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Chapter 1- Doing Business in China 
 

Setting Up in China 
 
China might not always be an easy place to conduct business and before coming to 
China you need to ask yourself a few basic questions: 

a) Product - is my product suitable for China? Are there more international/local 
players in my field? Is there a demand for my product? Basic or thorough market 
research will give you some information about the market for your product and will 
help you decide if, when, and where to try and enter the Chinese market. 

b) Budget – do you have enough budget for your China adventure? China is an 
expensive place - and things may be a lot costlier than you expected. Salaries, rent, 
travel expenses, taxes, duties, and government fees are all surprisingly pricey. 
Prepare a budget for the first 2 years and double your estimate in order not to be 
surprised later. 

c) Time – do you have the time and patience to wait until the Chinese market will show 
signs of success? Everything in China takes longer than expected and you should be 
prepared to see results a lot later than you might have thought. 

d) Management resources - do you have enough management resources to manage 
the Chinese market? China is one country, but the size of a continent. You need to 
dedicate enough management resources for the market and not consider it as 
another country that falls under a manager who is handling several countries in the 
Asia Pacific region. You will require a special team both in the HQ and on the ground. 
 

Once you decided to set up a business in China you should consider the motivations 
driving this investment. Some common motivations include a larger customer pull and 
operational efficiencies. After thoroughly laying out your motivations and goals, you can 
then best determine a plan of action and decide on the structure that best meets your 
objectives. 
 
When choosing an appropriate investment vehicle, many factors must be considered, as 
these will lead to different legal and tax considerations. You will need to address 
questions such as: 
 
� Do you need to invoice locally for services or products?  
 
� Are you getting a feel for the market or have you decided to commit to a larger scale 

operation?  
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� Are you planning to set up a production oriented entity or do you need only a 

representation in the country to carry out market research or liaison activities?  
 
� Will you be involved in trading, manufacturing, services or a combination of the 

three?  
 
� Is the sector you are investing in fully opened to foreign participation or do you still 

require a local partner?  
 
� Would you need to conduct the business alone, or would you require assistance 

from a Chinese company with assets or distribution networks?  
 
� Where would you be located? You will need to consider issues such as proximity to 

any China suppliers and raw materials; proximity to any Chinese customers; 
proximity to ports and other related infrastructure; costs of land and staff; and 
available incentives  

 
Once you've clearly defined the needs and goals for your China investment, it's time to 
consider the legal form your China entity should take. Foreign investors have several 
choices for structuring a China enterprise: the representative office, the joint venture, 
the wholly foreign-owned enterprise and the foreign-invested commercial enterprise. 
These structures have different features that could both help or hinder your China 
venture, so choosing the appropriate vehicle from the outset will be invaluable for the 
long-term success of any investment. 
 
The procedures for setting up a presence in China are quite complex, and you should 
not contemplate doing so without expert advice. Most companies engage the services 
of one of the larger local firms.  

Representative Offices 
 
The representative office is the least dynamic of the entities for establishing a foreign 
presence in China. The administrative regulations on ROs (Administrative Regulations), 
issued by the State Council in November 2010 have been in effect since March 2011 and 
specify that the activities that ROs are permitted to engage in include (i) market 
research, display and publicity activities that relate to company product or services; (ii) 
contact activities that relate to company product sales or service provision, and 
domestic procurement and investment. 
 
ROs are forbidden from engaging in any profit-seeking activities except for those which 



 

6 

 

China has agreed on in international agreements or treaties. As such, an RO may not 
directly invoice for sales or services in China and can only interact with Chinese 
businesses indirectly. 
 
While ROs have little control over the movement and sale of goods and services, as the 
extended arm of overseas parent companies, some benefits and advantages of having a 
representative office include the fact that they have no registered capital requirement 
and can be very helpful in facilitating market entry by coordinating sourcing activities 
and marketing, and establishing trade ties between your parent company overseas and 
your entities based in China. ROs can also act as a liaison in matters relating to orders, 
shipping payments of taxes, repatriation of money and so on. In a less tangible way, 
they can offer a sense of the domestic market and help determine whether China‟s 1.3 
billion people and its complex business and legal structure are profitably navigable for 
your company. 
 
One thing to note is that from January 1, 2010, ROs are no longer exempt from 
corporate income tax in China. A circular issued by the State Administration of Taxation 
on February 20, 2010 explicitly stipulates that ROs must pay corporate income tax on 
their taxable income, as well as sales tax and VAT. 
 

Joint Ventures 
 
Forming a joint venture in China can be a successful endeavor as long as each side's 
goals, contributions and responsibilities are mutually understood. It's crucial for foreign 
investors to identify their reasons for creating joint ventures and to identify whether 
their Chinese partner is capable of fulfilling them. The popular Chinese idiom “same bed, 
different dreams” has become the failed joint venture's mantra. 
 
Encouraged industry 
Whether or not you need some form of Chinese involvement as a JV partner, or whether 
you can in fact “go it alone” with a WFOE, depends on your industry sector as defined in 
the Foreign Investment Catalogue, last released in November 2007 by the Ministry of 
Commerce and the National Development and Reform Commission. The complete 
Catalogue is available on the website of Ministry of Commerce. 
 
Types of JVs 
There are two types of JVs in China: the equity JV and the cooperative JV, sometimes 
known as the contractual JV. They may appear similar on the surface but have different 
implications for the structuring of your entity in China. There are significant operational 
differences between the contracts and laws governing EJVs and CJVs, including in terms 
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of liability status, management structure, contractual obligations, capital contributions, 
profit sharing and equity ratios, and reclaiming capital investment. 
 
 

Wholly Foreign-Owned Enterprises 
 
The wholly foreign-owned enterprise has become the investment vehicle of choice for 
the international investor wanting to engage in the manufacturing, service or trade 
sectors in China. In addition to the WFOE‟s expansive business scope, its unrivaled 
popularity arises from a variety of other factors: 100 percent foreign ownership and 
control, Security of technology and intellectual property rights, Self-developed internal 
structure, Insertion of existing company culture, Profit repatriation and Domestic sales.  
 
When structuring your WFOE, be mindful of the following: 
 
Business scope 
 
You need to ensure your business scope is accurate and genuine. Though the requisite 
administrative government offices will quickly pass your proposed business scope, the 
process is not yet complete. Your proposal will then make its way to the state and local 
tax bureaus, and they will also thoroughly check your application. Any attempts to fool 
the tax bureau into thinking you are producing one thing when you are actually 
producing another will inevitably fail. WFOEs can only operate within the business scope 
approved by the authorities. The business scope article within your articles of 
association will define exactly what your company is going to do. If you are going to be 
selling your product domestically, be sure to mention China‟s required compliance with 
the WTO treaty. This will allow easier access to the domestic marketplace. Also, your 
business focus must be clearly indicated or problems with the tax bureau and customs 
will arise when seeking due tax refunds. This does not mean your WFOE must be one-
dimensional, but that you must be honest and prescient when planning your operation. 
Setting up a WFOE, beyond being a complicated approval process, is also a lengthy one 
due to the requisite translations and multiple bureaucratic departments. 
 
Minimum capital requirement 
 
Registered capital requirements are used as an entry barrier to ensure foreign-invested 
enterprises are of sufficient quality and financial strength. 
 
The absolute legal minimum capital requirement for a multiple shareholder company is 
RMB30,000 but immediately jumps to RMB100,000 for single shareholder companies. In 
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reality, however, the minimum capital requirements vary drastically depending on 
location and industry. People are often duped into attractive but untenable minimum 
capital requirements proffered by local magistrates trying to meet their quotas. This will 
lead to complications with the central and local tax bureaus, both of whom will be 
intimately involved in your business life. It might be helpful to note that your registered 
capital is also your limited liability. It could become a deal-breaker if a potential client 
wants to do business but cannot determine whether or not you are sufficiently 
capitalized. 
 
The payment schedule of the WFOE registered capital needs to be specified in the 
articles of association. The investor may choose to pay it as a lump sum or in 
installments. Injections of cash and plant equipment take place after the WFOE license is 
approved, making it a no-risk investment in terms of money up front. 
 
Working capital 
 
The amount of working capital required until a business is self-sufficient is often 
underestimated. When the time comes, do not simply put in the minimum registered 
capital requirement during initial capitalization as you may later find the business is 
under-capitalized, unable to afford bills and out of funds. 
 
Injecting capital is costly in terms of time and money. Any money sent to make up an 
operational shortfall that does not follow the government's business cash injection 
protocol can be subject to the 25 percent corporate income tax. Err on the side of 
overfunding. It is an operational cash flow issue, not a regulatory licensing matter. Bear 
in mind that newly established foreign businesses in China must still make a tax deposit 
to customs for VAT and remit duty on initial imports, usually for a period of about six 
months. Many new businesses do not cater for this as initial working capital (as part of 
their registered capital requirements), leaving them short of cash later on. Again, factor 
in your working capital requirements as your registered capital amount as opposed to 
any „minimum‟ suggestions. 
 
Total investment 
 
Registered capital and total investment figures are both required during the application 
procedure. The total investment is the amount necessary to realize the company's 
operations, while the registered capital is the equity pledged to the local authorities. 
The difference between registered capital and total investment represents the debt of 
the investment and can be made up by loans from the investor or foreign banks. Pay 
attention to the relationship between registered capital and total investment in case 
you need to obtain further debt or other financing from your holding company or other 
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financial institution. Keeping this window open will cost you nothing, but closing 
yourself off from further financing by equating registered capital and total investment 
may leave you handcuffed. 
 
It is crucial for the investor to understand the importance of minimum registered 
capital, total investment, and working capital; but beyond that, basic investment criteria 
remain the same. The government will look at the general viability of the project and 
create a reasonable cash requirement for the particular type of investment.  
 
 
When should to set up a WFOE 
 
After gaining some business experience in China it may become clearer that it is time to 
set up your own operation and start taking control and ownership of your activities.  
So when is the right time to open a WFOE? 
 
a) When you have a decent market share and stable income through your own 

business. 
b) When you have several employees that know your business, have proved to be 

loyal and professional and are able to take on additional management challenges. 
c) When you can identify an area where you feel you should have a stronger 

presence: near your clients, near your suppliers, near your competitors etc. 
d) When you come across a business activity that requires that you present your own 

business license and not use a third party’s business license – e.g. government 
tenders. 

e) When your products require a complicated license which takes a long time, a lot of 
money, or both to obtain, therefore being a waste of time and money to register it 
under a third party and later transfer to your own WFOE. 

 
When you want to set up a comprehensive ecommerce structure that requires that you 
own your own ICP, open your own local bank account and have the right license to 
collect payments in China and transfer funds overseas
 

Foreign-Invested Commercial Enterprises 
 
Previously, foreign companies were restricted in their abilities both to purchase 
domestically and then re-sell domestically in China. The 2004 Measures for the 
Administration of Foreign Investment in the Commercial Sector liberalized China's 
distribution and retail sector, permitting foreign-invested commercial enterprises to 
conduct the following activities: 
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� Import, export, distribution and retailing 
�  Retailing – selling goods and related services to individual persons from a fixed 

location, as well as through TV, telephone, mail order, Internet, and vending 
machines

� Wholesaling – selling goods and related services to companies and customers 
from industry, trade or other organizations 

�  Representative transactions on the basis of provisions (agent, broker)  
� Franchising  

 
 
A FICE brings 
the control needed to secure quality, service level and bring you closer to your suppliers 
as well as enable you to invoice your clients in Chinese currency. 
 
There are limitations, however. A FICE cannot change the nature of the product but only 
sell what it has purchased. Additionally, certain products – such as books, periodicals, 
newspapers, automobiles, medicines, salt, agricultural chemicals, crude oil, and 
petroleum – face some ownership barriers. Namely, if a foreign investor in China has 
more than 30 retail stores that distribute products such as books, magazines, processed 
oils from different brands or suppliers, the foreign investor‟s share in the retail 
enterprise is limited to 49 percent. Other than those products specified in the relevant 
regulation on FICE, there are no limitations on ownership share or retail units. Foreign 
investors interested in international trade should also know that FICEs can now obtain 
their own import/export license. Obtaining additional licenses for importing and 
exporting specific goods may be difficult, however in certain cases, it is necessary.  

Establishing a FICE 
 
The establishment process for a FICE is very similar to that of the WFOE. However, FICEs 
do not have to file an Environmental Protection Valuation Report as they do not 
manufacture or process. Also, FICEs are required to obtain a special Import-Export 
License Record with the local branch of the Ministry of Commerce. As with the WFOE, 
special care also needs to be given to the articles of association. 
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Incubation models for sales operations 
 
There are many service companies that provide a specific service such as serviced office 
companies, logistics companies, staffing and dispatch companies and accounting firms. 
Each one of them specializes in one aspect of the business. However, instead of 
managing several service providers, another option is to look for sales incubators that 
are providing all of the above services under one roof. 
Whichever service provider you choose, it is important to check for references from 
other foreign companies concerning the quality of the service. That way you can be sure 
that you choose a reputable service provider who has deep experience in working with 
foreign companies and overcoming the special challenges that await them in China. 
 

Industrial parks in China 
 
There are a huge number of industrial parks that have been built in China in the past 
few years and they are all eager to attract foreign investment – something that is usually 
backed heavily by their local government. In order to achieve this, they offer many 
incentives to attract foreign companies including everything from free rent to reduced, 
or no, tax in the first few years. Some also offer a grant or flexible loan to make it even 
more appealing for a foreign company. 
Many foreign companies are falling into this trap and are choosing a park with the 
supposedly larger benefits, only to find out later that the benefits are not that useful 
and, on top of that, they have set up an entity in a park that cannot meet their needs. 
 
 
Before signing on the dotted line with an industrial park you need to check the 
following: 

a) How many foreign companies are established in that particular park? You don't 
want to be one of the first and you should talk to all of the other foreign companies 
to learn about their experiences with the park management and/or the local 
government. 
b) Can you hire skillful employees in that area? Depending on your needs, you need 

to make sure you can hire the right people for your entity whether they are 
factory managers, mid-level line managers, engineers, QC people, workers, 
finance people, or HR specialists etc. 

c) Do the local government or the park authorities provide you with assistance with 
setting up the entity, managing work permits for foreigners, obtaining special 
licenses (environmental assessment, CFDA etc.), tax filing and getting tax benefits 
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etc? If you need to do these by yourself or will have to hire a local agency, go to 
another park. Many parks that have experience with foreign companies have a 
great support mechanism in place to make life a lot easier for them. If the park 
you're considering doesn’t have this infrastructure, no matter how good the 
benefits are, you will suffer a huge loss of time and money trying to solve the 
issues you will encounter. 

d) Check the terms and conditions of the grant or loan: what are the milestones that 
must be reached to receive the grant? When and how do you need to pay back 
the loan? What are the restrictions on the use of the money? What is your 
commitment to the park and for how many years? 

e) Is your industry suitable for that park or are there any restrictions in place that 
you may only discover after you have already signed a contract? 

f) How is the logistics infrastructure for moving goods, parts, and products in and 
out of the park? What is access to highways, railways, ports, rivers like etc.? 

g) Suitable living conditions for foreigners: if in the future you want to hire a foreign 
manager or staff is there international clinics and schools, plus decent hotels, 
supermarkets, and restaurants etc. in the area? 
  

Incubation models for manufacturing 
 
In order to avoid the challenges that are mentioned above, it is recommended you find 
an incubator for factories that can provide support in its entirety for the new factory, 
thus making it a lot easier, cheaper and quicker to set up a production or assembly line 
in China.  
Most industrial incubators are located within the above mentioned industrial parks and 
therefore enjoy the same benefits that the park offers, and sometimes even much 
better incentives. 
The infrastructure at the incubator already exists. Licenses, permits, safety regulations, 
electrical power infrastructure, waste treatment, and access to water, air pressure and 
other basic requirements that a factory needs are already in place for the other factories 
in the incubator. Shared facilities and shared services can avoid the need to hire a 
person for roles within the factory such as an HR manager, financial manager, QC/QA 
staff, purchasing people, warehouse and logistics people, import/export agents, and 
staff for the canteen and recreational areas etc. 
A newcomer to the incubator will need to focus only on his own business and will be 
able to set up his own assembly/production line according to his actual needs at that 
moment. Later, if necessary, it will be possible to expand within the incubator or move 
to a new building with the support of the incubator’s team. 

Employment in China and Recruiting Staff 
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The historically cheap cost of China's huge labor force is rising rapidly, almost exceeding 
the country's rate of economic growth. Average wage (including approximately 50 
percent mandatory social welfare) is RMB 2,250 per month, with the highest minimum 
wage in Shenzhen, followed by Zhejiang province, Guangdong, and Shanghai. 
 
In addition to cost, believe it or not, labor supply is an issue for types of workers in 
China. Companies find easier to recruit blue collar workers and administration staff, but 
more difficult to recruit bilingual engineers, sales people and middle management staff 
in China than in Europe. Ease of recruitment varies geographically as well; while there is 
an abundance of available unskilled workers in the interior, coastal first tier cities, such 
as Shenzhen and Shanghai, are starting to experience a shortage of labor, which is 
expected to put further upward pressure on wages. This is true vice versa as well, as it 
can be difficult to recruit skilled labor (such as trained engineers) in the interior cities. 
 
Retaining qualified personnel is seen as equally, if not more, challenging in China than in 
Europe. In their attempt to build stronger company loyalty and to counter the threat of 
losing qualified people, firms offer deferred bonus payments, special rewards like 
housing allowances and mortgages for longer serving employees, early promotions, 
external training programs, and other incentives. 
 
Finding skilled and English-speaking professionals in China can often be a difficult 
exercise without the help of reliable local knowledge and expertise of the candidate 
market. 
 
In principle, any company located anywhere in the world may employ a Chinese person 
to physically work in China. However, unless the employment contract is entered into 
via an invested entity on the Chinese mainland it will not be regulated by relevant 
Chinese legislation. The company will be unable to make mandatory benefit 
contributions to the employee in China and unable to deduct individual income tax 
before paying salary to the employee. Most employees would like to enjoy the 
protection of their country's labor law, which is very protective of employee rights. 
 
Thus, in certain cases the most practical way to employ staff in China is to incorporate a 
Chinese corporate entity. This applies to cases in which establishing a corporate entity is 
not preferable, in cases in which it is not desirable to enter into a direct labor contract, 
and in cases of ROs (which do not have the ability to hire staff directly, as employees 
cannot bring claims against an RO). 
 
Chinese staff can be outsourced or can be “seconded” from an employment agency, 
which will take the title of official employer. The most commonly referenced term to 
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describe second ment agencies is FESCO (Foreign Enterprise Service Company), a 
descriptive label used by dozens of local HR companies around the country. Other 
agencies include CIIC and STAR. 
 
Foreign staff should have an employment relationship with the parent company abroad, 
and any disputes should be settled under the laws of that country. 

Employment Peculiarities in China 
 
Keep in mind that Chinese Labor Law is designed to protect the employee. Among other 
stipulations, it includes very detailed regulations on contracts, so consult a professional 
on this matter. 
Peculiarities of employment in China include the Dangan and the Hukou, which each 
add a layer of bureaucracy into the hiring of staff and have a tangible effect on the total 
cost of employment, and the huge nationwide All China Federation of Trade Unions. 
 

� A Dangan is a personal file containing details of a person‟s life, education, and 
career. An employer is responsible for updating and holding this Dangan or 
paying a government sponsored job center or HR agent to do so.  

� A Hukou is a kind of domestic passport that designates a person‟s home. The 
Hukou system can have a dramatic influence on the day-to-day activities of 
Chinese, including on social security benefits and the ability to purchase property 
and travel abroad.  

� As a country with a long socialist history, it would be natural to assume that 
trade unions would wield a significant amount of power within China. The single, 
centralized organization called the All China Federation of Trade Unions (ACFTU) 
is an organ of the Communist Party of China and, strictly speaking, companies 
with over 25 employees are supposed to establish their own chapter of ACFTU 
specifically for their company. Many companies take the view that this should 
only happen if there are requests from staff to form such a union. Aside from 
protecting the interests of the employees in the event of any dispute, there is 
generally minimal interference from the local chapter of ACFTU in the internal 
operations of a company.  

 

Payroll 
 
Minimum salaries in China are rising…rapidly. Thirty provinces in China raised minimum 
wage in 2010, with increases averaging 22.8 percent nationwide. In the first month of 
2011, Shanghai, Beijing and Tianjin announced increases to the minimum wage of 10 
percent, 18.6 percent, and 16 percent respectively.  
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While minimum salaries are typically around RMB1000/ employee/month, employers 
also need to take into account social security and overtime payments, which can be 
quite costly. 
 

Minimum Salary  
 (RMB/employee/month)  

 
 
 
 
 
 
 
Overtime 
 
In China, employees are grouped into three different systems: 
� Standard work hour system   
8 hour working day, 40 hour normal work week  
� Comprehensive work hour system   
Working hours calculated on a set period over which the average is approximately that 
of the standard work hour system; requires special government approval  
� Non-fixed work hour system   
Overtime not calculated; requires special government approval  
 
Overtime payments in China can be quite steep – 150% of basic hourly salary for 
weekdays, 200% for weekends, 300% for public holidays under the standard work hour 
system.  

1300 Guangzhou  
 

1st Tier Cities (East, South) 
1160 Beijing 
1120 Shanghai 
1100 Shenzhen 
1100 Ningbo, Zhejiang 
960 Nanjing, Jiangsu  

2nd Tier Cities (East) 960 Hangzhou, Zhejiang 
900 Wuhan, Hubei 
870 Chongqing  

 
 
 

2nd Tier Inland Cities 

850 Taiyuan, Shanxi 
850 Changsha, Hunan 
850 Chengdu, Sichuan 
800 Zhengzhou, Henan 
760 Lanzhou, Gansu 
760 Xi'an, Shaanxi 
720 Hefei, Anhui 
720 Nanchang, Jiangxi 
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More and more companies are turning to third parties to handle their payroll in China 
to increase efficiency, accuracy, and confidentially of salary information – the later not 
fully accepted among many Chinese staff – in addition to decreasing liability through 
incorrect filing and staffing costs (HR/IT/managerial resources).
 
Social Security 
 
Both employee and employer must make contributions to social insurance funds in 
China (also referred to as mandatory benefits), of which there are five – pension, 
unemployment, medical, occupational, and maternity - plus a housing fund. The 
required minimum contributions vary regionally and in higher regions may come to 
approximately 50% monthly salary – not an insignificant figure!  
It is generally the case that the employer is responsible each month for withholding the 
contribution of the employee from gross salary, and making their contribution together 
with that of the employer.  
There are also variances in minimum employer welfare contributions based on the 
employee's residence registration, or Hukou, as well as based on how much the 
employee chooses to personally contribute to the housing fund (distinguished in the 
table below as low and high contributions).
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                     Minimum Employer Welfare Contribution 
(% monthly salary/employee/month) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

March 2011, Source: Analysis & Compilation of Social Insurance Policy & Legal Benefits of China, 2010 
Edition, Expo Group, Shanghai Foreign Service, Co. Ltd 

 

Applying for Work Visas and Related Documentation 
 

A lot was written prior to the Beijing Olympics about China's restriction of visas for 
foreigners doing business in the country. As the Olympics have passed, the restrictions 
are likely to remain in place for 2009. China has various anniversaries to contend with, 
such as the 50th anniversary of the Dalai Lama's departure to India, and the 20th 
anniversary of the Tiananmen Square demonstrations. These will result in heightened 
domestic security measures during the year and will impact on the type of foreign 
involvement China wants in the country during this time. Visa issuance will be 
affected. Applications for employment visas and residence permits will become more 
stringent. In this article, we look at how to apply for an employment and residence 
certificate in China, the current documentation needed, and new requirements that 
are being put in place across the country. 

 
The process of applying for employment and residence certificates in China can be 
roughly broken down into four steps: the Alien Employment License application; the 

    (Low) (High)  
    (%) (%)  
 1st  Tier  Cities  Guangzhou 33.45 48.45  
 (East, South)  Beijing 44.3 44.3  
   Shanghai 44 44  
   Shenzhen 30.6 30.6  
 2nd Tier Cities  Nanjing, Jiangsu 40 44  
 (East)  Hangzhou, Zhejiang 37 41  
   Ningbo, Zhejiang 33 40  
 2nd Tier Inland  Wuhan, Hubei 37.7 41.7  
 Cities  Chongqing 31 39  
   Taiyuan, Shanxi 39.45 39.45  
   Changsha, Hunan 35.1 42.1  
   Chengdu, Sichuan 35.72 41.72  
   Zhengzhou, Henan 40.5 42.5  
   Hefei, Anhui 35.2 50.2  
   Nanchang, Jiangxi 37.2 41.2  
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Employment Visa and Residence Permit Notification application; the Alien 
Employment Permit application; and the Residence Permit application. 

 
Alien Employment License 

 
The Alien Employment License is a document that states that a foreigner is allowed to 
work in China. It is needed to apply for an Employment (Z) Visa Invitation Letter from 
the Ministry of Commerce. An invitation letter is needed to apply for an entry visa that 
can be converted into a work and residence permit. While in the past it was common 
for F visas to be converted into work and residence permits, currently most cities 
require an applicant to obtain their Z Visa from their country of residence (their home 
nation or country where they possess legal residency). The following documentation 
must be submitted: 
� Application for Employment Permit for Foreigners  or Valid passport 
� Copies of the health certificate issued by the Entry-Exit Inspection and Quarantine 

Authority*  
� Copies of the Industrial and Commercial Business License (duplicate)/Registration or 

any other governmental instrument of ratification 
� Reasons for employment 
� Credentials required for job 
� Curriculum vitae of foreigner to be employed o Letter of intention for employment 
� Criminal record check**  
 
* This can vary from city to city and even nationality to nationality; some nationalities 
do not need this certificate prior to obtaining their entry visa.  
 
**This is a relatively new requirement that is not yet implemented in every city in 
China. We suspect that in the near future, it will become a standard requirement in 
China. For more information, please see box insert on page 7.  
 
Notification for Application of Employment Visa and Residence Permit 
 
The Entry-Exit Administration of the Public Security Bureau in the city where a foreigner 
wishes to work and reside must issue this notification before an Alien Employment 
Permit will be issued. The following documentation must be submitted by the 
employer: 
� Employment license 
� Valid passport of the applicant (copies of main pages and valid visa shall be 

attached)  
� Application for Residence Qualifications of Working Foreigners in China (with 

photos)  
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� Two copies of the Industrial and Commercial Business License (duplicate) 
� Temporary Accommodation Registration off the applicant (from local police station 

or hotel where applicant is residing)  
 
Alien Employment Permit 
 
The Alien Employment Permit allows foreigners to work legally in China. It is usually 
valid for one year and must be renewed annually. The following documentation must 
be submitted by the employer: 
� Employment License 
� Notification for Application of Employment Visa and Residence Permit 
� Copies of the labor contract or certificate of appointment (those who have a clear 

and defined position specified on the Business License/Registration or other 
governmental instrument of ratification may be exempt)  

 
Residence Permit 
 
The Residence Permit allows foreigners to legally reside within China. It is usually valid 
for one year and allows the holder to enter and leave China whenever they choose. The 
following documentation must be submitted: 
� Valid passport 
� Alien Employment Permit 
� Certificate of Verification for Physical Examination Record for Foreigner or Overseas 

Chinese �  
� Notification for Application of Employment Visa and Residence Permit 
� Interview Record of Residence Qualification Application for Foreigners  
� Chinese Visa or Residence Application form 
 
Once these four steps have been completed, a valid work and residence permit will be 
issued and the foreigner is legally able to work and reside within the People's Republic 
of China for the validity period of their permit (usually, but not always, one year). Both 
permits can be renewed prior to their expiration. 
 
The criminal record certificate 
 
Over the past few months, additional requirements for obtaining an employment 
permit in China have been instigated. These include a certification of “no criminal 
record,” to be issued by immigration agencies of foreign governments, on which an 
official statement must be obtained certifying that the applicant has no prior criminal 
convictions in his home country. Details to the extent of this documentation, applicable 
levels of criminal offense, or how it applies to long term residents of other countries, 
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have yet to be worked out. 
 
The application process varies from country to country, please check with your 
embassy for advice. 
 
Previously, the issuance of a work permit only required the provision of a contract 
between a registered company in China and the individual concerned, a full health 
check, an interview with the Public Security Bureau, registration of residency with the 
local PSB, and subsequent registration with the tax authorities and immigration 
department. These new requirements have yet to take effect nationally, with some 
municipal governments requiring the form, and others not. The criminal record 
certificate must be translated into Chinese and the Chinese versions will be considered 
the “official” version.  
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Chapter 2- Chinese Business Etiquette 
 
In order to conduct successful business in China, it is essential to observe and 
understand Chinese market and business culture. It will be naive to try to do business in 
China with a western mindset and approach. Regardless of business experiences in your 
home country, in China the right relationship (Guanxi) makes all the difference in 
ensuring that business will be successful. By achieving the right relationship, the 
organization minimizes the risks, frustrations and disappointments when doing business 
in China. Many business deals fail at the outset due to fundamental cultural 
misunderstandings. The toughest aspect of understanding a people is to understand 
their ethics, values, etiquette and protocol. As outsiders, we may miss subtle nuances 
operating within a culture and often we do not clearly understand what influences and 
drives a successful business relationship. 
 
Fortunately in today‟s modern China, people are not as rigid in their interpretation of 
etiquette. The extent of its importance depends on the type of company you are 
dealing with and your counterpart‟s personal background. 
 
Generally speaking, governmental or state-owned organizations tend to be more 
hierarchical and therefore more collective in their decision-making. In this context, 
certain business etiquette has to be followed more strictly. On the other hand, in 
businesses such as joint ventures and private enterprises, the situation is likely to be 
far more relaxed. The same also goes for the younger generation of Chinese business 
people. Many of them will have returned to China with an overseas education and 
will have almost certainly adapted to a Westernized approach to business. 
 
Below are a few aspects of Chinese business etiquette that will help you navigate 
when doing business in China! 
 
 

x The concept of 'face' �
x Business relationship (Guanxi) development �
x Business Cards �
x Meeting Etiquette ��
x Dining Etiquette �
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The Importance of the Concept:  "Face"(Mianzi) 

 
The concept of 'face' roughly translates to 'honor', 'integrity', 'good reputation', or 
'respect'. The better your reputation in China – the more face you have – the more 
power and prestige you have and more respect and deference you are shown. 
 
There are four situations that can apply to the concept of 'face': 
 
a) Lose face: If you criticize another employee or colleague in front of their peers 

they will lose face.  
b) Give face: you can give face to others through showing respect or praise them for 
doing a good job in front of their peers or superiors. By giving someone face you earn 
respect and loyalty.  
c) Save face: You should use positive criticism and deliver it in a mutually face saving 
way – privately, discreetly, and tactfully.  
d) Gain face: The Chinese usually gain face by acquiring status symbols.  
 
Rules of Thumb 
� It is critical you avoid losing face or causing the loss of face at all times; doing so will 

almost certainly end a relationship.   
� You must give the appropriate respect according to rank and seniority.  
� Resolve problems and conflicts privately.  
� Never make a statement that could embarrass or offend anyone. 

Business relationship development and Guanxi 

 
In most cases, a Chinese business relationship inevitably becomes a social 
relationship. Unlike Western business relationships that remain professional and 
perhaps aloof, with time, Chinese business relationships become social ones. 
 
The word that describes this relationship is "Guanxi" – Guanxi is the special personal 
relationship in which long-term mutual benefit is more important than short-term 
individual gain and contains the key elements of indirect relationship between two 
people through proper introduction by a third party, and direct relationship between 
two people who trust each other and the contact person. 
 
The more you share your personal life, including family, hobbies, political views, 
aspirations, the closer you come in your business relationship. Sometimes, a lot of 
time is spent discussing matters outside of business, but then a lot of time, the other 
party is also making up his mind about your deal based on how much he sees your 
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personal relationship with him. 
 
In order to facilitate the introduction process, it is crucial to gain trust and credibility. 
Working through an intermediary is crucial. This could be an individual or an 
organization that can make a formal introduction and vouch for the reliability of your 
company. 
 
Every newcomer to China hears the word “Guanxi” and quickly learns that it is a key 
element for doing business in China. Guanxi and “face” issues in China are important but 
this is not the key element that will help your business in China. Your Guanxi will carry 
you as long as the interests of the Chinese person or company are in line with yours, but 
the moment that interest is fading, no Guanxi in the world will help you to maintain the 
relationship or the business. Therefore you need to have a solid local team and use their 
Guanxi as a major force to drive the business. 
 
 
Rules of Thumb 
� Be very patient. Procedures take a considerable amount of time and are bound up 

with enormous bureaucracy.  
� Rank is extremely important in business relationships and you must keep rank 

differences in mind when communicating.  
� Never lose sight of the fact that communication is official, especially in dealing with 

someone of higher rank. Treating them too informally, especially in front of their 
peers, may well ruin a potential deal.  

� It is preferable to arrange face to face meetings rather than written or telephonic 
communication.  

� Meals and social events are not the place for business discussions. There is a 
demarcation between business and socializing in China, so try to be careful not to 
intertwine the two.  

 

Distributing Business Cards 
 
Even though a business card only contains a handful of words, it should never be 
under-estimated. A basic business card carries your company and personal names, the 
all-important job title as well as an ever increasing number of contact details. Without 
any common ground in terms of the Chinese language, this little card is of paramount 
importance in making a positive impression on your new associates so that they can 
remember who you are for later dealings. 
Rule of Thumb  
� Business cards are exchanged after initial introductions.   
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� Have one side of your business card translated into Chinese using simplified 
Chinese characters.   

� Your business card should include your job title; it is important not to undersell 
yourself. In China people prefer to speak to decision-makers. At the same time, you 
must also be careful that your position does not sound in any way superior to your 
boss   

� Hold the card in both hands when offering it, Chinese side facing the recipient.   
� Examine a business card before putting it on the table next to you or in a business 

card case   
� Do not write on them, which would be like writing on the person's face, or put 

them in your wallet, where you would sit on the card. Carry a card case for your 
purse or jacket.  

 
Although having the card in Chinese should be your most important preparation 
for your trip to China, remember: 

 
The Chinese language is a pictorial language; each character has a meaning or a set of 
meanings and combining characters can produce new connotations. In English, you 
wouldn't want to give yourself a first name of „Don‟ when you have a surname of „Key‟, 
and a similar situation could happen in Chinese too! It is important to note that some 
words have negative implications attached to them. It is a good idea therefore always to 
compile a series of positive words to convey an upbeat profile. 
 

Meeting Etiquette 
 
Meetings between foreigners and Chinese officials are structured dialogues between 
both parties. Other participants act as observers and speak only on their principal's 
invitation. The meetings begin with small-talk and ice-breakers before easing into the 
focus of the meeting. The Chinese will normally ask you to speak first, this is a ploy to 
gain the upper hand, make presentations slowly and clearly, repeating key points. 
Don't push too hard or too fast in trying to reach an agreement. Don't set deadlines, 
be patient but firm. It is imperative that you bring your own interpreter, especially if 
you plan to discuss legal or extremely technical concepts as you can brief the 
interpreter prior to the meeting. 
 
Rule of Thumb  
� Punctuality is a virtue. Just like anywhere in the world, nobody likes people being 

late. Arriving late is considered an insult and could negatively affect your 
relationship.   

� Greetings are formal and the oldest person is always greeted first.  
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� Handshakes are the most common form of greeting with foreigners.   
� Address the person by an honorific title and their surname. If they want to move 

to a first-name basis, they will advise you which name to use.   
� If you do not have a contact within the company, use an intermediary to arrange a 

formal introduction. Once the introduction has been made, you should provide the 
company with information about your company and what you want to accomplish 
at the meeting.   

� Pay great attention to the agenda as each Chinese participant has his or her own 
agenda that they will attempt to introduce.   

� Meetings require patience. Mobile phones ring frequently and conversations tend 
to be boisterous. Never ask the Chinese to turn off their mobile phones as this 
causes you both to lose face.   

� Guests are generally escorted to their seats, which are in descending order of rank. 
Senior people generally sit opposite senior people from the other side.   

� Written material should be available in both English and Chinese, using 
simplified characters. Be very careful about what is written. Make absolutely 
certain that written translations are accurate and cannot be misinterpreted.  

 

Dining Etiquette 
There is no business talk in China without at least one trip to a restaurant. Sometimes, 
a trip is made to the restaurant even before any business discussion take place! 
Inevitably, the restaurant will always be a grand one and you are likely to be hosted in 
a private room. 
 
There is an elaborate seating arrangement for a Chinese business meal. There are 
fixed seating positions for the host and the guest and then they are seated again 
according to seniority. This is a very important aspect of a formal dinner and it is 
important that you follow the rules accordingly. 
 
Rule of Thumb 

� Wait to be told where to sit. The guest of honor will be given a seat facing 
the door.   

� The host begins eating first.  
� You should try everything that is offered to you.  
� Never eat the last piece from the serving tray.   
� Be observant to other peoples' needs.   
� Learn to use chopsticks. Chopsticks should be returned to the chopstick rest 

after every few bites and when you drink or stop to speak.   
� The host offers the first toast.   
� Do not put bones in your bowl. Place them on the table or in a special bowl 
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for that purpose.   
� Hold the rice bowl close to your mouth while eating.   
� Do not be offended if a Chinese person makes slurping or belching sounds; it 

does not considered to be rude.   
� There are no strict rules about finishing all the food in your bowl; however it 

is better to leave little food on the plate. Eating everything implies you are 
still hungry.   

� The Chinese prefer to entertain in public places rather than in their 
homes, especially when entertaining foreigners.  

If you are invited to their house:   
� Consider it a great honor. If you must turn down such an honor, it is considered 

polite to explain the conflict in your schedule so that your actions are not taken 
as a slight.   

� Arrive on time.  
� Remove your shoes before entering the house.  
� Bring a small gift to the hostess.   
� Eat well to demonstrate that you are enjoying the food!  
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Chapter 3- Practical Tips for Setting Up a Business in China  

Practical tips for logistics 
 

a) China has different customs and rules to other countries around the world. 
b) HS codes and licenses that you obtained elsewhere may be different in China. 
c) Import VAT can be refunded (at least 70% and up to 100%). Anyone that tells you 

that they cannot refund it is withholding it and keeping the money  to themselves. 
d) Export VAT can be refunded depending on the type of products (between 50-80% 

normally). Export VAT claims require a very detailed and well documented 
application form. The VAT refund process can take 6-9 months. 

e) Different modes of international trade have different restrictions on procedures, 
licensing, and VAT refunds. 

f) Performing an appropriate HS code categorization is very important in order to save 
time on license issues and to avoid the numerous kinds of   customs/commodity 
inspections that may apply otherwise. 

g) Don't plan shipments before Chinese national holidays, especially Chinese New Year. 
Your goods will get stuck at a port for 2-3 weeks and storage there will cost you a 
fortune. 

h) Port fixed fees and import costs are expensive. If you bring in small shipments the 
percentage of the cost will be high. If possible bring bigger volumes and this way the 
percentage of the fixed import cost will be minimal. 

i) Try to avoid the temptation of importing into China from Hong Kong via “special” 
channels. This is smuggling and you don't want your products to be labeled in that 
category! 

j) Do not send your shipment to China before an import agent has reviewed your 
shipping documents. Any mistakes can lead to a delay in releasing the shipments 
and high storage costs. 

k) Beware of transfer pricing. China customs cannot be fooled. Avoid using an 
unreasonable transfer price or you will be risking your shipment. 

l) Invest time to get the first shipment into China right, using the most suitable HS 
code and the lowest rate. This will be recorded and it will be hard to change prices 
and HS code rulings. Don't rush into things, and don't send anything to China before 
making sure that every detailed is checked. Try to get pre-ruling BEFORE sending the 
goods out. 

m) Buy insurance for every part of the supply chain: air/sea shipment, port to 
warehouse, warehouse to client, and storage – each one of these elements in the 
supply chain should be insured. Don't trust the service providers’ (truck/railway 
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companies, warehouse) insurance as you can never be sure if their policy is 
adequate. Get your own insurance. 

n) Explore the added value of importing/exporting into a bonded area (Free Trade 
Zone). It is not suitable for everyone so check if it adds any real value to your supply 
chain first. 

o) Make sure that your wooden pallets/boxes have the fumigation stamp and the right 
documents. 

p) Used products are not welcomed in China. Try to avoid mixing used equipment with 
new, otherwise it will all get stuck at customs. 

q) Don't start the logistics process if you do not have transparency of the entire 
procedure. From your factory all the way to your client, you need to control each 
part of the process and get to know who handles each segment. Don't rely on 
subcontractors that you do not know. 

r) You can review China HS codes in the following link to get some idea. http://hs.e-to-
china.com/http://chinahscode.com/ 

 

Practical tips for HR 
 

a. Don't employ people illegally. If you operate illegally in China your employees may 
feel comfortable working in an unethical fashion for you. 

b. Legal employment means that you need to sign a labor contract (format under China 
labor per law) with the employee within one month after enrollment otherwise the 
employee has the right to claim double pay. If a contract is not signed or renewed 
within one year, the employee can ask to sign an open contract. 

c. If you begin operating illegally in China, even if the risk is mainly on your employees, 
when you employ people illegally, you are risking your brand and future activity in 
China. 

d. Get a professional in HR management to review the employment agreements and all 
other HR documents such as termination letters, CVs, job descriptions, and ID copies 
etc. in case of any future potential disputes. 

e. Signing a 3 year contract with a 3-6 months’ probation period is helpful in delaying 
the moment you need to sign an open contract with the employee. (The third time a 
contract is renewed, it becomes an open agreement.) 

f. Signing an agreement with an end date allows you to terminate the employment of 
an employee simply by not renewing the agreement, without need for complicated 
termination procedures however you still need to pay the employee compensation. 

g. Do not terminate employment of an employee without consulting with an HR 
expert. Not following Chinese labor law regulations could cost you a lot of time, 
money and stress. 

http://hs.e-to-china.com/
http://hs.e-to-china.com/
http://chinahscode.com/


 

29 

 

h. Keep records of every HR related issue and communication that can support your 
case when you face employees. Try to get everything in writing. If you have an oral 
discussion with an employee, summarize it and send it to him/her by email. It would 
be preferable if he/she signed it. 

i. Keep a record of leave days, sick leave, and time of arrival and departure to and 
from work for each employee. If the time comes to terminate them, you will need all 
of this evidence. Also, unused leave days equal a lot of money in the dismissal 
process. If you don't record this properly you may need to pay a much higher 
amount when you dismiss an employee. 

j. Do not help your employees avoid taxes. It will be your responsibility if the tax office 
finds out. 

k. HR policies change frequently and therefore you will need to update your HR 
knowledge from time to time or use a professional HR consultant to assist you with 
this. 

l. Conduct some investigation into the job market in your industry to get some idea 
about the labor cost such as: gross salaries, salary structure, benefits structure etc. 

m. Build a performance evaluation system which will help manage an employee’s 
performance, especially if the result relates to payment. 

n. Starting with the “right” employee is very important when starting a business. Not 
only should the work experience, English level and any existing clients be evaluated, 
but also personal character and qualities are crucial to consider, and often 
overlooked in interviews. 

 

Practical tips for Finance 
 

o. When starting your operation in China prepare a 3 year budget. Consult with other 
foreign managers who are or have been operating a business in China. You will learn 
from them that your budget should be a lot higher than what you initially thought. 

p. When hiring people, take into consideration not only their salary cost, but also social 
benefit costs, 13th salary which is very common (and sometimes 14 and more), a 
large traveling and entertainment budget, plus extra for those unexpected expenses 
that often occur in China. 

q. Introduce to your team clear financial rules with regards to personal expenses, 
traveling, reimbursements, allowance limits and so on to avoid surprises later. 

r. Have a Chinese person check all the tax invoices to make sure they match travel 
plans and yearly targets. 

s. When setting up a company, think very carefully about the different positions that 
need to be distributed: a Legal person, directors, and GM all have specific 
responsibilities and liabilities. You need to have the right people in each position. 
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Consult with experts. 
t. Create clear payment rules and a work flow for use of company stamps. 
u. Don't give all of the company stamps to one person. Company stamps in China have 

the ultimate power to do things on behalf of the company. Don't give a single person 
all of this power. 

v. Don't let an unqualified person run your bookkeeping and daily accounting. Even if 
you have very little activity it is better to let a professional company do that than 
allow a junior person to make mistakes that could cost you dearly or get you into 
trouble. 
If you buy from a supplier on a regular base and suddenly someone ask you to 
transfer payments to a new bank account do not pay before you check with a 
trustworthy source in the supplier’s company that the bank change is indeed true. 
 

Practical tips for Marketing 
 

a) The Chinese market is big and therefore you may need to segment your customers 
based on industry, tiered cities and even geographic locations as a consumer in 
North East China may have very different behavior to a consumer in South West 
China.  

b) Doing market research is always good before your entry into the Chinese market it is 
also very important to refer to experienced specialists such as veteran sales people 
who worked in such market for several years, as they have real experience with 
establishing sales channels in this particular market.. 

c) When you have a good understanding of the market through market research and 
references, make your marketing strategies for the short and the long term. For 
certain industry. 

d) Online Marketing tools are different in China. The tools that you use elsewhere are 
useless in China. (Google, Facebook, Twitter, YouTube and others are blocked and 
can’t be used). 

e) Become familiar with WeChat, as this is the SUPER APP that penetrates deeply in 
almost every Chinese daily life; more importantly, it has become a much more 
powerful and effective marketing and advertising tool for brands and companies. As 
of Q2 2016, the amount of active WeChat users has already reached 806 million! 

f) Celebrities and KOLs are influential especially for the B2C sector. Consumers listen to 
what these people recommend to buy. However be selective in terms of online 
platform to promote and do careful check for the KOLs as sometimes they have 
“fake” or “dead” followers.  

g) When using a service provider for executing your marketing plan, make sure they 
have good references and people who can communicate well in English. 
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h) Buy your domain name as soon as you start thinking of your China activity, 
otherwise someone else will buy it and will try to sell it to you later. 

i) When you buy a domain and host your Chinese website in China you need to file for 
an ICP license—a mandatory filing requested by the Chinese Information Ministry. 
There are two types of ICP license: for commercial use and for non-commercial 
usage. This depends on whether your website visitors need to make transactions on 
your site. Either ICP licenses will require a legal entity in China to register it. You 
don't have to set up a WFOE for the ICP licenses. You can find other service provider 
who can provide you with this service. 

j) Modify your Chinese site according to the Chinese customers’ habits and tastes. 
Make sure that the content and design for the Chinese taste which in many cases is 
very different to the western taste. 

k) Optimize your Chinese site according to Baidu Spider rules, since in China Google 
tools are not working. Baidu Spider has slight different rules than Google Robust, so 
do consult experts who are specialized in Baidu SEO. 

l) Align your Online and Offline marketing strategy together 
m) Create a QR code give quick access to followers to your website, Wechat account or 

presentation.  
n) When presenting in an exhibition, place a huge version of your QR code on the top 

of the booth, so if your booth becomes busy, people could still scan you and view 
your presentation even if they move on , whilst you have tier details and you can 
deliver information to them even if you did not even meet them. 

o) Preparation for exhibition participation in China requires a lot of coordination and 
supervision with all related vendors. Plan you exhibitions well in advance (at least 6 
months and even more in some cases). If you wait for the last moment you will get a 
bad location, your goods will not be able to be released on time, you will have 
problem finding good vendors and everything will be done last moment and not 
professional.  

 
Practical tips for managing sales people 
 
Managing sales people in China is very tricky; on one hand you want a clever and 
aggressive sales person, a wild horse that is eager and hungry for the sales work, 
creative and persuasive to push your product into China but at the same time such a 
personality could lead to loss of control. Such a sales person could also do the same to 
you: sell himself to you, push you for a bigger budget and a higher salary - and if not 
treated well they can turn very easily to the competition. 
This is why you need to handle sales people with a lot of care and sensitivity. You need 
to nurture them and at the same time control them. Nurturing sales people: 
a) Good sales people cost a lot of money in China but they bring results quicker than 

cheap sales people. If you came here to sell, don't save money on sales people 
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otherwise it will take you longer to capture your market plus you’ll end up spending 
that money anyway or losing the market share. 

b) Good sales people know their value and they negotiate tough terms: high basic 
salaries, commission plans and bonuses. The more unique your industry, the tougher 
it will be to negotiate terms.  

c) When recruiting use every tool available to be sure you have the right person: 
conduct reference checks, validate as much as you can from details included in his 
CV, use a computerized test to evaluate his personality, inquire about the sales 
person in the industry, and ask for proof of the information he provides especially 
regarding previous salary. You can ask for his salary slip to confirm this. 

d) Link bonuses and commissions to results. Results in China mean money in the bank! 
e) Don't pay commissions based on signed contracts. Signed contracts are meaningless 

and can be cancelled at any time. Pay commission and bonuses based on collection. 
f) Treat your sales person well. Provide training, mentoring, frequent visits from  

headquarters, technical support, marketing materials in China, social media tools in 
China, websites that are easily accessible in China and any other tools to help the 
sales person sell better. 

g) Prepare a concrete salary raise plan so the sales person knows what to expect and 
will avoid looking for other sources of income. 

h) Prepare a large travel budget; China is big and every visit to a client costs a lot of 
money. At the same time you need to set budgets and limits for hotel rates, meal 
allowances, number of visits per month – and, especially, the entertainment 
allowance.  

i) If you don't treat your sales person right, if you don't make sure his salary is within 
the market standards he may find ways to increase his salary: 

i. Abuse the travel budget 
ii. Abuse the entertainment budget 

iii. Start selling other products at the same time or even work for a 
competitor 

iv. Start his own company and sell to his company at a  low price and 
then sell to your client for a higher price, keeping the profit 

v. Sign “fake” contracts with his network to create traffic in order to get 
bigger marketing, traveling and entertainment budgets. In the end 
these contracts will be cancelled but the sales person will have got 
extra money to build his own business 

j) Hiring an Asian manager (Taiwanese, Hong Kongese, Singaporean etc.) is not 
going to bridge the cultural gap, if anything it will make it wider. Asian managers 
may have other issues with Chinese culture and it is  complicated enough 
bridging the gaps between Chinese and Israeli culture, let alone bringing more 
cultural differences and history into this complex situation. 
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k) When your business grows in China it is natural to set up an entity. Many foreign 
companies want to give “face” to their loyal China sales manager and make him 
the GM of the company. From a good sales manager they turn him into a bad 
general manager. You need to know that managing a company in China, 
especially a foreign owned company, is complex and even a good sales manager 
is not necessarily equipped for this. Evaluate him as you would any other 
candidate for the job and don't make him your China GM automatically. 

 
Warning signs: 

a) Your sales person asked for a raise, didn't get it, and after a while stopped asking. 
This could mean that he found another source of income. 

b) Sales people selling only through 1 or 2 channels. It is impossible to have only a 
single sales channel in such a big country as China. If this happens it means that the 
sales person is selling only to his friends/acquaintances or to his own company and 
the majority of profit is lost. 

c) Traveling expenses are steadily increasing with no real results attached to them. 
d) Sales people don't provide relevant invoices related to travel plans. 
e) Sales people are sitting in the office too much: it could mean they’ve given up on 

your product and are either looking for other products to sell or building their own 
business 

f) Sales people are traveling too much to unknown destinations and places you are 
not familiar with and you don't know if you have business there. Again it might be 
that they are promoting other products while getting a salary from you. 

g) If you have a sales team and your sales manager is pushing to raise his 
subordinates’ salaries and benefits it can be perceived as him being a good 
manager - or that he is helping everyone get more benefits from the company and 
everyone is then sharing them. Also by taking good care of his team, it creates 
loyalty to him and not to the company, so if the sales manager leaves the company, 
he may well takes the team with him. What you need to do is conduct the yearly 
appraisal by yourself, despite the language and cultural barriers, and be the one 
that delivers salary increases or bonuses so you are not just the “bad guy” but also 
the good guy. This will help create loyalty to the company and to you and not your 
sales manager 

 

Practical tips for dealing with distributors 
 

Distributors can be a blessing if you know how to use them right - or a curse if you 
fail to do it correctly. Most companies find that a distributor is the easiest route into 
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the Chinese market. In some cases it is, but it can also turn into an unpleasant 
adventure. Here are some basic rules: 

a) Before coming to China make sure that your trademarks are registered or in the 
process of registration otherwise it is very likely that your first distributor will have 
already registered your products under his name. 

b) NEVER give exclusivity to any distributor or anyone in China for anything. China is so 
big and no one can promise you access to the entire country. 

c) Every distributor is selling to his captive market; his friends, network and wherever 
else he has good connections. Once he exhausts these relations he will not try to 
find more channels to sell your product, instead he will look for more products to 
sell to the same channels. So your product has a “golden period” of 1-2 years in 
which the distributor can sell to his channels. This is a good thing, but instead of 
relying on this one distributor, you need 50 like him all over China. In order to obtain 
so many distributors and manage them you need to hire a high level sales manager 
that has built and managed such distributor networks before. 

d) Divide very clearly the territories between the distributors and don't let them sell in 
each other’s territory otherwise it could be the downfall of your business. 

e) China is big but information travels fast. If you sell to one distributor with a cheaper 
price everyone in the industry will know about it very quickly and will demand the 
same price. 

f) Distributors are competing on many levels but on other levels they cooperate with 
each other and foreigners cannot understand these relationships. Do not give too 
much power to a single distributor. 

g) At the same time don't feel bad about replacing a distributor that is not performing 
anymore. He will do the same to you the moment you are not useful to him. Have 
clear goals each year and if he doesn't reach them, move on to the next distributor. 

h) When meeting new distributors conduct a reference check on them - although it is 
not easy. When participating in events that the government has organized to bring 
investors or distributors and foreign companies together, don't rely on government 
(whether the Chinese government or your own embassy) knowing how to screen 
good distributors. They have no way to do that and the responsibility is on you to do 
so. 
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Chapter 4- General information 

Frequent questions asked by foreign businessmen in China 
 

1.  What kind of options do I have when opening a new company in China?  
2.  What kind of options do I have when opening an office of my Intl' existing     
company in China?  
3.  What is The Catalogue for the Guidance of Foreign Investment Industries?  
4.  Can foreign employers hire Chinese employees?  
5. Do I need an entity in China? 
6.  What are the tax rates in China?  
7.  How should I choose a location for opening a business entity in China?  
8.  How can I locate a trustworthy Chinese manufacturer / exporter?  
9.  How can I identify a trustworthy Chinese distributor?  
10.  How should I prepare myself for a business meeting in China?  
11.  What are major things I should think about when signing a contract in China?  
12.  How can I extend my business network in China?  
13.  What governmental support can I receive while cooperating with Chinese  
partners?  
 
Q: What kind of options do I have when opening a new company in China? 
A: Foreign investors can either form legal entities in China. Legal entities that can be set 
up by foreign investors include wholly foreign-owned enterprises (WFOEs), equity joint 
ventures (EJVs), co-operative joint ventures (CJVs) and joint stock companies. Joint 
venture is allowed to carry out manufacturing and sales operation in China. It is 
permitted to sell products through its own sales network. In accordance with state 
policies and the Foreign Investment Catalogue, WFOEs are excluded in certain 
industries. Some regulations concerning foreign entities vary by geographical location, 
as some areas are under Chinese government's encouragement policy. 
 
Deciding what is the most appropriate form of investment in China, is greatly 
influenced by factors such as the investor's particular business goals and needs, 
existing and predicted regulatory limitations, tax considerations, etc. Therefore most 
investors tend to consult an experienced and industry specified consultant or law firm 
prior to committing any determination. 
 
Q: What kind of options do I have when opening an office of my Intl' existing company 
in China? 
A: Foreign investors with an international existing company can operate in the Chinese 
market through non-legal entities, which include representative offices (ROs) and 

http://www.beijing.ischam.org/business-in-china/typical-qaa#wkoo
http://www.beijing.ischam.org/business-in-china/typical-qaa#wkood
http://www.beijing.ischam.org/business-in-china/typical-qaa#wkood
http://www.beijing.ischam.org/business-in-china/typical-qaa#wkood
http://www.beijing.ischam.org/business-in-china/typical-qaa#witc
http://www.beijing.ischam.org/business-in-china/typical-qaa#cfeh
http://www.beijing.ischam.org/business-in-china/typical-qaa#wattr
http://www.beijing.ischam.org/business-in-china/typical-qaa#hsic
http://www.beijing.ischam.org/business-in-china/typical-qaa#hcila
http://www.beijing.ischam.org/business-in-china/typical-qaa#hciia
http://www.beijing.ischam.org/business-in-china/typical-qaa#hsipm
http://www.beijing.ischam.org/business-in-china/typical-qaa#wamti
http://www.beijing.ischam.org/business-in-china/typical-qaa#hciem
http://www.beijing.ischam.org/business-in-china/typical-qaa#wgsci
http://www.beijing.ischam.org/business-in-china/typical-qaa#wgsci
http://www.beijing.ischam.org/business-in-china/typical-qaa#wgsci
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branches, as well as certain CJVs. Representative offices are normally set up to carry out 
liaison work of its parent office overseas. Special tax rules are applied to representative 
offices. Another type of investment vehicle is the partnership enterprise. 
 
Deciding what is the most appropriate form of investment in China, is greatly influenced 
by factors such as the investor‟s particular business characteristics and goals, existing 
and predicted regulatory limitations, tax considerations, amount invested, etc. 
Therefore most investors tend to consult an experienced and industry specified 
consultant or law firm prior to committing any determination. 
 
Q: What is The Catalogue for the Guidance of Foreign Investment Industries? 
A: The Catalogue for the Guidance of Foreign Investment Industries is a significant 
policy measure to execute the requirement of the National Congress of CPC, and to 
guide foreign investment direction. It defines investments by three major categories: 
Encouraged, Restricted and Prohibited Foreign Investment Industries. Thus, the 
Catalogue plays an important role in China's macro control, standardize domestic 
development and bilateral trade, facilitate industrial structure, and determine the 
quality and level of foreign capital utilization. 
 
The new  Catalogue for the Guidance of Foreign Investment Industries, written by the 
NDRC and MOFCOM and approved by the state council, took effect on December 1st 
2007. 
 
Q: Can foreign employers hire Chinese employees? 
A: The majority of foreign legal entities in China may hire Chinese employees. However, 
under the Labor Law, all enterprises that wish to hire employees must sign labor 
contracts with each individual employee. As foreign investors are the number one target 
of legal and financial control mechanisms in China, they have to be in compliance with 
all the laws and regulations. 
 
A new  Labor Contract Law of the People‟s Republic of China came into effect on 
January 1, 2008. The aim of the new law is to improve the employment relationship, 
clarify rights and obligations of employers and provide more stability and security for 
the employees in the PRC. 
 
Q: Do I need an entity in China? 
A: In the past few years, setting up a WFOE has become easier and cheaper. However, 
managing a WFOE, and the liability that comes with it, remains as complicated as before 
- although many foreign companies are not aware of this. Not knowing that there are 
other options for conducting business in China means that many companies that should 
not set up a WFOE are pushed into setting one up and are wasting their time and money 

http://www.fdi.gov.cn/pub/FDI_EN/Laws/law_en_info.jsp?docid=87372
http://www.fdi.gov.cn/pub/FDI_EN/Laws/GeneralLawsandRegulations/BasicLaws/P020070831601380007924.pdf
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solving related problems instead of focusing on their business. 
Newcomers to China think that the only way to conduct the following activities is by 
setting up a WFOE (or worse, establishing a representative office - or even  worse, a 
joint venture) 
You DON’T need a WFOE to conduct the following activities: 
 Employ local employees 
 Employ foreigners and obtain visas and work permits for them 
 Sign a lease, contract or obtain office space 
 Manage the HR aspect of employees: salaries, social benefits, expense 
management etc. 
 Manage the finance flow of activity in China 
 Import products into China 
 Claim an import VAT refund 
 Store products in a warehouse or logistics center 
 Sell products and issue RMB VAT invoices (known in Chinese as fapiao) 
 Register an ICP license and set up a Chinese website 
 Register a WeChat account 
 Set up an  eCommerce store and conduct  eCommerce activity 
For each of the above activities there are numerous service companies (both Israeli and 
foreign) that can provide a service for each one of the above items. They do this by, 
using the service company’s license as described in the incubation service model for 
sales operations below. 
 
Q: What are the tax rates in China? 
A: Resident companies and individuals are taxed on worldwide profits/income (with a 
credit for foreign tax) on the national, provincial and municipal levels. Most Chinese-
source income of non-residents is taxed. VAT applies to most transactions in goods 
and the business tax to most services. 
 
On 1 January 2008 the new  Enterprise Income Tax Law, unifying the income tax 
treatment of domestic and foreign enterprises, came into effect. Further rules, 
circulars and guidance on specific taxpayers are frequently updated and 
implemented. Some regulations concerning foreign entities vary by geographical 
location, as Chinese government's encouragement policy applies to some areas. 
 
Below are some standard taxes: 
- Corporate tax standard rate: 25%  
 
- Individual tax rate: Progressive rates up to 45% (starting with 5% on monthly income of 
above 4,800 RMB).  

http://www.fdi.gov.cn/pub/FDI_EN/Laws/law_en_info.jsp?docid=76240
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- VAT standard rate: 17% (13% and 0% lower rates).  
 
- Withholding taxes: Dividends 0%; interest and royalties 10% (Rates may be reduced by 
tax treaty, as there are more then 75 tax treaties).  
 
- Incentives: Special economic zones; export, high-tech, clean-tech and 
infrastructure projects. 
 
Q: How should I choose a location for opening a business entity in China? 
A: As living costs, office space rent standards, minimum wage and average salaries, 
academic expertise, means of transportations and tax incentives vary between 
Chinese cities, municipalities and provinces – foreign investors are advised to do some 
market research and compare those parameters prior to choosing a location for their 
business in China. 
 
Generally, first tier cities are well facilitated and therefore suitable for the service 
industry, but are pricy. Second and third tier cities, especially in main land China, are 
mainly suitable for high-end production and sales centres, as they are cheaper yet have 
qualified employees and good infrastructure. Manufacturing and processing facilities 
are suitable for Special Economic Zones (SEZ's). Incentives and special benefits at such 
zones vary by favoured industries, and are located all around China. Further information 
on various SEZ's can be found in the different municipalities and provinces 
governmental websites. 
 
Q: How can I locate a trustworthy Chinese manufacturer / exporter? 
A: There are several good online search engines for locating Chinese manufacturers, yet 
most are in Chinese and do not offer any reliability documents. Moreover, not every 
Chinese manufacturer is eligible to export or import goods. Many are working with a 
Chinese trading company, and do not always inform the foreign counterpart of a third 
party involvement. Therefore, after contacting the manufacturer, you may want to try 
the following evaluation techniques:  
- Ask for the company's business and legal representative certifications directly.  
-Ask for the company's trading certification (companies established after 2004 may have 
manufacturing certification that includes trading approval). 
-Make sure that the company is legally registered through local governmental entities: 
Hong Kong based companies should be traceable through the HK Company Registration 
Office; Mainland China trading companies can be verified by the China International 
Electronic Commerce supported by CIECC (at the bottom Chinese homepage: 服务支持, 
by locations); Manufacturers should be listed at the local Administration for Industry 
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and Commerce, yet its employees usually do not communicate well in English. 
 
Q: How can I identify a trustworthy Chinese distributor? 
A: Distributors are usually hard to identify in China, and once a potential distributor is 
located – it is hard to confirm its reliability without spending money on professional due 
diligence. Agreeing upon your desirable terms of commitment with Chinese distributor 
is also not simple. 
 
Most business related search engines do not specify which companies function as 
distributors. Therefore visiting  International exhibition in China is a great opportunity 
to personally identify outstanding distributors. Another helpful way to locate a potential 
distributor is through the Chinese industrial organization of your scope of business. Such 
organizations have great influence on the local market and gladly assist in match-
making, in many cases by a reasonably payable service package. 
 
Q: How should I prepare myself for a business meeting in China? 
A: The Chinese business culture is very different from the Israeli business culture. Here 
are some tips that may assist in your meeting preparations and the meeting itself: 
- Do not expect to get clear and immediate answers from your Chinese counterparts. 
Focus on your immediate goals and leave some issues for future negotiation. Be ready 
to insist on your important issues and compromise on insignificant issues.  
-Chinese tend to come for a meeting with more people than needed. You might feel 
more comfortable doing the same. Make sure you understand who the decision 
makers are, yet give attention to people that were appointed to converse with you.  
- Token offering is a custom. Tokens do not have to be expensive at early stages, 
yet should be symbolic and well wrapped. Avoid red pens and clocks/watches.  
- Get your introduction materials translated to simplified Chinese. Try to keep in simple, 

use graphic images and catchy slogans. 
- Prepare to present your solutions in simple English. Fell free to repeat your main ideas.  
- Make sure an interpreter will be present at the meeting, and feel free to suggest 
bringing your own professional interpreter (Chinese origin is recommended). Prepare 
your interpreter by sending materials in both languages, and by having a preparatory 
talk in which you will be able to state your main targets for the meeting.  
- Give your name card at the introduction stage. Hold your name card with both 
hands, and make sure your Chinese title is facing up.  
- The terms "give face" (gei mianzi) and "lose face" (diu mianzi) are commonly used in 
China, emphasizing the importance of one's respect. Such respect can be given by 
compliments, offering expensive gifts or meaningful tokens etc. Avoid raising your 
voice, expressing anger through body language or facial gestures, especially when in 
public. Start your meeting with a polite conversation stating the similarities both parties 
have and your appreciation for China. Some ideas: both the Jewish people and the 

http://www.beijing.ischam.org/useful-links#exhibitions


 

41 

 

Chinese are well known for their business making skills as well as their passion for the 
written word. Albert Einstein is a perfect example and the most famous one of a Jewish 
man who left his signature on the world. David Ben Gurion emphasized the importance 
of China already in the early 50's, as Shanghai was the only refugee left for the Jewish 
people during the Second World War. It is customary to spend the evenings with your 
Chinese counterparts; dining, drinking and karaoke singing are among the most 
common forms of business entertainment.  
 
Q: What are major things I should think about when signing a contract in China? 
A: Since Chinese laws are often hard to enforce, try to sign a contract that applies in 
a third country that both parties agree upon. It is needless to say to make sure you 
know who you are signing the contract with and try to exchange personal details. 
Have an experienced lawyer involved in the contract signing as early as possible. 
 
Q: How can I extend my business network in China? 
A: Since political, business, academic and professional circles in China are linked to each 
other by “Guanxi” (often translated as connections or contacts), getting familiar with 
the right post-holders at the right time in order to promote one‟s interests is a 
necessity. 
 
Getting familiar with your industry's organs in China is a great tool for extending your 
business contacts. Industrial organizations have great influence on the local market and 
are usually in strong ties with the authorities. International and National events and 
exhibitions can widen your market exposure. Dinners and gatherings are often held in 
such events, and are good places to meet with decision makers, potential partners and 
business rivals. The Chinese online commerce and marketing is expending rapidly – you 
might also consider translating your website to Chinese and be mentioned in industry 
specialized portals and forums. 
 
Q: What governmental support can I receive while cooperating with Chinese partners? 
A: Unique governmental support is given to cooperating Israeli and Chinese companies, 
under the general bilateral agreement that was first signed in 1995 between the Israeli 
Ministry of Finance and the Chinese Ministry of Finance (a third agreement was signed 
in May 2010). Medium and long-term credit transactions can be financed in the 
framework of this agreement, yet the procedure requires the involvement of both 
counterparts and an approval of both governments. More information on the new 
Financial Protocol can be found  here. Israelis who wish to learn more about these 
financing support schemes should contact ASHRA. 
 
In 2008, a bilateral framework providing financial support for collaborative industrial 
R&D ventures between Israeli & Chinese companies from Jiangsu province was signed. 

http://www.beijing.ischam.org/events/past-events/321-eventpres300610
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The bi-lateral framework is jointly implemented by Jiangsu Science and Technology 
Department in Jiangsu province and MATIMOP, Israeli Industry Centre for R&D, on 
behalf of the Office of the Chief Scientist (OCS) in Israel. Israelis who wish to learn 
more about this financing support scheme should contact  MATIMOP 
(www.matimop.org.il). 
 
 

http://www.matimop.org.il/
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Israel Consulates in China      
 

                   
 

 

Location 
 

 Telephone  
   

Email 
  

Website 
    

Address 
 

 

            
 

   Number            
 

   

  

              

                
 

 Beijing 86-10-6505-      consul-   http://beijin  No. 17, TianZe Lu Chaoyang  

 Israel    sec@beijing   g.mfa.gov.i  
 

 328       District Beijing 100600  

 

Embassy 
    

.mfa.gov.il 
 

 l 
   

 

            
 

               
 

 Hong Kong 852-2821-    info@hongk   www.mfa.  Room 701, Admiralty Centre  

 Israel    ong.mfa.gov   
 

 7500     gov.il  Tower II, 18 Harcourt Road  

 Consulate      .il   
 

               
 

              

 Shanghai 86-21-6209-    mashav1@s   http://shan    Room 793 Xinhongqiao 
 

 Israel    hanghai.mfa   ghai.mfa.g    Mansion No. 55  

 8008       
 

 Consulate      .gov.il   ov.il    LouShangGuan Lu  

           
 

           
 

 Guangzhou 86-20-    info@guang   www.mfa. 19 Floor, Development Center, 
 

 Israeli    zhou.mfa.go   3 Linjiang Avenue Zhujiang  

 85130500     gov.il  
 

 Consulate      v.il     New Town  
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