll be doing business, and ask the trade commissioner
team for information about reputable firms.

Advantages of Special Economic Zones

When you’re deciding where in China to establish your business presence, be sure to
consider the potential of the country’s various types of economic zones. These include
the Special Economic Zones (SEZ’s) of Shenzhen, Shantou, Zhuhai, Xiamen and Hainan;
14 coastal cities; various free ports; hundreds of development zones; bonded zones;
national science parks; and many designated inland cities. China is also promoting
economic development outside its wealthy coastal areas by encouraging foreign
investors to establish operations in Central, Western and Northeast China, which have
shared less in the country’s increasing wealth.

At present, these zones give preference to government-designated sectors including
transportation, communications, energy, metallurgy, construction materials, machinery,
chemicals, pharmaceuticals, medical equipment, environmental protection, energy
conservation and electronics. All of them offer exporters and investors a range of incentives
that vary from industry to industry and place to place. These incentives are numerous
and may include:

reduced import/export duties;

reduced land use fees;

priority for obtaining infrastructure services;
streamlined government approvals;

funding support for start-ups; and

reduced corporate taxes (note, however, that a new tax regime comes into effect
in 2008, which will ultimately equalize corporate taxes for foreign and domestic
companies at a unified rate of 25 per cent).
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If you're going to export to China, you'll definitely be spending time there. The

following sections examine the essentials of travelling to the country and
making the most of your visit.
For up-to-date information about travel to China, including health and security

issues, you can refer to Canada’s Consular Affairs web site at www.voyage.gc.ca.
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4.1 Entering the country

To enter China, you’ll need a Canadian passport that will be valid for at least six
months. You must also obtain a Chinese business visa, called an “F” visa. These come in
three types: single entry, double entry and multiple entry (valid for 24 months). To
obtain an “F” visa, your application must include an official invitation letter from an
authorized Chinese government department, company or institution.

Visas to China are normally issued for a single entry into the country. However, if you
expect to travel to Hong Kong after you have entered China, and then return to the
mainland, be sure to obtain a double-entry visa. Canadians travelling to Hong Kong
directly from Canada do not need a visa if staying there for less than three months. You
can obtain visa applications from the following Chinese embassy and consular offices:

Embassy of the People's Republic of China
515 St. Patrick Street

Ottawa ON

K1IN 5H3

Tel.: 613-789-3434

Fax: 613-789-1911
www.chinaembassycanada.org/eng

Consulate-General of the People's Republic of China in Toronto
240 St. George Street

Toronto ON

M5R 2P4

Tel.: 416-964-7260

Fax: 416-324-6468

Consular Service District: Ontario and Manitoba

Consulate-General of the People's Republic of China in Vancouver:
1338 West Broadway

Suite 288

Vancouver BC

V6H 1H2

Tel.: 604-734-0704

Fax: 604-734-0311

Consular Service District: British Columbia and the Yukon

Consulate-General of the People's Republic of China in Calgary

Suite 100, 1011-6th Ave. S. W.

Calgary AB

T2P 0W1

Tel.: 403-264-3322

Fax: 403-264-6656

Consular Service District: Alberta, Saskatchewan, Northwest Territories and Nunavut.



http://www.chinaembassycanada.org/eng

26

EXPORTING TO CHINA

4.2

4.2.1

4.2.2

4.2.3

4.2.4

China: The basics

No amount of reading or research can adequately prepare a visitor for the experience
of China, but some of the basic information is simple enough. Here are a few things
you’ll need to know.

Climate

China’s climate is extremely diverse. Beijing, in the northerly part of the country, has
the four seasons familiar to Canadians; winter temperatures drop to about -4.6°C, while
summer temperatures reach an average high of about 26°C. In Harbin, farther north
than Beijing, winter lows are around -25°C and summer highs are in the region of 28°C.

Hong Kong, by contrast, is subtropical, with February lows down to 10°C and August
highs of 31°C, accompanied by high humidity. Temperatures in Chongging, one of the
major inland cities of southwest China, range from about 6°C in January to 34°C in
August. In Shanghai, January lows are around freezing, while August brings high humidity
and temperatures of up to 33°C.

Languages

Chinese has seven major language groups, and every region has its own dialects and
variants. Mandarin (Standard Chinese) is the national language. In Hong Kong, however,
Cantonese is more prevalent.

Time zones

China’s great size means that it extends across several international time zones.
Internally, though, it uses only one time zone, so that 9 a.m. on the east coast is also 9 a.m.
on the western edge of the country. The time for this internal zone is set at Greenwich
Mean Time plus eight hours (GMT+8). China does not use Daylight Saving Time.

Business hours

Chinese business and government offices are open Monday through Friday from
8 a.m. to 5 p.m., with a one-hour lunch break at noon.

Banks in major cities are open seven days a week from 8 a.m. to 5 p.m.
(some close between 12 p.m. and 2 p.m., though).

Retail establishments are open every day.
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4.2.5 Public holidays

Late January and early February are the time of the spring festival. The pace of business
slows considerably, and many Chinese take several days off work. The other public

holidays are:
» New Year’s Day (January 1)
» International Labour Day (May 1-7)
» International Women’s Working Day (observed by women only, on March 8)
» National Day (October 1-3)
» The Chinese New Year, which is based on the lunar calendar and changes from
year to year. Festivities can last for 15 days.
4.2.6 Money

China’s official currency is the renminbi (RMB). The RMB is denominated in units of
fen, jiao and yuan (¥). Ten fens equal 1 jiao, and 10 jiaos equal 1 yuan. In early 2007,
the exchange rate was about seven yuan per Canadian dollar.

You’re not allowed to use foreign currency in China, so you’ll have to exchange Canadian
money for yuan. Traveller's cheques or cash can be exchanged at most banks, and
hotels always have an exchange counter. Be prepared to show your passport when
changing money. Also, change only what you’ll need, since converting yuan back to
Canadian dollars can be difficult. Be sure to change back any remaining funds to
Canadian or U.S. dollars before leaving China.

As for credit cards, American Express, MasterCard and Visa are widely accepted in
major cities, but you probably won’t be able to use them in rural areas or smaller cities
and towns. ATMs are rare outside airports, large tourist hotels and major shopping centres.

4.2.7 Local travel

Don’t plan to drive in China. Your Canadian or international driver’s licence isn’t valid
there, and to obtain a Chinese driver’s licence, you have to have a foreigner’s residence
permit and meet local regulations. Even if you could legally drive in China, it would be
dangerous to do so because of low driving standards and poor roads.

To travel within cities, taxis are the best option. However, drivers don’t usually speak
English; to make sure you get to your destination, have a Chinese-speaking person write
out the address in Chinese and show it to the taxi driver. Tipping is not expected.
In some of the largest cities, you can rent a car with a driver.

China’s passenger-train system is well developed and quite reliable. Express trains on
heavily travelled routes are fast, but on the less-used lines, the trains can be considerably
slower. You can buy tickets at major train stations and hotels.

There’s also regular air service to most major Chinese cities. The most convenient way
to book a flight is through the travel desk in your hotel.
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4.2.8

4.3

4.3.1

Telephones

You can make international and domestic phone calls with relative ease, especially from
hotels in major cities. If you have a cell phone, though, it won’t work in China unless it
is of a type that can connect to the 900 MHz and 1800 MHz services that China’s cell
network uses. BlackBerries do work, however.

You might consider renting a cell phone that will allow you to communicate both within
China and internationally; this will also provide you with a local number where your
contacts can reach you. Several international companies provide these phones, but you
might want to check with your Chinese contacts to find out which one will best meet
your needs.

Dealing with China’s business culture

Many Chinese companies have English-speaking staff, but these people will not likely
be the individuals with whom you’ll be negotiating. Even if they are, the differences between
the two languages can lead to misunderstandings that can greatly hamper the progress of
a deal.

As a result, you should expect that most of your business negotiations and formal
communications in China (except possibly in Hong Kong) will be done through an
interpreter. This is more than just a communications issue; being on good terms with
your interpreter, and familiarizing him or her with your business prior to discussions
with your Chinese counterpart, can be an invaluable asset in negotiations.

You can find a list of interpreters and translators on the Canadian Trade Commissioner
Service's web site at www.infoexport.gc.caZie-en/DisplayDocument.jsp?did=41239.

General behaviour

If you understand and conform to certain cultural nuances, your Chinese counterparts
will appreciate it. Here are some things to be aware of:

You should address people as Mr., Mrs., or Miss, plus the family name (this usually
appears first on the business card), or by their professional titles. Married women
retain their maiden names.

When meeting people, the first person to greet is the oldest individual or the
individual with highest seniority. The Chinese will often nod as an initial greeting.
Bowing is seldom used except in ceremonies.

“Face” is a crucial concept in China. It helps denote one’s place and status in society,
and the esteem in which one is held by others. Causing a person to “lose face,” even
accidentally, is a serious breach of courtesy and can permanently damage personal
and business relationships. In the wrong circumstances, for example, making a
well-meaning, good-natured joke at someone’s expense can cause the person to lose face.
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p At the same time, you should also take advantage of opportunities to subtly “give face”
by enhancing the prestige of your Chinese counterparts within their own business
milieu; one effective tactic is to compliment their work to their colleagues and superiors.

» Don't talk politics unless you know the person very, very well, and don’t criticize the
Chinese government.

» Remember that the Chinese, like people in many other cultures, will try to avoid a
direct “no” if they’re unwilling to agree to something. Consequently, be alert for
prevarications or oblique ways of refusing a request or suggestion.

The above doesn’t cover nearly all the nuances, but numerous web sites provide
information on cultural and business behaviour in China and elsewhere. A good one is
Executive Planet at www.executiveplanet.com. Your best advisor, of course, is likely to
be a native Chinese person.

4.3.2 Business and negotiation behaviour

The usual Western business practice is to negotiate a transaction and then construct a
relationship around it. The Chinese, however, reverse this; they prefer to start out by
building a relationship with you. Once that has been successfully established, they will
be ready to begin business negotiations.

Keeping this in mind, here are some tips for navigating the Chinese business environment:
» Business meetings start on time. Being late is considered a serious insult.

P Conservative dress for both men and women is the norm for business meetings.
Bright colours are considered inappropriate.

» Bring your own interpreter; don’t rely on one provided by the other party.

P Chinese negotiators think strategically and will take every opportunity to assess your
weaknesses and strengths. Be sure you do the same with them.

P Be patient. Chinese negotiators are prepared to go on negotiating indefinitely, or
so it can seem. Sometimes important points will be left unresolved, in the hope of
gaining concessions, until you’re on the point of returning to Canada. If this happens,
you can sometimes turn the tables by unexpectedly extending your stay.

» Delays on the Chinese side can be intended to wear you down until you’re ready
to concede more than you should. Expect these delays and ride them out.

» As mentioned earlier, the Chinese don’t like giving or receiving negative replies,
so “perhaps” may in fact mean “no.” Conversely, if you want to say “no,” do so in a
politely vague way, by saying “That idea may require more study,” or “That would be
very difficult.”
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Take notes summarizing important meeting points and get agreement on what both
sides have committed to at each meeting.

Chinese-speaking people often understand written English better than spoken
English, so ensure they know exactly what it is they have agreed to.

Double-check translations of any documents and contracts with your own people
to make sure they commit you to the same things in both languages.

Never assume anything. Verify everything.
Be prepared to walk away from the deal if necessary.
Never cause anyone to lose face.

All this aside, remember that although the Chinese are skilled businesspeople and
expert negotiators, they’re also seeking to understand you and your business and to
build a long-term relationship with you.
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OPPORTUNITIES FOR CANADIAN EXPORTERS

In the following sections, we’ll examine the Chinese market segments that hold

the most promise for Canadian businesses. These segments aren’t necessarily the
ones from which Canada currently gleans its highest Chinese export revenues,
but rather those in which smaller Canadian companies are most likely to find

business opportunities.

OPPORTUNITIES FOR CANADIAN EXPORTERS
*
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5.1

Agri-food

During the next 10 to 20 years, China is expected to become the world’s largest importer
of agricultural and food products. The country’s rapidly expanding middle class presents
excellent opportunities for Canadian agri-food exporters.

According to Agriculture and Agri-Food Canada, consumption in this market segment
is trending toward more organic and health foods, and toward packaged, processed,
ready-to-eat and takeaway products. The most promising cities for agri-food exporters
are in high-growth regions and include:

Qingdao, which has one of the country’s biggest ports and thus is very accessible
to Canadian agri-food exporters;

Dalian, which enjoys both a high per-capita disposable income and a reputation
for consumer spending, plus a taste for American food that implies opportunities
for Canadian products;

Chengdu, which is one of western China’s most affluent cities and, because of its location,
remains an untapped market with little awareness of non-Chinese foods; and

Shenzhen and Shanghai, whose extremely affluent citizens have developed a liking
for foreign foods, which they consider superior to Chinese products in quality, safety
and nutrition.

For more information about the sector, refer to Agriculture and Agri-Food Canada’s
Agri-Food Trade Service section on China, located at www.atn-riae.agr.ca/info/asia-
e.htm#China.

«(TABLE OF CONTENTS 4 BACK FORWARD P  EXIT M
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Automotive

In 2006, China became the world’s second-largest automobile market, with sales of
seven million units. Rapidly increasing purchases of passenger vehicles, a result of the
rise of the country’s middle class, are a major driver for the market. Increased competition,
leading to lower prices for vehicles and vehicle parts, is also spurring growth. Tariff cuts
in 2006 (25 per cent on imported vehicles and 10 per cent on imported parts) have also
produced a positive effect on the market.

The double-digit expansion of China’s automotive market suggests that it will be the
world’s biggest by 2015. The industry is dominated by three companies — Shanghai
Automotive Industry Corporation (SAIC), First Auto Works (FAW) and Dong Feng
Auto (DF) — and sales of Chinese-made parts and components have been growing
steadily year-over-year. Foreign-invested businesses and Chinese-foreign joint ventures
are also increasing their presence in the market.

The industry’s growth presents many opportunities for Canadian parts and aftermarket
suppliers; among the products needed are gearboxes, vehicle body parts, steering
system products, mounted brake linings, automotive electronics and other sophisticated
components. Maintenance products are also in demand, such as filters, lubricants,
fluids, batteries, and wiper blades. China’s recent commitment to reducing air pollutants
and greenhouse gases implies a rapidly increasing need for emissions-control systems
and parts, as well as equipment for emissions testing.

Major Chinese parts suppliers are Wanxiang Group, Weichai Power, Yuchai Group,
Dongfeng Honda Automobile, Norstar Automobile Industrial Holdings and Torch
Automotive Group. Major foreign parts suppliers are Germany’s Bosch Group, the United
States’ Delphi Corporation and Visteon Corporation, Canada’s Magna International
Inc., and Japan’s Denso Corporation.

Construction materials and technology

China is largely self-sufficient in basic construction materials such as cement, but there
are large potential markets for advanced Canadian materials such as wall materials, doors,
windows, lighting equipment, and heating, ventilation and air conditioning systems.

China’s Ministry of Construction plans to reduce the energy consumption of Chinese
buildings by 50 per cent by 2010; as a result, demand for energy-efficient, environmentally
friendly building materials will see an upsurge during the next few years.

China’s real estate market is developing rapidly, so Canadian exporters may find an
increasing number of opportunities for the sale of wood and wood products for residential
construction. The “Dream Home Canada” demonstration centre in Shanghai confirms
this potential. A joint initiative of Canadian lumber trade associations, forestry companies
and governments, the demonstration centre is intended to help overcome the Chinese
prejudice against wood as a residential construction material, an aversion based on the
belief that it is flimsy and prone to fire, termites and rot. For more information, refer to
www.dreamhomechina.com.
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5.4

Environment

China's spectacular growth has come at a steep cost to the environment. Most of the
country's rivers are severely polluted, urban air quality is hazardous to human health
and Chinese industry is very inefficient in its use of energy. The government, however,
has promised to take action on all these fronts, especially in the area of greenhouse gas
(GHG) emissions.

This commitment, added to the government's previously announced intention of
investing US$192 billion in the environment between 2006 and 2010, indicates China’s
enormous potential as a market for Canadian environmental services and technologies.

The country's chief needs lie in the following sectors:

Air pollution and GHG control: Canadian technologies, such as air handling equipment,
dust collectors and chemical recovery systems, incinerators and scrubbers, and
filtration and emission controls may find that China's industrial regions are a rich market.

Water and wastewater management: China's capacity for wastewater treatment remains
inadequate. There is a demand for technologies and equipment for membrane manu-
facturing, anaerobic biological reactors, organic wastewater treatment, microfiltration,
waterless production, water-treatment agents and water-quality monitoring.

In 2002, the government opened up the entire municipal service sector to domestic
and foreign private companies. Since then, the number of deals signed for water
projects in China far exceeds the total in any other country.

Solid-waste management: China's huge urban populations require advanced technologies
for managing solid wastes, and low-cost resource recovery and waste-handling systems
offer good export prospects.

Alternative and renewable energy sources: China’s need to cut air pollution and GHG
emissions, while increasing its energy supply, promises a key role for alternative and
renewable energy sources. Canadian companies in this sector, especially those with
expertise in biomass conversion, blended hydrogen fuels, fuel cells, clean coal technology,
natural gas conversion and energy-from-waste systems should definitely look into the
Chinese market.
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Health care

China’s need for medical devices and health care is increasing rapidly because of its
aging population; by 2050, about 30 per cent of the population will be more than
60 years old, and governments at all levels are already paying more attention to this
population segment. In addition, millions of physically and mentally disabled people
need various levels of care.

The importance of this sector is evident in the growing demand for advanced-technology
products such as orthopedic equipment, assistive devices, rehabilitation equipment,
hearing aids, specialized beds, advanced prosthetics, accessibility products and stair and
bathing lifts. In the clinical instruments subsector, market growth for imported reagents
and analytical laboratory equipment is expected to increase by about 20 per cent
annually over the next five years. Easy-to-use and inexpensive diagnostic technologies
that can be used in China’s rural and poorer areas also present opportunities.

Large infrastructure projects

Highway, rail, airport and marine port construction continue to lag behind China’s
development rate, and this lack of infrastructure has created bottlenecks in economic
growth. China’s highway network is being expanded rapidly, but can’t keep pace with
the economy’s growing needs and remains very underdeveloped. The country’s
maritime ports likewise need enlargement and upgrading to deal with the ever-growing
volume of coastal and deep-sea traffic. On the air transport side, China has announced
enormous spending increases on airport development during the next five years:
42 new airports will be built and existing ones will be upgraded. Rail is traditionally
China’s chief means of transportation and the system is quite well developed, but the
network still needs extensive upgrades in reach and capacity.

These are undertakings on a vast scale, and there is room for Canadian construction
and engineering companies in many market segments. Many large transnational
construction firms like to hire subcontractors who can provide unique, high-quality
services that will ensure their projects’ efficient and profitable execution. Some are
interested in forming partnerships to carry out specific projects, which gives Canadian
businesses another way into the market. Canadian manufacturers can also supply machin-
ery and equipment to these large companies.

Logistics and distribution

Domestic Chinese logistics companies are usually small local firms with a handful of
trucks, and Chinese logistics in general are very fragmented and inefficient. Most Chinese
manufacturers recognize that better logistics services can help them reduce costs and
increase competitiveness. This can create opportunities for Canadian transportation
firms that can provide integrated supply-chain management, logistics systems for foreign-
operated manufacturing operations, and systems for retail distribution.
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5.8

Oil, gas and mining

Despite partial privatization of the petroleum industry, the Chinese government retains
a majority stake in the sector through the China National Petroleum Corporation
(CNPC), the China Petroleum and Chemical Corporation (Sinopec), China Gas Holdings
Ltd. (CGH) and the China National Offshore Oil Corporation (CNOOC). Many foreign
companies have been contracted to undertake oil exploration and production activities
in the country; however, the national oil companies are entitled to take up to a 51 per
cent stake in any commercial discovery.

Natural gas has not so far been a major fuel in China, but its share is increasing. The
state-owned oil companies mentioned above are the dominant players in this sector.
The largest gas reserves are in western and north-central China, and several recent
discoveries promise to increase China’s natural gas production. Xinao Gas, China Gas,
Towngas and Beijing Gas are some of the country’s major suppliers of natural gas.

China’s mining industry faces numerous challenges, such as low efficiency, environmental
degradation and low competitiveness in world markets. Depletion of known ore
reserves is a concern, so acquiring foreign investment in locating and developing new
resources is an important priority for the government. There can be considerable risks
for foreign investors engaging with the sector, particularly in the areas of safety and of
corporate and social responsibility.

The coal sector has some of the most severe problems. Coal provides almost 70 per cent
of China's primary energy output, and while some coal mines are state-owned,
thousands of others are owned and operated at the municipal or even village level. This
fragmentation, together with low investment, outdated equipment and safety problems,
has led to a government push to consolidate the coal industry, which will continue to
open the sector to foreign investment.

Canadian oil, gas and mining companies have decades of experience in the areas where
China needs the most help. Coupled with our advanced expertise, technologies and
equipment, this makes China an attractive export opportunity. Companies should be
aware, though, that the rules pertaining to the transfer of rights from the exploration
stage to the development stage are not at all clear. A Canadian company could conceiv-
ably invest a great deal in finding a valuable deposit, but lose the right to develop it in
favour of a Chinese firm.
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Telecommunications

China is already a major player in the global telecom market and, for next few years, is
expected to account for most of the sector’s growth in the Asia-Pacific region. The
country is already the world’s largest mobile and wireless market, and much of the
growth will continue to be in this subsector.

As is true for most emerging markets, the demand for equipment and services is
expanding faster for the wireless subsector than it is for wireline. However, the country’s
wireline infrastructure is by no means complete, and Canadian wireline companies may
find possibilities there.

Value-added wireless services such as SMS are also expanding rapidly; third-generation
networks are coming on as well, which will provide vast opportunities for Canadian
firms with 3G expertise.

Services

While exporting services to China is made somewhat complicated by the barriers
of language and culture, it nevertheless offers many potentially lucrative markets.

Architectural services: China’s architectural market has some of the strongest potential
in the world, and the booming infrastructure and construction sectors provide good
opportunities for architecture firms.

Banking and insurance: China has removed many restrictions on the banking and
insurance sectors. Canadian providers of private banking and wealth management
services may find good opportunities here.

Engineering and urban planning services: Project management and other engineering
services can be attractive in China because of the surging construction sector.

Environmental services: China’s environmental problems need urgent attention.
Canadian environmental services firms should look for opportunities in air pollution
and GHG monitoring; water and wastewater management; solid-waste management;
and the development of alternative and renewable energy sources.

Financial training: Under China’s World Trade Organization (WTO) commitments,
the country’s financial sector was fully opened to foreign participation in 2007.
These changes in the country’s business environment are creating a demand for
financial training for government regulatory personnel, financial institutions,
academic agencies, students and senior executives.
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Language training: The English-language training market, currently valued at

approximately $2.7 billion, is projected to increase to $4.3 billion by 2010. More
than 50,000 English-language schools are already operating, and demand is high
for enhanced training in oral English.

Oil, gas and mining services: Canadian expertise in the oil, gas and mining industries
means that service companies in this sector are well placed to find opportunities in
the burgeoning Chinese energy and extractive sector.

Safety and security consulting: Security consulting is becoming a growth sector as China’s
safety and security market expands from the financial, insurance, customs, police, airport
and IT sectors to the construction, transportation, and education fields.

Services related to equipment sales: In many cases, Canadian companies selling
machinery and equipment into China can also obtain the servicing and training
contracts for their products.

Telecommunications: China’s telecom operators are now focusing on not only building
infrastructure but also on developing value-added services that will enhance their
competitiveness in the Chinese market. As a result, they are very open to partnerships
with foreign service providers.
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The Chinese legal system is considerably different from ours, so Canadian

exporters to China will need local legal counsel if they want to avoid difficulties.
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7.1

Some of the general issues that Canadian exporters might have to deal with include
the following:

China’s courts and officials have a good deal of leeway in how they apply laws and
regulations. Laws and regulations in China are much less specific than they are in
Canada, which means that they can be interpreted in different, and possibly
inconsistent, ways.

In some cases, it may be difficult to determine whether you are in fact complying with
a particular regulation, especially if it has been inconsistently interpreted by different
regulators.

Multiple levels of government have the authority to establish regulations. Sometimes
the regulations issued at one level may contradict those issued at another.

If you want to appeal an official ruling or the official interpretation of a regulation,
it may be difficult to do so because there are no clear appeal procedures.

Be aware that even though a law or regulation may exist, it isn’t necessarily enforced
in a consistent way (or sometimes at all).

Obtaining legal services in China

China regulates foreign law firms rather strictly when they operate in China, and they
can practice only on a limited basis. According to information on the Canadian Trade
Commissioner's website:

Foreign law firms are not permitted to provide legal advice relating to Chinese law; however, they
are permitted to provide legal advice necessary as a "bridge" between foreign and international law
and Chinese domestic law. As well, most foreign law firms provide general advice concerning
foreign investment law and practice in China.

Foreign law firms are not permitted to employ Chinese lawyers, although in practice most law firms
employ Chinese lawyers who have surrendered their Chinese licences. Most foreign law firms have
close working relationships with local firms to whom purely domestic legal issues are referred.

Chinese law firms are not required to carry professional liability insurance, although some may.

The Canadian Trade Commissioner provides a list of law firms operating in China,
which you’ll find at www.infoexport.gc.caZie-en/DisplayDocument.jsp?did=41197.
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Corruption

The Chinese government is aware of the problems presented by corruption and has
introduced sanctions to curb it, including anti-money-laundering legislation and the
dismissal and prosecution of corrupt officials. The government has stated that approx-
imately 20,000 people were punished for corruption in 2006.

Corruption in China is mostly related to local officials who demand bribes in exchange
for favourable business decisions. Most Canadian companies will never encounter this,
but there are always exceptions. Your best protection is to carry out careful due
diligence before you engage in any business with a Chinese firm.

Although it hardly needs to be said, you should walk away from any sale that suggests
even a hint of impropriety. No exporter should ever do business with a Chinese
company that makes such overtures, and pursuing the relationship can lead to long-
term, expensive and damaging repercussions.

Special risks in extractive sectors

Risks related to corporate and social responsibility can be high with Chinese mining, oil
and gas companies. At least one major Chinese oil firm, for example, has had serious
environmental, human rights and safety problems with its operations outside China. In
consequence, a Canadian company that considers working with a Chinese extraction
company should exercise extreme due diligence in checking the other company’s
corporate social responsibility (CSR) record. Failing to do so could ultimately cause
considerable harm to the Canadian firm.

Other risks

Other kinds of risk include foreign exchange risk, which you have to factor into your
plans and pricing to allow for fluctuations in the value of the Canadian dollar.
A financial professional can advise you on various methods for handling these risks,
such as forward contracts and exposure netting.

Another obvious risk is the loss or damage of goods in transit. Shipping insurance
is covered in Section 8.10, “Insurance.”
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China’s import regulations are complex and are evolving quickly. The following
overview will give you a broad outline of what’s involved in getting your goods
into China, but you’ll need professional advice and assistance to smooth the way
when you're actually making your deliveries. As an exporter, you're likely already
aware that customs brokers and freight forwarders specialize in this sort of help,

which is outlined in Section 8.11, “Customs brokers and freight forwarders.”

DELIVERING TO CHINA






















APPENDIX

65

EDC contacts in China

Shanghai Canadian Consulate
General

West Tower Suite 604, Shanghai Centre
1376 Nanjing Xi Lu

Shanghai 20040

China

Tel.: 011-8621-6279-8432

Fax: 011-8621-6279-8437

Email: china@edc.ca

Beijing Canadian Embassy
19 Dongzhimenwai Street
Chayoang District

Beijing 100600

China

Tel.: 011-8610-6532-3536 ext. 3364
Fax: 011-8610-6532-4072

Email: china@edc.ca

Key Canadian contacts in China

Canadian Embassy, Beijing
19 Dongzhimenwai Street
Chaoyang District

Beijing 100600, China

Tel.: 86-10-6532-3536

Fax: 86-10-6532-4311

Canadian Consulate General,
Shanghai

Shanghai Centre, Tower 4

Suite 604

1376 Nanjing Xi Lu

Shanghai 200040, China

Tel.: 86-21-6279-8400

Fax: 86-21-6279-7456

Canadian Consulate General,
Guangzhou

Room 801

China Hotel Office Tower

Liu Hua Road

Guangzhou 510015, China

Tel.: 86-20-8666-0569

Fax: 86-20-8667-6093

Canadian Consulate,
Chongging

Suite 1705, Metropolitan Tower
68 Zou Rong Lu, Yu Zhong District
Chongging 400010, China

Tel.: 86-23-6373-8007

Fax: 86-23-6373-8026

Major Chinese Ministries

General Administration
of Customs
www.customs.gov.cn

Ministry of Commerce
www.mofcom.gov.cn

Key China-related business organizations

Asia Pacific Foundation of
Canada
www.asiapacific.ca

Canada China Business Council

www.ccbc.com

Ministry of Foreign Affairs
www.mfa.gov.cn

State Administration for
Industry and Commerce

http://gsyj.saic.gov.cn/'wem/WCMData

/pub/saic/english/default.htm

China Council of International

Trade
http://english.ccpit.org

Hong Kong-Canada Business
Association
www.hkcba.com

Ce document existe également en version frangaise.

© 2007 Export Development Canada.
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Canadian Consulate General,
Hong Kong, SAR

13th Floor, Tower 1, Exchange Square
8 Connaught Place

Central, Hong Kong

Tel.: 852-2847-7414

Fax: 852-2847-7441

State Administration
of Taxation
www.chinatax.gov.cn

Hong Kong Trade Development
Council
www.tdctrade.com
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