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IV. trade policies by sector
(1) Introduction
1. Since the previous Trade Policy Review of China, some progress has been made in 
trade-related liberalization, especially in services, including financial services, telecommunications, and tourism.  China has been undertaking structural reform of its economy, and considers its trade and investment regime as an integral part of its ongoing structural reform strategy.  The reform aims to:  reduce reliance on heavily export-oriented (and capital-intensive) manufacturing, some sectors of which tend to be over-invested due to state-owned banks' tendency to favour large SOEs
;  increase productivity in agriculture;  and expand its services sector by, inter alia, the reduction, if not elimination, of obstacles to trade in services.
2. The outbreak of the global financial crisis in late 2008 also negatively affected incomes of China's farming population.  As a result, the gap between rural and urban living standards has tended to increase since 2008.  Rebalancing of income distribution between urban and rural areas is also one of China's main policy objectives.  The Government seeks to achieve "coordinated and balanced development" between regions by, inter alia, public spending on rural education, health, pensions, and a "minimum livelihood guarantee", as well as tax concessions in and transfer payments to the less developed regions.  Nonetheless, labour productivity of agriculture, which is an important sector in rural economies, decreased slightly in 2007 and remains about one fifth of the level in other sectors;  there is also a considerable surplus of labour in the sector;  jobs need to be found elsewhere in the economy.  China's average MFN tariff on agricultural products remained largely unchanged during 2007-09.  Tariff rate quotas are applied to some cereals, sugar, chemical fertilizers, and wool and cotton.  China continues to use state trading to manage trade of some products.  The domestic prices of some products are subject to "government-guided prices".  The Government also maintains minimum procurement prices on rice and wheat from major production areas, mainly to compensate farmers in the event of declines in market prices below certain thresholds.  As long as this protection remains in place, it may prove difficult for the Government to succeed in raising total factor productivity in agriculture.
3. China's energy sector continues to be characterized by a high level of state ownership, regulation, and limited competition.  Energy security remains at the core of China's energy strategy;  another major policy goal includes reducing energy intensity and thus protect the environment.  China aims to reduce carbon emissions per unit of GDP between 40% and 45% from their level in 2005.  Despite low tariffs, trade restrictions (both import and export) remain on energy products. Imports often require state trading and import volumes of crude and processed oil by non state-trading enterprises are limited.  To improve coordination across industries and ministries, the Government restructured the regulatory framework by setting up a National Energy Administration (NEA) in 2008; however, it remains unclear how much autonomy the NEA is to have from the National Development and Reform Commission (NDRC).  The Government also began its pricing reform on energy and resource products so that prices can reflect the market demand and supply, the scarcity of resources, and the cost of environmental damage.  

4. Manufacturing has traditionally had a greater share in trade and investment than have agriculture and services.  The Government continues to "guide" the allocation of capital and resources in the economy, including the manufacturing sector.  Export taxes and VAT rebate rates on manufacturing products continue to be adjusted from time to time.  Sector-specific industrial policies were issued at the beginning of 2009 to facilitate the development of ten sectors;  nine were manufacturing and one "logistics", and had been affected strongly by the global financial crisis.  

5. The authorities maintain that China's liberalization of services has been implemented ahead of dates envisaged in its accession commitments.  While the Government's intention is to open the services sector further to private and foreign participation as a means of boosting growth and providing alternative employment to agriculture, the pace of liberalization has been slower than that for manufacturing.  As a result, some services sectors are still subject to a high degree of state control and lack of competition.  
6. While financial reforms continue, China's capital market remains heavily dependent on loans provided by state-owned banks, which have lent mainly to SOEs.  Lack of access to external financing through the capital market, particularly for small domestic private companies, continues to result in these companies relying heavily on retained earnings (or funds raised from family and friends).  Stringent qualification requirements still apply to foreign-funded banks; these include comparatively high minimum asset requirements on sole or controlling shareholders and high minimum paid-in capital amounts, restrictions on the supply of credit-card services, and restrictions on the business scope of foreign banks branches.  Since China's previous Review in 2008, the reform to convert the Agricultural Bank into a shareholding bank has made progress.  There have been no significant changes to requirements concerning the establishment and operation of foreign insurance companies.  The stock market in China continued to develop during the period under review, and the process of converting shares of SOEs to be traded in the market has progressed.  Restrictions on foreign investment in financial services remained largely unchanged.    

7. Since 2008, China has lowered the minimum registered capital requirement in telecommunications.  It has also eliminated the approval requirement for domestic companies to be listed abroad.  Limitations on foreign participation still exist in telecommunications, maritime and air transport, legal, accounting, tourism, and postal services.   
(2) Agriculture

(i) Features and market developments

8. China is the world's top producer of agricultural products by value, with total production of about Y 4,078 billion (US$536 billion).  Despite rising value of production, the contribution of agriculture to GDP continued to decline, falling from 11.1% in 2006 to 10.7% in 2008 and 10.6% in 2009 because of even more rapid growth in other sectors of the economy.  At the same time;  agriculture's share of employment, which had increased from 39.9% in 2006 to 40.8% in 2007, decreased to 39.6% in 2008.
  As a result, labour productivity in agriculture remained largely unchanged between 2006 and 2008 at about one fifth of the level in the rest of the economy, with the result that average rural incomes fell further behind the urban average, thus contributing to a widening gap between rural and urban living standards.
  Low labour productivity in agriculture reflects, inter alia, its high labour intensity, low average size of farms, and the lack of mechanization.  The Government has been implementing agricultural reform to improve farmers' welfare and mitigate rural-urban disparities, and more recently to stimulate domestic demand in the face of the global economic slowdown since late 2008.  
9. China became a net importer of agricultural products in 2004 and international trade has continued to grow.  Exports increased by 8.7% and imports by 32.8% in 2008
;  however, agricultural products accounted for only 2.5% of total goods exports and 4.4% of imports.  China's top market for agricultural exports continues to be Japan, which accounted for 18.8% of total agricultural exports in 2008 (26.3% in 2006).
  In 2008, the main imports were soybeans from the United States and palm oil from Malaysia.

(ii) Policy objectives and administration

10. The Government's key objectives in the agriculture sector have remained those announced in the Eleventh Five-Year Plan
, such as developing agriculture through improving overall agricultural production, promoting restructuring, and improving infrastructure and services, as well as the traditional objectives of attaining food security, and of maintaining stable domestic production to protect farmers' interests.  At least 16 institutions are in charge of agriculture-related issues in China, and the main laws and regulations related to agriculture have remained unchanged since 2008.
11. The OECD has estimated that the Producer Subsidy Estimate (PSE) in China was about 9% of the value of gross farm receipts in 2007, down from 11% in 2006, but considerably higher than in 1995-97 when it averaged 3%.
  Support to specific commodities (the Single Commodity Transfer or SCT) made up about 32% of the total PSE and varied widely from one commodity to another.  Support was particularly high for:  cotton (at 43% of farm receipts);  sugar (at 35%);  and maize (at 22%).
  All product-specific support was provided through market price support.  The total value of support for production is higher because the SCT figures do not include support generally available to agriculture, such as input subsidies.
  

12. Nonetheless, the policy tools used to achieve these objectives are not always consistent and, in some cases, may be in conflict with each other.  One example is the use of export restrictions to limit the rise in domestic prices resulting from higher international prices.  This also has a negative impact on farmers' incomes, while direct payments, market price support, and input subsidies are provided concurrently.  Furthermore, input subsidies, which include fertilizer subsidies, encourage the use of fertilizers that can have harmful environmental effects.  Another concern with China's agriculture policies is the emphasis on market price support and input subsidies, which are not the most efficient mechanisms available, as a large part of the benefits is captured by suppliers of farm inputs or absorbed through higher resource costs;  these policies are more production and 
trade-distorting than alternative policies.
  
13. One major issue facing agriculture in China is structural adjustment.  The average size of farm holdings is relatively small, at 0.6 ha.  Improving productivity would require bigger farms;  although structural reform is mentioned in China's agriculture policy, the policy instruments used do not address it directly.  Increasing farm size, which is happening slowly, can be a delicate social and economic issue, as it requires fewer farmers.  
(iii) Policy instruments

(a) Border measures

Measures affecting imports

14. The average applied MFN tariff on agricultural products (WTO definition) in 2009 was at 15.2%, largely unchanged since 2007;  the authorities consider that China's tariffs on agriculture, which have been reduced since its accession to the WTO, are already sufficiently low.
  Protection varies considerably from one product to another, with higher-than-average tariffs on, inter alia, some cereals (65%-40%), sugar (50%), tobacco (57%), and some beverages (65%-42.3%).  Imports of agricultural products are subject to lower VAT (13%) than other products (17% - general VAT rate), and agricultural products produced and sold directly by small-scale farmers are exempt from VAT (on grounds of administrative simplicity).  
15. In response to high prices or to balance domestic supply and demand for foodstuffs, tariffs are sometimes reduced temporarily.  During 2008, in response to higher international prices and supply problems following the earthquake in Sichuan, import tariffs for several food products were reduced temporarily.
  
16. During the term of the Eleventh Five Year Plan (i.e. 2006-10), seeds (seedlings), fish fries and seed sources of wild animals and plants for breeding, within certain quantities, are exempted from the VAT;  this applies equally to imports and domestically produced goods.  The reason for the adoption of this exemption was not clear to the Secretariat;  presumably, it is part of government policy to provide higher quality breeding and propagation material to producers.    
17. In 2009, tariff-rate quotas (TRQs) applied to 45 tariff lines at the HS eight-digit level on wheat, maize, rice, sugar, chemical fertilizer, wool and wool top, and cotton at the eight-digit level (down from 55 lines in 2005).
  Actual in-quota imports of cotton substantially exceeded the annual quota of 894,000 tonnes.
  Agricultural products subject to state trading comprise grains (corn, rice, and wheat), sugar, tobacco, cotton, and some chemical fertilizers.  With the exception of tobacco, these commodities are also subject to TRQs;  a substantial amount of the quotas are allocated to STEs.
  Imports of tobacco remain under state monopoly.
18. Some agricultural imports remain subject to automatic licensing to monitor imports, and 
non-automatic import licences to fulfil China's international obligations and to administer TRQs.
  Automatic licensing covers, inter alia, poultry, vegetable oil, and tobacco.  On 1 August 2009, China began to apply automatic import licensing on fresh milk, milk powder, and whey in order to monitoring imports.  In addition, Chinese buyers of dairy products are required to report their imports to the China Chamber of Commerce of Import and Export of Foodstuffs, Native Produce and Animal By-Products;  the authorities maintain that this requirement is also aimed at monitoring the quantity of imports of diary products, for statistical purposes.  The general import prohibition is applied to products such as opium and ivory.  
Measures affecting exports

19. Between 1 January 2008 and 31 December 2008, the Government imposed interim export tariffs, ranging from 5% to 25% on 57 tariff lines (HS 8-digit) covering wheat, corn, rice, and  soybeans;  the authorities maintain that the objective of such measures is to conserve natural resources or to protect the environment.  On 1 July 2009, some of these export taxes were removed or lowered, including on wheat and rice.  In addition, China has in place some measures to discourage exports of ethanol and fertilizers.  
20. While China's main policy objectives in agriculture are to improve food security, and to maintain stable domestic production and prices, taxing the export of such products in order to reduce domestic prices also reduces farmers' incomes.  To compensate for the fall in incomes requires direct payments, inputs subsidies, and support for production.  Some of these policies are neither effective nor efficient (Box III.1).  Direct income support programmes for consumers, for example, may be a more efficient and less trade-distorting measure than export taxes or restrictions, although they may involve higher administrative cost.   
21. Eight agricultural products are currently subject to export prohibitions.
  Only state-trading enterprises are allowed to export for cotton, rice, maize, and tobacco.  China continues to impose global (i.e. irrespective of destination) and destination-specific export quotas.  In 2009, global export quotas applied to cotton, grains (maize, rice, and wheat) and tea, some of which are subject to state trading.  Destination-specific quotas remain in place for exports of live cattle, live swine, and live fowl to the Special Administrative Regions of Hong Kong and Macao.  
22. China has notified to the WTO that it did not maintain or introduce any export subsidies in 2007.
  Exporters of agricultural products are entitled to VAT rebates at the time of exportation;  rebates vary according to commodity and are often lower than the statutory VAT rate, which results in an effective levy on exports.
  The VAT on agricultural goods is 13%, but the "usual" export rebate rate for agricultural goods is 5%. 

(b) Internal measures

23. Agricultural production in China is supported by a broad range of programmes, including:  minimum prices for grains;  purchases by state trading enterprises;  direct payments;  favourable taxation;  input subsidies;  and preferential loans.  As noted, the actual level of support varies considerably from one product to another.  China has made no notifications to the WTO Agriculture Committee regarding the support given to the agriculture sector during the period under Review;  some agricultural support programmes were included in China's latest notification (in 2006) to the Committee on Subsidies and Countervailing Measures.
Taxation

24. China started to gradually phase out agricultural taxes in 2004.  As a result, the remaining taxes on agricultural products are the tobacco leaf tax (20% of the purchase price for tobacco leaves), the VAT (13%), the deed tax (levied when a land contract or the right to a house is transferred), urban  maintenance and construction tax, stamp tax, and farmland occupation tax (levied when arable land is used for non-agricultural purposes).  Imports of certain agricultural products, including seeds and seedlings, fish fries and seed sources of wild animals and plants for breeding, up to specified annual ceilings, are exempt from VAT.  Estimates of tax revenue forgone are not available, as the competent authorities for finance and taxation do not have such statistics.
25. In order to ensure that governments at county and township levels continue to have a stable source of revenue in the absence of revenues from the agricultural tax (abolished on 1 January 2006) and other taxes, transfers from the Central Government have been provided.  The Central Government has transferred Y 41.9 billion annually to compensate for the removal of the agriculture tax and the special agriculture tax.  

Input supports 

26. The funds provided to the Comprehensive Subsidy on Agricultural Inputs, introduced in 2006, continued to increase, from Y 12 billion in 2006 to Y 63.8 billion in 2008.  These supports are provided as an area-based payment to grain growers.  In addition, support for improved quality seeds has also increased considerably in recent years, from Y 4.07 billion in 2006 to Y 12.07 billion in 2008.  The support for quality seeds is available for wheat, rice, maize, soybeans, rapeseeds, and cotton.  The central Government also provided a further Y 4 billion in 2008 (up from Y 2 billion in 2007) for subsidies for agricultural machinery and tools.  

27. In addition to direct subsidies for inputs, China has price control programmes intended to reduce the cost of fertilizers through preferential prices for electricity and natural gas used by fertilizer producers, preferential transport prices, and exemptions from VAT and the rail construction fund.  The Government has also reduced import duties and VAT on some raw materials for fertilizers;  it charged special export taxes of up to 150% in September 2008, and at two rates, 50% or 75%, in 2009.

Direct payments

28. About Y 15.1 billion was provided as direct subsidies in 2008 (including those accorded to grain producers);  and Y 71.6 billion as general direct subsidies for grain farmers to assist them in meeting actual and envisaged changes in economic environment, such as price changes for  agricultural inputs (e.g. diesel and chemical fertilizers).   
Price controls and marketing

29. The price of some commodities remains controlled or "guided" by the Government;  these include tobacco, edible salt, and "key reserve materials" (Chapter III).
  According to the authorities, the only remaining price control in China concerns tobacco. 
30. A minimum procurement price scheme is in place for rice and wheat in major producing areas.  The Government purchases these products at the minimum procurement price when market prices fall below a certain threshold.  The Government raised the minimum procurement prices for rice and wheat twice in 2008 and again in 2009.  Purchases are made by the state-owned China Grain Reserves Corporation (Sinograin), funded by loans from the Agricultural Development Bank.  The loans are repayed with the proceeds of subsequent sales of the commodity.  The Outline of Middle and Long Term Plan for Grain Security (2008-20), which aims to increase grain output and to maintain China's 95% self-sufficiency ratio, also plans to hold a minimum of 70% of wheat and rice reserves.  

31. The state-owned China State Cotton Reserve Corporation continues to intervene in the market to stabilize prices and supply and, similarly, state sugar reserves are used to stabilize the market.

32. China's tobacco industry is subject to a state monopoly, with controls over production, marketing, and trade of tobacco products.    
Land reform and other reforms relevant to rural communities
33. Under the Real Right Law (Property Law) of 2007, farmland continues to be owned by village collectives, which extend contracts to individual households.  China implements stringent restrictions on conversion of arable land into non-arable land.  Under the current "land tenure" system, individual farmers acquire land tenure rights for at least 30 years.  Within the period of tenure, individual farmers are guaranteed their lawful rights for occupation, usage, and profits of tenured land.  According to the authorities, by the end of 2008, a majority of the farmers in China had obtained a long-term and guaranteed right to land contract and operation;  to date, more than 90% of farmers have received their operation certificates.  In October 2008, the Government decided to relax the constraints on the transfer of land-use rights and allowed exchange markets for trading such rights.  The authorities regard transfer of the rights an important element of land management and encourage these transfers;  they have allowed farmers to transfer the operation right of the land contract through various forms, including subcontracting, leasing swapping.
  This has apparently enabled farmers to transfer their land use rights more freely, and contributed to mechanization in agriculture.  It remains to be seen how the size and the nature of such transfers will affect productivity in agriculture. 
34. In August 2009, a pilot pension programme was introduced for farmers.  The programme is to provide "personal account" pensions and basic pensions to farmers currently over 60 and residing in the pilot programme areas.  The basic pension is fully subsidized by the Government.  This scheme is apparently intended to complement a three-pillar pilot rural pension programme introduced in 2003.
  Furthermore, free compulsory education was introduced in rural areas in 2007, as well as rural cooperative health care system, covering 85% of the rural population.   
(3) Energy

35. China continues to have a high demand for energy, due mainly to its rapid growth.  This increasing need for energy, combined with environmental concerns, has shaped China's energy policy.  Energy security remains the core of China's energy strategy, and the Government intends to secure energy via, inter alia, building reserves, promoting the diversification of suppliers, developing renewable energy sources, strengthening energy conservation, and improving the efficiency of energy consumption.  Other major policy goals include reducing energy intensity and thus protecting the environment;  the Eleventh Five-Year Plan (2006-10) set a compulsory target to reduce energy intensity by 20% by 2010.
  In 2008, energy consumption per unit of GDP fell by 5.2%, after a fall of 5.04% in 2007 and 2.74% in 2006.  In November 2009, the State Council announced another compulsory target;  by the end of 2020, China is to reduce its carbon emissions per unit of GDP between 40% and 45% from their 2005 level.

36. Despite the still growing importance of energy issues in China, there is currently no comprehensive law for the sector and the legislative framework continues to be provided by regulations and administrative documents rather than by laws.
  Regulatory responsibility was split between several government agencies, which impeded coordination across industries and ministries.
  Against this background, the Government has restructured the regulatory framework by setting up a National Energy Administration (NEA) in August 2008, with the intention of building an effective national-level energy institution.
  The NEA took over responsibilities from:  inter alia, the Energy Bureau under the NDRC, the Office of the National Energy Leading Group under the State Council, and the nuclear power administration of the Commission of Science, Technology, and Industry for National Defence (COSTIND).
  However, it appears that the NEA still lacks the authority to effectively coordinate the interests of ministries, commissions, and state-owned energy companies.
  It is also unclear how much autonomy the NEA is to have from NDRC on energy policy; for example, the NEA is under the administration of the NDRC, which remains in charge of, inter alia, "guiding" energy prices.  

37. China has been relaxing its investment regime in the energy sector, although the sector remains state-dominated.
  In 2005, the State Council issued guidelines (the so-called "36-clause on the non-public sector") allowing private companies (including domestic and foreign enterprises) to invest in previously restricted sectors dominated by SOEs, including the oil and gas industry.
  However, this 36-clause is not implemented evenly in China, and the state monopoly is a barrier for private competition; for example, the State-owned Assets Supervision and Administration Commission (SASAC) explicitly identified seven industries, including oil and coal, for state control.
  Also, although private companies are allowed to run refining, wholesaling, and retailing of oil, a lack of access to stable crude oil supply remains a major problem (i.e., oil imports and exploration are both controlled by SOEs).
  Thus, the oil and gas industry remains dominated by three state-controlled companies, the China National Petroleum Corporation (CNPC), China Petrochemical Corporation (Sinopec), and China National Offshore Oil Corporation (CNOOC).  

38. As in the previous Review, tariff protection on energy products is low, but their imports are often subject to state trading, and some energy products are subject to automatic import licensing.  The applied tariff on crude petroleum (HS 2709.0000) remained zero in 2009, while the tariff on processed petroleum products (HS 2710) was lowered from 5.8% in 2007 to 5.1% in 2009.  Imports of waste oils continue to be prohibited (HS 2710.9100 and 2710.9900).  Imports of crude and processed oil are under state trading, although non-state-trading enterprises can import limited volumes.  In 2009, imports of 22 million tonnes of crude oil and 11.25 million tonnes of processed oil were allowed by non-state-trading enterprises registered in China, with a registered capital of no less than Y 50 million.
  On the other hand, exports of energy products in general, including oil and coal, are restricted;  they are subject to export quotas, licensing, state trading, or export taxes (Chapter III). 

39. China does not encourage the domestic processing of products that are highly polluting or highly energy/resource consuming under "processing trade".  Most coal products and some processed petroleum products cannot be imported under bonded status as inputs to be processed under "processing trade", while some other products cannot be exported if processed under the "processing trade" regime.  However, their imports or exports are still allowed under "normal trade", that is,  if the import tariffs are paid on imported inputs.  

40. Realizing that the Government price controls had provided incorrect signals to consumers because the prices did not include the social costs of environmental externalities, and that energy has tended to be under-priced, the Government has been continuing its tax reforms and has begun pricing reforms for energy products, in particular processed oil products.
  The Government also is considering introducing an environment tax during the 12th Five-year period (2011-15).  In addition, in December 2008, China abolished six fees, including road tolls, and raised excise tax rates on processed oil (from Y 0.2 to Y 1 per litre for petrol, and from Y 0.1 to Y 0.8 per litre for diesel).  Following this, the Government started to apply a new pricing mechanism on processed oil from May 2009, under which domestic prices of processed oil are based on the average price of international crude.
  When the international crude oil price is below US$80 per barrel, processed oil is priced at the crude oil price plus "normal" processing profit;  when the international crude oil price is between US$80 and US$130 per barrel, the refineries "normal" processing profit diminishes, down to zero; when international crude oil is at more than US$130 per barrel, the Government is to take fiscal measures to guarantee supplies of processed oil, without increasing its prices.
  

(4) Manufacturing

41. Manufactured exports have traditionally been among the main engines of growth in China.  In general, manufacturing is relatively open to both trade and foreign investment.  The import tariffs for manufactured products are low, on average (for a developing country), and are mostly ad valorem; a few specific duties are imposed.  In 2009, the average applied tariff for manufacturing products (ISIC Rev.2) was 9.5% (9.7% in 2007).  They are mostly ad valorem duties, with a few specific duties imposed.  In accordance with international obligations, some manufactured goods are prohibited from being imported or subject to non-automatic import licensing (Chapter III).  Many are also subject to automatic import licensing for statistical purposes.  A few products can be imported only under state trading.  

42. Nonetheless, the average tariff for China's automotive sector was 16.2% in 2009 (compared with 15.3% in 2007), due mainly to the change in the number of tariff lines.  The tariff on auto parts and components is 10%, while most passenger vehicles are subject to a tariff rate of 25%, and motorcycles of rates between 30% and 45%.
  An automatic import licence is required from the MOFCOM.  Also, imports of complete vehicles are permitted only through four coastal ports, two terrestrial ports, and Alataw Pass.
  The importation of used vehicles, parts, and components are prohibited.  

43. A significant share of China's international trade is under the mode of "processing trade" (Tables AI.1 and AI.2), under which imports are exempted from duties if the imported inputs are processed and exported within a certain period.  With a view to lowering energy intensity and protecting the environment, some goods are "restricted" or "prohibited" from import (or export) under processing trade;  however, the import (or export) of these products is allowed provided their import duties are paid.  Further, roughly 85% of processing trade is conducted by FIEs, which have been traditionally favoured over domestic enterprises by banks.  

44. Despite low import tariffs, China's exports of manufactured products are subject to less-than-full rebate of VAT, and a few manufacturing products are also subject to export taxes (Box III.1).  The Government has been adjusting its VAT rebate rates or export taxes to control, restrict, or "manage" exports of certain products (Chapter III).
45. Since China's previous Review, the Government has been continuing with its direct intervention measures to "guide" resources into certain sectors of the economy, particularly manufacturing.  China uses industrial policies, combined with expansionary fiscal and monetary policies, to boost the development of the manufacturing sector.  For example, in early 2009, China issued industrial revitalization plans for ten sectors.  The only services sector was logistics;  the nine manufacturing sectors produced nearly 80% of China's total industrial value added and accounted for around one third of China's GDP.  These nine sectors had all been affected greatly by reduced external demand (Chapter III).  Their regulator, the Ministry of Industry and Information Technology (MIIT), along with the NDRC, intends to promote the development of these sectors by adjusting the VAT rebate rates on exports, providing preferential loans, supporting their innovation, and "guiding" the consolidation of industrial structures.    

(5) Services

(i) Overview

46. The Government has placed more emphasis on developing services by way of further liberalization of sectors, including financial services, telecommunications, and tourism.  While the presence of SOEs is considerable in key services sectors, such as banking, telecommunications, and civil aviation, and there are still significant restrictions on foreign investment and private-sector activities, China has adopted some measures to further liberalize services, particularly financial services, telecommunications, and tourism.
  China's commitments under the General Agreement on Trade in Services have not changed since its previous Review;  the authorities consider that China had already implemented some of its GATS commitments ahead of the dates envisaged, and recent reforms are part of an ongoing liberalization process since its accession to the WTO.
(ii) Financial services

47. In spite of recent developments, China's capital market is still underdeveloped.  Data provided by the authorities indicate that market capitalization in the A-share market represented 71.5% of GDP as of May 2009, compared with about 49% in 2006.  In 2008, a total of Y 5,998.4 billion worth of funds was raised by the non-financial sector, of which 83% was financed through bank loans and 17% through the issuance of government securities, and corporate bonds and equity.
  The high degree of state ownership is another notable feature of the financial sector in China.  The authorities have recently introduced various measures to strengthen supervision, and further develop the capital market, including the establishment of a new board (ChiNext) for start-up businesses, and conversion of non-tradeable shares to tradeable shares.
(c) Banking

48. Recent reforms include a recapitalization of the Agricultural Bank in late 2008 and  the start of a process of conversion into a shareholding bank in 2009;  the reform of the Agricultural Bank is still in progress.  Four new subsidiaries, 22 new locally incorporated banks and 6 new branches of foreign banks were approved in 2008, and 4 new subsidiaries, 16 new locally incorporated banks, and 3 new branches were approved in 2009.
49. The disposal of NPLs has progressed.  At the end of 2008, the ratio of NPLs to total loans of major commercial banks was at 2.4%, compared with 7.0% at the end of the first quarter 2007;  the NPL ratio of rural commercial banks is somewhat higher, at 3.9%.  At the end of 2007, NPLs of state-owned commercial banks  (SOCBs) amounted to Y 1,115 billion (about 8.1% of total loans outstanding);  they had fallen to Y 420.8 billion (about 2.8% of total loans outstanding) at the end of 2008.  In the third quarter of 2009, these NPLs amounted to Y 364.2 billion (1.86% of total loans outstanding).  The authorities maintain that the five largest SOCBs did not transfer any NPLs to asset management companies in 2008 or 2009.
50. On 1 August 2009, the Circular of the State Administration of Foreign Exchange on Issues Concerning Foreign Exchange Administration of Overseas Lending Granted by Domestic Enterprises entered into force.  It broadened the financing sources of overseas lending by domestic enterprises;  these enterprises may now decide, inter alia, the timing and number of overseas lending transactions, at their discretion, within the total approved amount of lending.  The balance of domestic enterprises' overseas lending may now reach 30% of their owners' equity (while not exceeding the amount of the enterprises' overseas FDI).
 
51. The Bank of Tokyo-Mitsubishi was approved to issue bonds in RMB in China in May 2009.  It was not clear to the Secretariat whether this was on a "pilot" or permanent basis.  
52. China does not have a deposit insurance scheme;  the authorities are currently considering the possibility of designing such a scheme.  
53. Deposits at the China Postal Savings Bank, inaugurated in March 2007, amounted to Y 2.5 trillion in November 2009.  The Bank is subject to the same laws, regulations, and rules, as well as enterprise income tax, as other banks.  According to the authorities, the bank is recognized as a community bank or rural bank with extensive outlets across the nation, especially in the countryside.
54. The main legislation regulating the sector has not changed since 2008.
  Authorities responsible for regulating commercial banks in China include the China Banking Regulatory Commission (CBRC), which is the primary authority responsible for the regulation and supervision of banking institutions as well as overseas operations of local institutions.  Its main regulatory and supervisory responsibilities have remained largely unchanged.  The People's Bank of China (PBC) is also responsible for maintaining financial stability.
  The PBC has retained some broad supervisory powers, beyond the macro-prudential control of the financial sector.
  
55. The licensing requirements and procedures, including for the expansion of the branching network domestically, have remained unchanged since China's previous Review.
  The establishment of a commercial bank requires CBRC approval and the issuance of an operating licence.  Likewise, there has been no change in the minimum registered capital requirement to establish banks, or to prudential requirements including the capital adequacy ratio (CAR).
  Commercial banks may need further authorization to supply specific services, such as derivatives and wealth management, in accordance with prudential principles and depending on the capacity of individual banks.
  Authorized commercial banks having obtained the relevant business qualification from the CBRC may conduct investment in certain financial products outside China, on behalf of both domestic institutions and China's residents.
  
56. Commercial banks in China are generally prohibited from:  trading and underwriting equity securities (unless they establish a separate subsidiary for that purpose
);  underwriting insurance policies (they may act as agents to sell insurance products
);  making domestic investments (other than in debt instruments issued by the Government and financial institutions, commercial paper, and corporate bonds issued by qualified non-financial institutions, and certain derivative products);  engaging in trust investment business, securities operations, investing in real estate other than for their own use, and making equity investments in non-banking financial institutions and entities (unless otherwise specifically decided by the State Council);  supplying financial leasing services directly (but by establishing a separate subsidiary).
  China has been gradually promoting the establishment of fund management companies owned by commercial banks on a trial basis
;  since 2008, the China Minsheng Bank Corp., Merchant Bank of China, and Shanghai Pudong Development Bank, and five large state-owned banks have obtained approval to establish fund management companies.
57. After the outbreak of the global financial crisis in 2008,  the CBRC issued rules aimed at strengthening supervision of bank lending for fixed assets and project financing, as part of China's ongoing reform of the regulatory environment for banking.  The CBRC Guideline on the Corporate Governance Reform and Supervision of State-owned Commercial Banks, issued on 16 May 2006 and currently being revised, continues to serve as a key guideline for corporate governance in banking.  The current Rules Governing Capital Adequacy of Commercial Banks, based on the 1988 Basel Capital Accord (Basel I) were issued in 2007;  the CBRC is gradually implementing the new Basel Capital Accord (Basel II).
    
58. Since China's previous Trade Policy Review, there have been no changes in the requirements (including the minimum registered and paid-up capital and total operating capital) for the establishment of a wholly foreign-funded bank (subsidiary), a Chinese-foreign joint-venture bank, or branches opened by these banks, and a branch of foreign bank.  The minimum asset requirements remain higher for the establishment of branches than for locally incorporated entities.  Pursuant to the Guideline on Risk Management of Annexation Loan by Commercial Banks, promulgated on 9 December 2008, commercial banks that meet the standards in the Guideline are now allowed to engage in annexation loan operations (those related to financing merger and acquisition transactions).
  Wholly foreign-funded and Chinese-foreign joint-venture banks may engage in the same business operations as domestic commercial banks, both in local and foreign currency.
  Branches of foreign banks are not allowed to issue credit cards;  the authorities maintain that such restrictions are for prudential reasons and consider that this is standard practice in many other countries.  Branches of foreign banks may receive time deposits of not less than Y 1 million each from Chinese citizens within China.  Restrictions concerning foreign equity participation in domestic financial institutions have not changed since the previous Review;  they are stipulated in the Administrative Measures on Equity Investments of Overseas Financial Institutions in Chinese Financial Institutions.
  Rules and regulations on opening of branches also remain unchanged;  the authorities state that the reasons for applying different treatment for domestic banks and 
foreign-funded banks are largely prudential. 
59. In addition to the sector-specific lending provided by policy banks, the PBC and other administrative authorities encourage commercial banks to adapt their lending to specific borrowers in light of relevant government policies;  loan growth may be restricted administratively.  Interest rates are subject to benchmarks, and lower and upper limits around these benchmark rates.  Banking institutions must set their rates within the limit
s.  Commercial banks are able to charge lending rates above the benchmark (but not lower than 90% of the benchmark), and offer deposit rates below – but not above – the benchmark.  Market-based interest rates are allowed in the money and bond markets, and commercial banks may charge lending rates above the benchmark (but not below 90% of the benchmark), and offer deposit rates below (but not above) the benchmark.
  The interest rate spread has been narrowing, suggesting that more competition has taken place (Chapter I).
60. A maximum interest rate has been set for certain foreign-currency-dominated deposits of less than US$3 million with a maturity of one year or less.
  The foreign currencies involved include: U.S. dollars, yen, euros, and Hong Kong dollars.  Regarding non-interest income, certain services are subject to regulated prices.
  
(d) Insurance 
61. At end 2008, there were 8 insurance groups and 112 insurance companies in China;  64 were domestic companies (31 property insurance, 30 life insurance, and 3 reinsurance), and 48 foreign companies (16 property insurance, 26 life insurance and 6 reinsurance).  The Chinese insurance market remains highly concentrated.  According to official information, the three largest life insurance companies held about 63% of market share in 2008, compared with 71.6% in 2006;  the share of the three largest non-life companies was about 64% in 2008, compared with 67.25% in 2006.  The insurance premiums of foreign insurance companies amounted to Y 39.12 billion, accounting for about 4% of the national market share.  The assets of foreign insurance companies at end 2008 totalled Y 152.24 billion, accounting for 4.5% of the total assets of the sector (up from 4.4% in 2001).  Taking into consideration the foreign-invested share in Chinese insurance companies, foreign insurance companies' total income accounted for around 24%;  33 Chinese insurance companies have received foreign investment to date.  
62. The insurance market is regulated by the China Insurance Regulatory Commission (CIRC).  The main legislation administering insurance services is the Insurance Law;  its latest amendment entered into force on 1 October 2009.
  Under the Law, all insurance companies providing insurance services in China must be registered, and all legal persons (including natural persons) or organizations in China requiring coverage in China must purchase insurance services from an insurance company registered and established in China.  Approval is required for forms and rates for products having a "bearing on the interests of the public" (e.g. public security liability insurance products), compulsory insurance products, and newly developed life insurance products.  Forms and rates for all other products, must be submitted to the regulatory authority just for the record.  Furthermore, the Rules on the Administration of Insurance Brokerage Institutions regulate insurance and reinsurance brokerage business and the Rules on the Administration of Insurance Agency Institutions regulate insurance agencies.  The Provisional Regulations on the Administration of Insurance Asset Management Companies allow foreign and domestic insurance companies to establish insurance asset management companies.  
63. During the revision of the Insurance Law, the CIRC issued a notice in September 2008 to impose a moratorium on establishing sales offices for insurance;  in accordance with a newly amended Insurance Law, the CIRC issued the Rules on Administration of Insurance Companies, which entered into force on 1 October 2009.  The Rules stipulate a certain higher entry benchmark for legal entities of insurance companies and their affiliates.  The Rules also aim to strengthen internal control of insurance companies' affiliates;  the supervision of sales offices is also subject to the Rules.  Reinsurance business is covered by the Regulations on the Administration of Reinsurance Business.
64. Insurers may engage in either property insurance (loss or damage to property, liability insurance, and credit insurance) or personal insurance (including life, health, and accident and injury insurance);  they may not concurrently provide property and personal insurance services, although an insurance company engaged in property insurance may, upon approval from the CIRC, provide short-term health and accidental injury insurance.  For establishing branches, there have been no changes to minimum registered capital requirements, or other conditions, since China's previous Review.  Foreign insurance companies may enter the market as 100% foreign-owned subsidiaries for non-life insurance and up to 50% foreign owned for life insurance.  The CIRC circular "Interpretation of Several Issues Concerning the Application of the Measures for the Administration of Foreign Insurance Institutions' Representative Offices in China", which entered into force in December 2008
, clarifies certain conditions for the establishment of representative offices by foreign insurance companies, including a  minimum asset requirement of US$2 billion.  The circular is intended to strengthen supervision of representative offices of foreign insurance companies in China.
 
65. In order to establish an insurance asset company, non-life companies must have total assets of at least Y 5 billion, while life insurance companies and insurance holding groups must have at least Y 10 billion, and companies must have engaged in the insurance business in China for at least eight years.
66. China Post Life Insurance Company Limited obtained CIRC approval to start preparatory work for establishment in April 2008, and was established on 9 September 2009, with registered capital of Y 500 million.  From a regulatory perspective, China Post Life Insurance is treated in the same way and under the same laws and regulations as other insurance companies in China;  the authorities maintain that China Post Life Insurance does not enjoy any preferential treatment in regard to supervision standards.  The new company targets mainly farmers, low-income urban residents, and migrant workers in cities;  it is subject to enterprise income tax, like other insurance companies.
(e) Securities
67. Reform to convert non-tradeable shares of SOEs into tradeable share has continued since China's previous Trade Policy Review (Chapter III(4)(iv)).
68. On fund management, at end-October 2009, 88 foreign institutions had obtained licences as qualified foreign institutional investors (QFIIs);  76 have started to invest in the securities market in China (37 licences were granted between early 2008 and end-October 2009).
  The authorities maintain that on approving foreign participation, priority is given to institutions dealing with 
long-term capital management investment, such as pension fund, insurers, and charity funds.  Guiding principles on QFII inspections were issued in 2008, with a view to strengthening inspection.  With regard to QFII's investment in A-shares, no single QFII may hold more than 10% in a listed company, and aggregate ownership of shares by QFIIs may not exceed 20%.  
69. Three service providers in the Hong Kong SAR have been allowed to make equity investments in China's futures market in the form of joint ventures.  The authorities are currently evaluating the business operations of the three companies, and studies are to be conducted on further opening the sector;  thus a moratorium on granting new approvals is currently in effect. 
70. On 23 October 2009, the ChiNext board, a new "growth enterprises board" aiming to attract innovative firms and other growing enterprises, was established in the Shenzhen Stock Exchange.  At end-October 2009, 28 companies were listed in the ChiNext, raising about US$2.3 billion.  In accordance with relevant rules by the CSRC, before starting up an account and investing in the ChiNext, investors must be familiar with the rules of "growth enterprise board", be well aware of the market risk, and have the corresponding risk tolerance. 
71. The stamp duty on the purchase of shares was eliminated in September 2008.  The sale of shares remains subject to stamp duty of 0.1% on the value of transactions.  There is no capital gain tax associated with the trading of shares.
72. As of October 2009, there were 106 securities brokerage firms in operation, 60 fund management companies, 164 futures firms, and 99 securities investment consultancy entities;  there were 8 domestic securities companies (with foreign investment) and 33 sino-foreign joint-venture fund management companies.
  More than 1,600 companies were listed on the two stock exchanges (Shanghai and Shenzhen), with a combined market capitalization of Y 12.1 trillion at end 2008.
  Reflecting the recent global financial crisis, between end-2007 and end-2008, market capitalization decreased by 64% (in RMB terms) in Shanghai.
  Market capitalization of A-shares was about 59% of GDP in May 2009, 60% of which is in shares that are to be unlocked by 2010. 
73. There are three types of shares:  A-shares, B-shares, and overseas-listed shares.
  While China's stock market has a small number of institutional investors, shares held by these investors have been increasing.  At end 2007, the market value of free-float A-shares held by institutional investors amounted to Y 4.43 trillion, or 48.71% of market capitalization of free-float shares and 13.54% of the total market capitalization in China (including non-tradeable shares and tradeable shares still 
"locked-up").  At end 2008, the market value of free-float A-shares held by institutional investors was Y 2.45 trillion, or 54.62% of free-float market capitalization and 20.21% of the total market capitalization in China.  
74. At end-September 2009, for listed enterprises that had not accomplished the reform on conversion of shares, there was a total of about 9.9 billion non-tradeable A-shares, while the total market value of tradeable shares amounted to Y 10.07 trillion.  The total market value of locked-up tradeable shares amounted to Y 9.5 trillion, accounting for around 49% of the total market value of A‑shares.  At end-December 2008, there were 235 listed companies owned by the Government, accounting for 13.73% of the total listed companies in number, and 19.74% of the total market capitalization.
75. Despite some recent development, the Chinese bond market, particularly the corporate segment, remains small and underdeveloped
, particularly the corporate segment.  There were 14 listed companies issuing corporate bonds, raising Y 28.8 billion in 2008, compared with 3 companies raising Y 11.2 billion in 2007.  

76. In China's futures market, a total of 19 products are traded in the three exchanges
, there were a total of 1.36 billion lots of transactions, for a transaction value of Y 71.9 trillion in 2008.  The products traded include agricultural products, metal products, energy-related products and chemical industry products.  Only Chinese citizens and corporations organized and registered in China may trade in these markets.  Only members of the futures exchanges are allowed to trade directly in the exchange;  trading by non-members is allowed only through authorized brokerage firms.  Transactions in overseas futures must be approved by the CSRC, and may only be used for hedging;  such transactions can only aim at sterilization.  To date, 31 enterprises have been allowed to conduct overseas futures transactions.  
77. Securities and futures markets are regulated by the CSRC.  The main legislation is the Securities Law.
  Under the Law and the Measures on the Administration of Stock Exchanges, stock exchanges are self-regulatory legal entities, providing space and facilities for, as well as organizing and supervising, the trading of securities.
 
78. Requirements for establishing a securities company have remained largely unchanged since China's previous Review.
  Under the Securities Law, a securities company must take the form of a limited liability company or a joint‑stock limited company, and must be approved by the CSRC to engage in securities business.
  The Regulations on the Administration and Supervision of Securities Firms, which entered into force on 1 June 2008 aim to improve the legal framework governing securities firms concerning, inter alia, incorporation standards, risk controls, supervision of companies, accountability, and protection of customers rights, as well as sound development of capital market.   
79. China Securities Investors Protection Fund Corporation Ltd., established in August 2005, is a state-owned company that runs a securities investor protection fund, aimed at protecting stock investors from brokerages' bankruptcy or regulatory takeover for mismanagement and misappropriation.  Since 2008, the Corporation has been expanding its functions into areas such as risk monitoring and risk control, and gradually establishing an integrated investor protection mechanism for monitoring and evaluating risk.

80. In principle, foreign suppliers may enter China's securities markets through the establishment of a new joint-venture with a Chinese partner or by taking a stake in an existing listed securities firm.
  In December 2007, China raised the foreign equity participation limit in listed Chinese securities firms to 25% (accumulated total foreign participation);  the limit is 20% for a single foreign investor, and aggregate ownership of shares by foreign companies may not exceed 25%;  under the previous requirement, no single company was allowed to hold more than 10% in a listed company, and aggregate ownership of shares by foreign companies could not exceed 20%.  At the same time, China reduced the period of continuous operation in securities required to obtain approval for foreign equity participation in such firms to five years (previously ten years).  In 2008, two joint-venture securities firms were approved, and on 1 January 2008, China allowed qualified joint-venture securities firms to gradually expand their business into, inter alia, A-share brokerage, securities proprietary business, and asset management.  The foreign equity limit for joint-venture securities firms is 33%
81. Since 2008, there have been no changes to the Measures for the Administration of Securities Investment Fund Management Companies, which regulate the establishment of domestically owned and sino-foreign joint-venture asset management companies.
  The aggregate equity limit of foreign investment (direct and indirect holdings) for joint-venture fund management companies is 49%.  Currently, 16 foreign institutions have foreign equity shares of 49%.  
(f) Financial information

82. New provisions on the Administration of Provision of Financial Information Services in China By Foreign Institutions entered into force on 1 June 2009;  they eased restrictions on the provision of financial information services by foreign institutions. 
(iii) Telecommunications 

83. Since its previous Review, China has continued to liberalize telecommunication services and promote competition in the sector;  new players and technology have been introduced and prices have come down.

(g) Recent developments
84. In September 2008, the minimum registered capital requirement was lowered from Y 2 billion to Y 1 billion for foreign-invested telecom enterprises engaging in basic telecom across the country, or across provinces, autonomous regions, and municipalities directly under the central government. The minimum requirement for basic telecommunications provided within a province, city, autonomous region, or municipality directly under the Central Government was also lowered, from Y 200 million to Y 100 million.
  At the same time, the Government eliminated the approval requirement for domestic companies to be listed abroad.  

85. The basic telecom market was restructured in 2008, and China Telecom entered the mobile telecom service market on 7 January 2009.  Currently there are three basic services providers, all providing fixed-line service, mobile telephone service, data, IP telephony, and satellite service.  

86. With a view to promoting transparency, China has been engaging in dialogues (involving meetings for questions and answers) on telecommunications with the United States, the European Union, and Japan.  

(h) Market structure
87. Penetration rates of fixed-line services decreased slightly from 28.1 lines per 100 persons in 2006 to 27.1 lines per 100 persons in 2007;  the corresponding figures for mobile telephones were 35.3 and 41.6.  There has been a significant increase in the use of Internet services.  According to the ITU's World Telecommunication Regulatory Database, as of 2008, China had granted 3 licences for local-distance service, local service, international service, mobile service, and leased-line service, respectively, 5 for satellite service, 1,257 for internet service providers, 253 for data communications, 43 for VSAT (Very Small Aperture Terminal) service, 13,894 for content providers, and 1,090 for call centres.
88. As a result of market restructuring led by the Government in 2008, China has three nationwide basic telecommunications service providers, China Telecom, China Mobile, and China Unicom, which are all state-owned enterprises.  In October 2009, market shares in the fixed-telecom market, in terms of the number of subscribers and revenue, respectively, were:  64.5% 69.9% for China Telecom, 35.5% and 30.1% for China Unicom, and the remainder for China Mobile.  Similarly, in the mobile telecom market, the respective shares were 6.7% and 5.2% for China Telecom, 20.5% and 12.1% for China Unicom, and 70.8% and 82.7% for China Mobile.  The State remains the majority owner of all the basic telecom service providers
;  however, private participation and foreign investment has been allowed gradually.  The three companies have been listed in different stock exchanges:  currently, the share of foreign ownership is around 25.8% in China Mobile, 31.6% in China Unicom, and 22.3% in China Telecom.

(i) Regulatory structure and policies
89. The telecoms sector is regulated by the Ministry of Information Industries and Technology (MIIT), which sets tariffs and tariff caps for basic services, and supervises their implementation.
  Internet activities and services are regulated, supervised, and administered by several departments, inter alia, the ministries and agencies dealing with the press, publications, education, health, drug administration, and industry and commerce.  Telecommunication services that convey radio and television programming are regulated by the State Administration of Radio, Film and Television (SARFT).  
90. The authorities consider that the MIIT is an independent regulator, independent from any telecommunications enterprises, as it is financed by State fiscal budget and its personnel are public servants.  The MIIT, the NDRC, and the Ministry of Finance jointly promulgated an announcement to encourage the recent restructuring of telecom service providers;  and the MIIT is in charge of issuing licences.  
91. Telecommunication services are subject to the Anti-Monopoly Law.
92. The regulatory structure, and legislation and regulations on telecommunications have remained largely unchanged since China's previous Review.  The Regulations on Telecommunication provide the overall legal framework for the sector.  A draft Telecommunications Law is being examined by the State Council Legislative Office.  The authorities maintain that China does not have a specific licence for "resale" of telecommunication service;  enterprises may choose how they wished to provide services after obtaining a basic telecom licence, either by establishing their own facilities or by providing services on resale basis.  
93. Three 3G licences were granted to the three basic service providers in January 2009.  The authorities maintain "technological neutrality" in granting licences, allowing telecom operators to select technologies recommended by the ITU;  China Mobile uses TDSCDMA, China Unicom uses WCDMA, and China Telecom uses CDMA2000. 
Interconnection
94. No major changes have been made to rules governing interconnection during the review period.
  A dominant carrier must not refuse requests for interconnection from other telecom service operators, and interconnection agreements must be filed with the MIIT.
  The authorities do not yet have clear standards to define "dominant carriers";  they are studying appropriate definitions in the light of progress in technology and network structure.  The interconnection rules apply equally to the three basic telecom providers.  If the operators are unable to reach a mutual agreement, they can apply to the MIIT or the relevant provincial telecom authority for mediation.   The MIIT has settled several interconnection disputes, including one in 2008 and two in 2009.  The authorities consider that the market mechanism works well in interconnection charges because all three basic service providers have extensive networks throughout China.
Foreign investment and licensing
95. Foreign investment in the sector is regulated by the Administrative Regulations on Foreign Investment in Telecommunications.  The regulations were amended In September 2008 to, inter alia, lower the minimum registered capital requirement from Y 2 billion to Y 1 billion for 
foreign-investment telecom enterprises engaging in basic telecom services across the country, or across provinces, autonomous regions, and municipalities directly under the central government;  and from Y 200 million to Y 100 million for FIEs engaging in basic telecom services within a province, autonomous region, and municipality directly under the central government.
  At the same time, the Government eliminated the approval requirement for domestic telecom enterprises being listed abroad.  The Administrative Regulations also stipulate restrictions on foreign equity participation;  foreign participation is allowed up to 49% for basic telecom services and up to 50% for value-added telecom services.
  Procedures for an FIE to obtain a licence have not changed since 2008. 
Telecommunications tariffs
96. Data provided by the authorities indicate that the average of "comprehensive telecom tariffs" dropped by 11.5% year-on-year in 2008.  There are mainly three types of tariffs:  government set, government guided, and market adjusted.
  For example, the MIIT sets tariff caps for fixed-line domestic, international long-distance telephony, and mobile domestic roaming.
  Tariffs for different telecom services vary significantly by region due to economic conditions and users' ability to pay.  The current regulatory framework for telecom tariffs includes:  Measures on the Approval and Filing Procedure of Telecommunication Tariff, the Catalogue of Telecommunications Tariffs Subject to Market-adjusted Prices, and the Catalogue of Telecommunications Tariffs Administered by Provincial Communications Administration Authorities.  The Regulations on Telecommunication stipulate that, where there is "adequate competition", prices of telecom services must be determined by the market.  Tariffs for value-added services, and services where there is "sufficient market competition" have been liberalized gradually since 2002.  In April 2008, charges were liberalized for temporary and short-term leasing of ordinary fixed-line telephone, local junction circuit, narrowband ISDN, packet exchange, voice (audio) circuit, DDN, digital circuit, and frame relay.    
97. To adjust the charges for telecom services subject to government-set or government-guided tariffs, telecom business operators must file an application with competent authorities, with copy to the competent price administrative departments of the State Council or provincial governments.  Business operators may determine and adjust their charges for telecom services within the permitted range of government guided tariffs, and those subject to market-adjusted tariffs by notifying, ex ante, such prices or adjustments, to the competent authorities.  From 18 November 2009, the charges for basic monthly line rental and for calls within the operating range of local network, both in local-wired telephone business and wireless network telephone services (also called wireless local telephone or Xiao Ling Tong), as well as permanent rented circuits, were made subject to certain price ceilings (government-set tariffs).  

98. According to the authorities, telecom service operators in China may offer preferential prices to customers, including credit accumulation and discounts, for reasons including competition and upgrading of technology.  The pricing structure for mobile telephony services is similar.  The authorities maintain that China, with its vast area and population,  requires heavier front-loaded investment in telecom infrastructure than most other countries.  
Universal service
99. Under the Regulations on Telecommunications (2000), operators must provide universal service.  A fund is in the process of being established by the MIIT, together with other ministries;  they are working on a cost structure for compensating service providers for the provision of universal service.  Meanwhile, MIIT has issued a detailed plan related to universal service requirements on operators each year since 2004.  Between January 2008 and December 2009, telephone service newly reached about 56,665 remote "natural villages" (over 20 households) and about 2,805 "administrative villages".  The proportion of natural villages in China having telephone services rose from 90.6% to 93.5% and that of administrative villages from 99.5% to 99.8% during the period.  
(iv) Transport services

(j) Air transport services

Main trade-related developments

100. During the review period, direct cross-straits flights was made possible and a number of regular flights between China and Chinese Taipei are already in operation.  There have been no other major changes to the regulatory framework for air transport services.  Nonetheless, the authorities consider that China has always been committed to opening up its market for civil aviation;  the scope of opening has been large and the only area currently closed to foreign participation is management of air traffic control systems.
  In 2008 and 2009, the authorities approved ten FDI projects worth US$94.93 million, concerning, inter alia, investment in air traffic companies, training of pilots and airport services.   

Market overview

101. At end 2009, there were 42 independent civil airlines in China, including 23 state-owned companies.   
Regulatory framework

102. The CAAC is the main agency responsible for governance of the civil air transport sector.  The sector is regulated by the Civil Aviation Law, administrative regulations issued by the State Council, and related rules formulated by the CAAC.  Since China's previous Review, there has been no change in the legislative framework on civil aviation;  requirements for the establishment of public air transport enterprises have also remained unchanged.  

103. The authorities state that no domestic airlines are accorded exclusive rights by the Government.  Nonetheless, Chinese civil servants are required to take Chinese flag carriers for official missions, unless no such flights are available on the "most economical routes".  It would appear that some form of government assistance has recently been accorded to some Chinese airline companies.

104. International airports are mainly owned and managed by the Government;  there is some foreign investment through joint ventures.  
105. Airport slot allocation for some busy airports is conducted by Slot Coordination Committees in accordance with the Provisional Rules on Slot Management issued by the Civil Aviation Administration of China (CAAC);  the authorities maintain that the rules follow the principles of the IATA guidelines.
  Slot Coordination Committees are composed of the regional administrative bureau, regional air traffic control bureau, the airlines that use the coordinated airport regularly, and representatives from the airport administrative institutions;  the president of a Committee comes from the regional administrative bureau.

106. According to the authorities, there are no examination or approval requirements for Chinese airlines to use foreign computer reservation systems (CRS);  agents of foreign airline companies must obtain approval from the CAAC before connecting to, or using foreign CRS to reserve tickets for customers, in accordance with the Provisional Administrative Measures on the Usage of Computer (Passenger) Reservation System By Foreign Air Transport Enterprises and their Sale Agents within the Territory of China.
Bilateral air service agreements and international linkages

107. Between January 2007 and June 2009, China signed bilateral air services agreements with six countries (Tadzhikistan, Zambia, Saudi Arabia, Tanzania, Angola and Croatia), one protocol with the United States, and renewed one agreement (with North Korea).  China has 112 bilateral air service agreements in force.
  Currently, 90 foreign airlines operate over 1,330 passenger flights per week and 313 cargo flights between 30 cities in China and over 100 cities overseas.
  Following an approval for direct chartered flights between China and Chinese Taipei, which began on 15 December 2008, a bilateral pact was signed on 26 April 2009 to allow direct scheduled air traffic between 27 cities in China and 8 cities in Chinese Taipei;  they have allowed 270 scheduled passenger flights per week (270 flights have been in operation since 31 August 2009) and 28 scheduled cargo flights per week between China and Chinese Taipei, served by 9 airlines from China and 5 airlines from Chinese Taipei.    
Foreign investment in the sector

108. Foreign investment in the civil aviation industry is governed by Order No. 110, issued jointly by the CAAC, the MOFCOM (then MOFTEC), and the NDRC.  Foreign investors are allowed to invest in or to manage all businesses related to civil air transport, except for those concerning air traffic control systems. 
109. Foreigners may invest by establishing an equity joint venture or contractual joint venture; or through the purchase of shares of civil aviation enterprises, including shares issued overseas and foreign shares issued in China by the aviation enterprises.
  Foreign investors in all-cargo, all-passenger, or combined airlines in China are allowed to hold 49% of the capital, while the individual shareholding of a foreign investor and its affiliates must not exceed 25%.  CAAC Decree 110 stipulates that a single foreign investor (including its affiliate companies) may hold no more than 25% of the shares of an airline, and total foreign shares in an airline must not exceed 49%.
110. China allows service providers from the Special Administrative Regions of Hong Kong and Macao to provide management services for medium and small airports in the form of a contractual joint venture, equity joint venture or solely-funded enterprise.
(k) Maritime transport services

Main trade-related developments  

111. As in air transport, cross-straits maritime traffic has been allowed since China's previous review, resulting in a significant increase in traffic between China and Chinese Taipei.  Reform in pilotage services has made progress since 2007.  In other areas, the regulatory environment for maritime transport in China has remained largely unchanged.
Market structure

112. Some 90% of China's exports and imports are transported by sea.  At end 2008, about 300 international maritime transport companies were registered in China, among which about 30 were joint ventures.  More than 160 international liners have been engaging in international shipping operations;  116 are overseas companies from around 30 countries and regions (about 72% of the total).  China is party to the UNCTAD Convention on a Code of Conduct for Liner Conferences, 1974. It is not clear to the Secretariat whether liner conferences are exempted from the Anti-Monopoly Law.   

113. About 40 foreign shipping companies have set up wholly foreign-owned companies in China. Over 3,300 domestic and foreign companies have been qualified as non-vessel-operating common carriers (NVOCC), of which around 1,500 are foreign-invested companies and offshore companies.  Since 2007, 30 foreign liners have obtained new licences to engage in international liner operations. Nearly 210 offshore companies have been qualified as NVOCCs, 5 overseas shipping companies have set up new wholly foreign-owned companies related to shipping and container transportation services, and opened 46 new subsidiaries in China.  

Regulatory system

114. The regulatory system for maritime transport has remained largely unchanged since the previous Review of China.  The Ministry of Transport (MOT), the Ministry of Communications (MOC) until March 2008, is in charge of formulating shipping and port policies.  The Maritime Code and the Regulations on International Maritime Transportation provide the general regulatory framework, and encourage multimodal transport.  Examination and verification by the MOT is required for an international shipping operator to engage in international liner services.  Bulk shipping is also covered by the Regulations.  In October 2007, China eliminated the approval requirement for the establishment of permanent representative offices in China by foreign-funded enterprises engaging in international shipping and auxiliary services to international maritime transportation.  

115. According to the authorities, there are no financial subsidies or cargo preferences for domestic shipping companies;  domestic and foreign companies enjoy equal market access with regard to international maritime transport services.  
116. Shipping and towing between domestic ports (cabotage) must be undertaken by ships flying the national flag, unless otherwise stipulated by laws or administrative rules and regulations.
  According to the authorities, there are no exclusivity rights or subsidies for ships flying the national flag. 

117. An Ad-hoc Tax-free Registration Policy for the Chinese-flagged ocean shipping fleet, introduced on 1 July 2007, remains in place.
  The authorities maintain that the purpose of the Policy is to encourage the development of the Chinese-flagged ocean shipping fleet, and to safeguard the legitimate rights of Chinese seafarers.  Under this policy, Chinese-owned vessels that were registered overseas before the end of 2005, had reached a certain ship age, and met relevant technical conditions, were exempted from customs duty and import VAT, and allowed to register back in China in accordance with the current ship registration regulations, if they complied with certain criteria on the age of the vessel and technical requirements, and if they submitted import declarations within two years, from 1 July 2007.  This Policy, originally scheduled to end in June 2009, was extended until 2011.
Foreign direct investment

118. There has been no significant change in the regulatory framework on foreign direct investment in the maritime sector.
  Wholly foreign-owned enterprises are allowed in maritime cargo storage and warehousing services;  sino-foreign equity joint ventures or sino-foreign contractual joint ventures with the majority share held by the foreign partners are allowed for international ship management, international maritime container freight stations, and container yard services.
Port services and auxiliary services
119. Legislative framework concerning port services since China's previous Review has remained largely unchanged.  The MOT is responsible for overall national port administration, including formulation of policy, while local governments designate a department (port administration authority) to implement port-related regulations and policies.  The main legislation is the Port Law, under which domestic and foreign investment in port construction and operation is "encouraged".  To engage in port operations, enterprises must obtain an operating licence from the port administration authorities.  

120. Foreign investment in construction and management of port infrastructure (public wharf) is listed as "encouraged" in the Catalogue for the Guidance of Foreign Investment Industries;  foreign investors may establish wholly owned port operators or set up joint ventures.  A port's berths may be owned and operated by state-owned harbour companies, FIEs, or private enterprises.  Port administrative functions are under the port administration authorities;  port enterprises are responsible for daily operation. 

121. Port charges are decided by the MOT and the NDRC, based on cost and level of competition in the market;  port operators may set some fees, such as for warehousing and container yard services.
 
122. Under the Regulations on Administration of Pilotage, pilotage is compulsory for foreign-flag vessels, and for some Chinese vessels under certain laws or regulations.  All pilotage staff must be Chinese nationals.  Since 2005, reforms in pilotage services have been conducted to, inter alia, separate pilotage entities from port enterprises and, based on the principle of "one port, one pilotage entity", establish non-profit pilotage entities administered by local port administration authorities.
  More than 40 such pilotage entities have been established to date. 
Bilateral and international agreements

123. According to the authorities, China does not have any cargo reservation or preference measures;  all commercial cargo is accessed freely, unless covered by cargo-sharing arrangements.  

124. China is a Category-A member of Council of the International Maritime Organization (IMO).  It is party to the International Convention for the Safety of Life at Sea of 1974 (SOLAS), and the International Ship and Port Facility Security Code (ISPS).  The port administration authorities and maritime safety administrations in China are responsible for the security of ship and port facilities across the country in accordance with the Regulations on Ship Security and the Regulations on Port Facility Security.

125. China has concluded bilateral maritime transport agreements with 60 countries/economies.  The authorities indicate that disclosure of the content of some agreements, including the list of all the 60 countries/economies requires the consent of both parties involved.  Bilateral agreements with Argentina, Brazil, Thailand, and Zaire have cargo-sharing provisions;  the authorities maintain that cargo-sharing provisions are not used in practice.
  A consultation mechanism has also been set up between China and several WTO Members, including the United States, the European Union, Japan, and the Republic of Korea.  On 4 November 2008, China and Chinese Taipei agreed to open some of their ports to allow direct maritime traffic between them;  to date, China has opened 68 ports and Chinese Taipei has opened 13.  The authorities indicate that no data are available on the volume/frequency of such traffic.
126. Since China's previous Review, there has been no change in the Agreement on Maritime Transport between China and the United States
, or arrangements under the Closer Economic Partnership Arrangements (CEPA) with the Special Administrative Regions of Hong Kong and Macao.
  
(v) Postal and courier services
127. China's main postal regulations include the Postal Law, Measures of Administration on Supervision of General Postal Services, Measures of Administration on Express Delivery Market, and Measures of Administration on Operation License of Express Delivery Services.  The State Post Bureau is the competent authority for the supervision and administration of general postal services and the postal market in China.  Under the leadership of the Postal Administrative Department of the State Council, the postal administrative institutions of provinces, autonomous regions, and municipalities directly under the jurisdiction of the Central Government are in charge of regional supervision and administration for general postal services and the postal market.  China Post is the wholly state-owned enterprise;  it provides basic mail services and express delivery of letters and parcels, as well as financial services.
128. Both foreign and domestic private express delivery companies engage in international express delivery of letters and parcels, competing with China Post Group Corporation.  An amended Postal Law entered into force on 1 October 2009.  The amended Law accords exclusivity to state-owned post offices for the basic delivery of "correspondence".  According to the amended Postal Law, "correspondence" refers to letters and postcards;  it would appear that "delivery of correspondence" includes "express delivery services".  The Law also prescribes that "correspondence" means the information carriers that are sent to certain individuals or companies by addresses with sealed covers;  books, newspapers or periodicals are not included in "correspondence".  According to the authorities, the amended law will not prohibit foreign-invested express delivery enterprises from operating international express delivery of letters (except for certain private letters) and the international and the domestic express delivery of parcels.  The legal office of the State Council is working on the examination and amendment of the "Provisions on the exclusive operation scope of the postal enterprises (draft for review)" submitted by the State Post Bureau.
129. The amended Postal Law establishes a licensing system for express delivery operations;  it would appear that intra-provincial express delivery companies will face a minimum capital requirement of Y 500,000, while the requirement for inter-provincial and international business will be of Y 1 million and Y 2 million, respectively.  The amended law also provides scope for compulsory payments to subsidize universal postal services.  The State Post Bureau and the provincial post administrative department are in charge of examination and approval for express delivery operations.  The authorities state that the State Post Bureau has issued Administrative Measures of Express Delivery Operation Licensing, and detailed application conditions and process for express delivery operation licences, based on the provisions of the Postal Law.   
130. For some years, both foreign and domestic private express delivery companies have been engaging in express letter services, and there are over 100,000 foreign and non-state express mail service providers in China, which handle a large share of same-city mail delivery and over half of trans-province express mail services;  mail below 350 grams accounts for over half of their services.
  It remains to be seen how the new law, together with its implementing regulations, will affect these business operations.  
131. On 4 November 2008, the Association for Relations Across the Taiwan Straits and the Straits Exchange Foundation signed the Postal Agreement Across the Taiwan Straits, which stipulates that all the postal services should be offered across the Taiwan Straits,  within the scope of airmail letters, snail-mail letters (postal mail, registered letters, postcards, aerogrammes, presswork, braille, and packets), airmail parcels and snail mail parcels, express mail service (EMS), and postal exchange.  Both sides may send mail packages to the other party's post processing centre by air or direct ocean shipping.  The authorities indicate that mail exchange across the Straits has been fully realized.  For China, the cities that may deliver mail to Chinese Taipei include Beijing, Shanghai, Guangzhou, Fuzhou, Xiamen, XIi'an, Nanjing, Chengdu;  for Chinese Taipei, the cities that may deliver mail to China include Taipei, Kaohsiung, Keelung, Kinmen and Matsu Islands.
(vi) Tourism

132. The authorities are of the view that China liberalized the tourism sector in advance of its GATS commitments.  In 2008, there were 30 foreign travel agencies operating regularly in China;  15 were wholly owned by foreign companies and 8 foreign controlled (3 from Hong Kong SAR, and others from Canada, Australia, Germany, the United Kingdom, and Japan).
133. On 1 May 2009, the Regulations of Administration on Travel Agencies were revised and renamed the Regulations on Travel Agencies;  the new regulations allow foreign-invested travel agencies already established in China to open branch offices, allow any foreign natural or legal persons to establish travel agencies in China (previously, only foreign travel agencies or foreign enterprises whose core business was in tourism sector were allowed to invest in China), and offer foreign-invested tourism agencies national treatment by lowering the amount of required registered capital.
  Foreign-invested travel agencies are prohibited, in principle, from providing outbound travel services.  However, under the revised regulations, such business is allowed (1) with the approval of the State Council, (2) under provision of certain FTAs
, and (3) under special provisions in Mainland and Hong Kong or Macao Closer Economic Partnership Arrangements.  Currently, the authorities are accelerating a pilot programme to allow foreign companies to provide outbound travel businesses.  
134. China has concluded memoranda of understanding (MOUs) for approved-destination status (ADS), which allow travel agencies in China to sell group tours to ADS countries and economies.  The authorities consider that the objective of ADS is to facilitate group travel by Chinese citizens to foreign countries;  all countries may apply for ADS status.  China has signed MOUs with 139 countries and regions (134 at end 2007);  104 have entered into force.  Group tours by Chinese nationals to non-ADS countries and economies are not allowed.  
(vii) Other services 
135. The Law on Lawyers was amended on 28 October 2007 and entered into force on 1 June 2008;  its implementing rules, the Measures for the Administration of Law Firms, as well as the Administrative Measures for the Practice of Law were issued on 18 July 2008.  The amended law and rules stipulate the establishment, practice, and administrative rules of law firms, and licensing requirements and practices of lawyers, and provide for the protection of occupational rights of lawyers.  They are intended to improve the legal framework for a rapidly changing environment for China's legal service sector.  The amendment did not affect the regulatory environment for foreign lawyers and foreign law firms operating in China.
  
136. Legislation, regulations, and rules concerning distribution and accounting services have remained largely unchanged since China's previous review.
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� Data include employment in forestry and fishing.


� In 2007, per capita urban household income was Y 9,997, while rural household income was Y 4,140, and in 2008, per capita urban household income was Y 15,781, while rural household income was Y 4,761.  This trend apparently continued in early 2009 (BBC News online.  Viewed at:  http://news.bbc.co.uk/2/hi/ 7833779.stm [26.10.2009]).


� According to China Customs Statistics, exports of agricultural products decreased 3.3% and imports decreased 11.9%.  


� UNSD Comtrade database (SITC Rev.3).


� In 2008, China imported US$21.8 billion of soybeans, of which US$8.4 billion was from the United States;  and US$5.2 billion of palm oil, of which US$3.5 billion was from Malaysia.


� See WTO (2008).


� The average PSE for OECD countries for 2007 was 22% and ranged from 1% in New Zealand to 65% in Korea (OECD, 2009b).


� OECD (2009a).


� Anderson (2009) notes that the trend shown in the OECD's support estimates is part of a long-term regional trend observed in several Asian countries to reduce and remove disincentives to agriculture production and replace them with other policies that provide a net transfer of resources to producers (Anderson, 2009). 


� OECD (2002).


� The average applied MFN tariffs for agricultural products (WTO definition) and non-agricultural products in 2009 are unchanged by including or excluding ad valorem equivalents of non-ad valorem duties, which were provided by the Chinese authorities.  


� OECD (2009a).


� The 45 lines are included in HS Chapters 10 (wheat, maize, and rice), 11 (cereal flour), 17 (sugar),  31 (fertilizer), 51 (wool and wool top), and 52 (cotton).  Though fertilizer is not an agricultural product according to the WTO definition, it is mentioned in this section because of its importance as an input.


� In-quota imports of cotton increased from 1.165 million tonnes in 2007 to 2.111 million tonnes in 2008.


� Data provided by the authorities indicate that in 2008, STEs had the right to import 90% of the wheat quota, 60% of corn, 50% of rice, 70% of sugar, and 33% of cotton quotas, unchanged since 2007.  


� The authorities consider goods imported under TRQs as products subject to non-automatic licensing, as they require non-automatic quota licences.


� These products are ivory, bezoar, musk, liquorice roots of the kind used in perfumes, peat, some plants of medicinal use, and blackmoss (a seaweed).


� WTO document G/AG/N/CHN/13, 18 February 2009.


� The authorities maintain that insufficient fiscal capacity is the main cause of the less-than-full export VAT rebate and the Government has no intention to levy taxes on exports;  therefore, the less-then-full export VAT rebate should not be simply interpreted as an export tax levy.


� OECD (2009a).


� The key reserve materials are cotton, grain, sugar, and steam filature yarns.  Chemical fertilizers are also considered key reserve materials.


� OECD (2009a).


� At the same time, the Government maintains that the transfer should not change the nature of collective ownership of land.   


� The first pillar consists of a basic pension scheme (Y 55 per month).  The second pillar is provided in accordance with the accumulation of individual contributions of about 4-8% of average local income.  The third pillar is based on voluntary individual accounts held in the National Social Security Fund.  The Government aims to cover 10% of China’s rural population by end-2009 and 100% by 2020 (World Bank Office, 2009).


� The amount of energy consumed in 2006 to produce one yuan's worth of output of goods and services needs to be reduced by 20% by 2010.


� State Council Information Office online information.  Viewed at: http://www.scio.gov.cn/xwfbh/ xwbfbh/wqfbh/2009/1126/index.htm (in Chinese) [08.12.2009].


� An energy law is currently in the drafting process.


� In 2003, the Ministry of Energy, created in 1988 to oversee the development of the coal, oil, electricity and nuclear energy sectors, was dismantled, and an Energy Bureau was set up under the NDRC.  The NDRC, through the Energy Bureau, is in charge of national strategies and policies, prices, and approving overseas projects of energy products.  


� The NEA was established with a view to:  strengthening the prospective, strategic, and comprehensive study of energy issues;  formulating development plans, key policies, and standards on energy; organizing the implementation of such policies;  and improving the Government's ability to guarantee energy safety.


� In principle, the NEA has a broad mandate:  administering the energy sector;  drafting energy plans and policies;  negotiating with international energy agencies;  and approving foreign investment in the energy sector.  


� Downs (2008).


� Foreign competition in the retail of crude and processed oil products has been allowed since 2004, and petroleum refining was included in the 2007 Catalogue of Encouraged Foreign Investment Industries.  The wholesale market was opened to foreign competition in 2006.  


� The State Council's Guidelines on Encouraging and Supporting the Development of the Non-Public Sector including Individual and Private Enterprises.


� All China Federation of Industry and Commerce (2007), p. 30.


� People's Daily online news (11 May 2009).  Viewed at:  http://energy.people.com.cn/GB/9273 566.html (in Chinese)  [28.05.2009].


� MOFCOM announcement No. 60, 2008. Viewed at:  http://www.mofcom.gov.cn/aarticle/b/c/ 200810/20081005826894.html;  and No. 80.  Viewed at: http://www.mofcom.gov.cn/ aarticle/b/c/200808/ 20080805744180.html (in Chinese [26.10.2009]).


� The Government raised VAT for coal from 13% to 17% as of January 2009.


� Domestic prices for processed oil products are adjusted when the international crude oil price changes by more than 4% from the moving average over 22 consecutive working days.  


� NDRC announcement No. 1198, 2009.


� The authorities maintain that China has lowered its import tariffs on automobile products eight times since its accession to the WTO.


� Alataw Pass is to import complete vehicles from the Commonwealth of Independent States, into Xinjiang Uygur Autonomous Region and used in Xinjiang only.


� See WTO document S/C/W/309, 2 November 2009 for details of laws, regulations, administrative guidelines, and other measures affecting trade in services.


� PBC (2009).


� Previously, pursuant to the Circular on Administration Internal Management of Foreign Exchange by Transnational Corporations issued by the SAFE, domestic enterprises were allowed to engage in overseas lending from their own foreign exchange reserve, provided that each lending transaction was verified and approved by the competent authority.


� It includes the Law on the People's Bank of China, the Law on Commercial Banks, and the Law on Regulation and Supervision of the Banking Sector.  The Regulations on Administration of Foreign-Funded Banks and its Implementing Rules determine the rules under which foreign bank branches, wholly �foreign-funded banks, sino-foreign joint-venture banks may operate in China, while the Administrative Rules Governing the Equity Investment in Chinese Financial Institutions by Overseas Financial Institutions regulate equity investment by foreign financial institutions in Chinese-funded financial institutions already established.  In the Regulations on Administration of Foreign-Funded Banks, a "foreign bank" is a commercial bank established outside China and approved by the supervisory authority where the bank is established, whereas a "foreign-funded financial institution" is a wholly foreign-funded bank, a Sino-foreign joint-equity bank, a foreign bank's branch or a foreign bank's representative office.


� WTO (2008).


� WTO (2008).


� The Law on Commercial Banks and the CBRC Rules on the Implementing Procedure for Administrative Licensing (issued on 12 January 2006) define the business scope, and set out licensing and other requirements for domestic-funded commercial banks.


� For example, minimum registered capital is Y 1 billion for a commercial bank, Y 100 million for an urban commercial bank, and Y 50 million for a rural commercial bank;  the CAR must exceed 8%.


� A separate licence is required for all these services.  Pursuant to Article 3 of the Law on Commercial Banks, unless otherwise stipulated, commercial banks within China are not allowed to engage in trust investment and securities operations, nor to invest in non-self-use fixed assets or non-bank financial institution (NBFI) and enterprises.  Currently, with the authorization by the State Council, two commercial banks have equity investment in trust investment companies, while five commercial banks and one policy bank have established their own financial leasing companies.  Banks whose headquarters are in Hong Kong and Macao SARs are considered "foreign" in this context.


� To apply for these services, the commercial bank must already have a foreign exchange business qualification.  SAFE will, upon application, grant each qualifying commercial bank a foreign-exchange quota for its offshore-client wealth-management business, within which the bank may invest in foreign exchange financial products with foreign exchange purchased with RMB.  


� Nonetheless, commercial banks are allowed, inter alia, within their business scope, to underwrite and deal in government bonds and bonds issued by financial institutions.  See WTO (2008) for other �securities-related activities banks may undertake.


� Commercial banks providing insurance agency services must obtain licences from the CIRC before conducting agency insurance business.  Pursuant to Article 3 of the Law on Commercial Banks, unless otherwise stipulated, banks are not allowed to establish separate insurance companies.  Nonetheless, the State Council has started a pilot programme on "comprehensive operations" by commercial banks, under which the supervisory authority has promulgated Pilot Rules on Administration of Equity Investment in Insurance Companies by Commercial Banks, specifying that a commercial bank may invest in only one insurance company.  


� Banks wishing to supply these services must, inter alia, apply for a licence.


� The pilot programme on "comprehensive operations" by commercial banks also include:  a pilot programme on equity investment by commercial banks in insurance companies;  allowing some commercial banks to establish subsidiaries to engage in financial leasing;  and a pilot programme for commercial banks to establish fund management companies.


� Large commercial banks that play an active role in other countries' or regions' financial markets, and whose overseas business constitutes a substantial share of their total business activities will start to implement Basel II at end 2010, and no later than end 2013.  Other commercial banks, including foreign bank subsidiaries in China, may apply to implement Basel II on a voluntary basis.


� Before starting operations, a commercial bank must design its business process for annexation loans and internal control system, as stipulated in the Guideline.  After reporting to the supervisory authority, the bank may formally start the operation.


� Operational foreign-funded banks wishing to engage in local-currency business must have had their business in China for at least three years, and have been profitable for two consecutive years, prior to application.   


� No single foreign financial institution may own more than 20% of the equity of a Chinese financial institution.  In addition, if the combined equity investment of all foreign financial institutions in a non-listed Chinese financial institution is equal to or exceeds 25%, the non-listed Chinese financial institution will be regulated as a foreign-funded financial institution;  if the combined equity investment of all foreign financial institutions in a listed Chinese financial institution is equal to or exceeds 25%, the listed Chinese financial institution will continue to be regulated as a Chinese financial institution.  The term "Chinese financial institutions" referred to in the Rules comprise the Chinese commercial banks, urban and rural credit �co-operatives, trust and investment companies, financial leasing companies, finance companies affiliated to enterprises, and other Chinese financial institutions chartered by the CBRC that are legally incorporated within the territory of the People's Republic of China.


� Mortgage loans have been subject to a different policy.  See WTO (2008).


� There are no restrictions on interest rates for foreign-currency-dominated loans, �foreign-currency-denominated deposits over US$3 million, or foreign-currency-dominated deposits of less than US$3 million with a maturity of more than one year.


� These include:  basic RMB settlement services (e.g. bank drafts, bank acceptances, promissory notes, checks, entrusted collection);  and other commercial bank services determined by the CBRC and the State Development and Reforming Commission, based on the competitive situation in the market.  Fees for other products and services are to be determined by banks based on market conditions.  Regulated prices will be based on costs and allow for "slight profits".


� WTO document S/C/W/309, 2 November 2009.


� The establishment and operations of foreign insurance companies are governed by the Regulations on Administration of Foreign-funded Insurance Companies, and the Detailed Rules for Implementation of Regulations on Administration of Foreign-funded Insurance Companies.  The authorities maintain that notices and rules issued by the CIRC since 2008 mainly concern the CIRC’s supervision.  


� For details of supervision of domestic insurance companies, see the Rules on Administration of Insurance Companies.


� Applications to qualify as a QFII must be approved by the CSRC, while the SAFE is responsible for approving the investment quota.  See WTO (2008) for details.


� China Securities Depository and Clearing Corporation (CSDCC) is the sole supplier of securities registration and transfer, securities depository services, and securities payment, clearing, and delivery.  For bonds not traded in these two exchanges, these services are ensured by the China Government Securities Depository Trust & Clearing Co. Ltd (CGSDTC).  Commercial banks acts as sub-custodians in the interbank market.


� Both exchanges are non-profit legal entities governed by a board of directors, and employ a membership system.  Only full members are allowed to trade on the exchange.  


� World Federation of Exchange (2009).


� A-shares are denominated in local currency, can be freely traded and transferred in domestic markets. Since 2002, QFIIs have been allowed to invest in A-shares.  B-shares are domestically listed shares of China-incorporated companies, denominated in U.S. dollars in Shanghai, and HK dollars in Shenzhen.  Overseas-listed shares are shares issued by Chinese companies listed on securities markets outside China  (mainland).


� There are four categories of bonds in China's bond market:  government or treasury bonds (T-bonds);  central bank bonds; financial institutions bonds (F-bonds); and enterprise bonds (E-bonds).  China's bond market consists of three main markets:  the interbank market, the bank-counter market, and the exchange market (Shanghai and Shenzhen).  See WTO (2008).


� Shanghai Futures Exchange (SHFE), Zhengzhou Commodity Exchange (ZCE), and Dalian Commodity Exchange (DCE).  


� Other major laws and regulations include the Company Law, the Securities Investment Fund Law, the Regulations on Administration of Futures Trade, and various regulations dealing with securities offering and listing;  securities and futures trading;  corporate governance, mergers and acquisitions of listed companies; market intermediaries; and securities investment funds.


� In addition, the Securities Depository and Clearing Company provides a centralized register, custody and clearing services to, and exercises self-regulation over, securities trading.  


� See WTO (2008).


� A securities company may engage in:  securities brokerage; securities investment consultancy;  financial consultancy related to securities trading and investment;  securities underwriting;  securities business on its own account;  securities asset management;  and any other securities business.  Securities companies are allowed, with CSRC approval, to provide client financing and securities financing services.


� The business scope of these joint ventures is limited to underwriting stocks (including A, B, and H-shares) and bonds (including government and corporate bonds);  brokerage business in only B and H-shares;  and brokerage and proprietary trading of bonds (including government and corporate bonds).


� Under the measures, minimum registered capital of Y 100 million is required to establish a fund management company. Principal shareholders, defined as those having no less than 25% of total registered capital in the investment fund management company, must have minimum registered capital of Y 300 million;  other shareholders must have registered capital and net assets of no less than Y 100 million.  A foreign shareholder in these companies must:  (a) be a financial institution established according to the law of its country of origin;  (b) be located in a country that has "perfect securities laws and regulatory systems", and the securities regulatory institution must have signed an MOU on securities regulatory cooperation with the CSRC, and have kept an effective regulatory cooperation relationship;  and (c) must have a minimum paid-up capital in convertible currency equal to Y 300 million, even if it is not a major shareholder.


� No new official applications to engage in basic telecommunications have been made by foreign investors since 2008.


� These assets are held by the state-owned Assets Supervision and Administration Commission (SASAC) on behalf of the country, despite the Regulations on Telecommunications (issued in 2000), which stipulate the separation of the Government from the business of providing telecommunication services.


� In addition, the relevant provincial telecom administration authorities are responsible for supervising and managing prices on local telecom services, in cooperation with the local authorities in charge of pricing;  they are also responsible for the approval and registration of telecom pricing in the region, supervising the market, and dealing with violators.


� The process for interconnection is set out mainly in the Regulations on Telecommunications, the Regulations on the Interconnection between Public Telecommunication Networks, Measures on Supervision and Administration of Communications Quality between Public Telecommunications Networks, and Measures on Settlement of Interconnection and Apportionment of Relay Expense between Public Telecommunications Networks.  The MIIT Measures on Settlement of Calling Charges between Telecommunications Networks regulate interconnection between telecom operators, and require fees to remain below certain levels.  Service providers may negotiate any charges that are not set out in the regulations;  MIIT or the relevant provincial telecom administration authorities may intervene when the parties are unable to agree.


� A dominant carrier is defined under the Regulations on the Interconnection between Public Telecommunication Networks as those who control necessary basic telecommunication equipment, and have more than a 50% market share in the local business and are able to "substantially affect the market accession of other service providers".


� State Council Order No. 534, promulgated on 10 September 2008.


� The minimum registered capital for a telecom FIE providing value-added services across the country or across different provinces, autonomous regions, and municipalities directly under the Central Government (an area), is Y 10 million;  for services provided within an area, the requirement is Y 1 million.  The minimum registered capital requirement stipulated in the Administrative Regulations on Foreign Investment in Telecommunications is identical for foreign-invested and domestic telecom enterprises.


� Details of the government-set and government-guided tariffs administered by the Central Government are provided in the Catalogue of the National Development and Planning Commission and the State Council on Ministerial Pricing (Decree No. 11 of the National Development and Planning Commission).  The Notice on Implementing the Market Adjusted Pricing for Part of the Telecommunication Business provides information regarding market adjusted tariffs.


� In March 2008, China lowered calling charges on domestic roaming of mobile telephone from �Y 1.3-1.5 per minute to no higher than Y 0.6 per minute, and called charges from about Y 1.3-1.5 per minute to no higher than Y 0.4 per minute.  Tariff caps are Y 0.07/6 seconds for domestic long-distance telephony, and Y 0.8/6 seconds for international long-distance telephony (for outgoing calls to the Hong Kong and Macao SARs, and Chinese Taipei, the tariff cap is Y 0.2/6 seconds).  Various provinces have different ceilings for call charges within the operating range of local wired telephone networks, ranging from Y 0.18 per minute to Y 0.3 per minute.  Single-direction charging of mobile telephone business, in which the called numbers are not charged, has been implemented within the business range to which the calling numbers belong, equivalent to the range of a local wired telephone network.


� Since 2002, foreign investors in all-cargo, all-passenger, or combined airlines in China have been allowed to hold 49% of the capital, while the individual shareholding of a foreign investor and its affiliates must not exceed 25%.  See WTO (2008) for more details of FDI restrictions in civil aviation.


� Centre for Asia Pacific Aviation online information.  Viewed at:  http://www.centreforaviation.com/ news/2010/03/30/air-china-china-southern-and-china-eastern-relish-fresh-cash-injections-amid-booming-demand/page1 [1 April 2010].


� See WTO document S/C/W/Add.2, 28 September 2007, paragraph 592 for details of China's slot allocation mechanism.


� For details see WTO (2006).


� These figures do not include flights between China and the Hong Kong and Macao SARs and between China and Chinese Taipei.


� Foreign investors must be qualified as a Chinese legal person to invest, in the form of contractual joint venture, in public air transport and general aviation enterprises engaging in business flights and air sight-seeing.


� The Regulation on Vessel Registration stipulates that, to fly the national flag, a vessel must be registered in China and obtain Chinese nationality.  Its crews are usually Chinese citizens;  when it is necessary to recruit foreign crew, approval from the MOC is required.  In addition, if the ship is owned by a Chinese citizen, the owner must have their residence or main business office in China;  if the ship is owned by a legal person, their main business office must be in China;  for a joint venture with foreign investment, no less than 50% of the company's registered capital must be owned by the Chinese partner.  


� Based on a notice issued in 2007 by the Ministry of Finance:  the Notice on Relevant Issues on Import Taxation Policies Concerning the Registration in China of Chinese-Funded "Flag of Convenience" Ships.


� In addition to Article 32 of the Maritime Transportation Regulations, which provides a general regulatory framework for foreign investment, detailed regulations are provided in the Administrative Rules on Foreign Investment in the International Maritime Transportation Industry.  Under these rules, the MOC, and MOFCOM are responsible for granting approval for the establishment of FIEs operating in international maritime transport.  Sino-foreign equity joint ventures, sino-foreign contractual joint ventures, or wholly foreign-owned enterprises are allowed to offer routine services, such as canvassing of cargoes, issuance of bills of lading, settlement of freight, and signing of service contracts for the investor's owned or operated vessels.


� Details of port charges are published on the website of the Ministry of Transport.  Viewed at:  http://www.moc.gov.cn/ zhuzhan/ jiaotongguifei/ guojiaguifei/ gangkouguifei/ 200710/t20071009_430586.html. [05.12.2009].


� According to the authorities, for reasons of national security and port safety, it is not appropriate to privatize or corporatize pilotage entities.


� According to the authorities, these agreements include all the coastal countries that have diplomatic relations with China.  


� Under the Agreement, U.S. shipping companies are allowed to establish joint-venture shipping agencies and wholly owned shipping companies, container transport service companies, and logistic service companies in China, while the United States does not label Chinese shipping companies as "controlled carriers".


� Under the CEPA, service suppliers in these regions are allowed to:  set up wholly owned companies in China to conduct international ship management, seaborne cargo storage and warehousing, container yards, container freight stations, and NVOCC business;  offer services such as cargo canvassing, issuing bills of lading, settling freight, and signing service contracts for the ships they own or operate;  and utilize trunk-line container carriers to transport empty containers they own or rent between the mainland ports, after undergoing Customs procedures.  The minimum registered capital requirements for these suppliers to engage in warehousing services and freight forwarding services are the same as for domestic enterprises.


� Beijing Review online information.  Viewed at:  http://www.bjreview.com.cn/lianghui/txt/2006-12/20/content_57427.htm [15.02.2010].


� Under the new Regulations on Travel Agencies, the amount of required registered capital for foreign investment was lowered to Y 300,000 (previously Y 2.5 million).


� None of China's FTAs (excluding Mainland and Hong Kong or Macao Closer Economic Partnership Arrangements) has provisions allowing foreign-invested travel agencies to provide outbound travel services.


� For details, see WTO (2008).





