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China Year in Review 2009

This year, the entire world economy was defined by the economic recession, and China was no

exception. In 2008,the country’ s economi asthgslowestimsewaraysarsr epor t e
Monthly FDI growth was down for the first seven months of 2009, and unemployment climbed,

sparking some fears of unrest. In particular, Chinese exports were hard hit by a decrease in

foreign demand. Nonetheless, at the beginning of the year Premier Wen Jiabao affirmed his

confidence that the economy would remain strong throughout the recession, citing an economic

GDP growth target of 8%. This year, China demonstrated significant economic stamina in the

face of the downturn, and very likely will meet its 8% target, as growth in the first three quarters

averaged above 7%.

China and the Global Recession A
Chinese Stimulus Package

Announced in November 2008 and to be spread over

t wo years, China’s USD $5
largest such funding ever announced by the central
government. The plan reiterated many goals already
set out i n t he -Neart plam.nThe
largest areas of investment would focus on public Ess= —

infrastructure development, disaster reconstruction,  The largest portion of the stimulus package i
rural development and technological innovation. nearly 38% 7 will go to the development of
Other key areas include housing, environmental Public infrastructure such as railroads.
conservation, and tax reform.

Thus far, the success of the stimulus package has
been widely acknowledged around the globe.
Investment in public infrastructure in particular has
boomed, such as in housing, transportation, and
resource  conservation  sectors.  Furthermore,
compared with other nations China has maintained [ = =
strong GDP growth in the first three quarters (6.1%, presidents Hu and O ummitareetings
7.9%, and 8.9%, respectively). It is expected to be  in November

one of the first countries to recover from the economic crisis, and some have even expressed
the opinion that it will emerge stronger than before.

The Value of the RMB

Largely in an attempt to protect its export industry, China is continuing to set the value of its

currency at a depreciated value. For some time, the RMB has been more or less pegged to the

dollar, keeping the Chinese currency undervalued. Despite pressure from leaders such as the

IMF managing director and US president Obama, this year China has stated a policy of

“comtl | ed and gradual” appreciation of the RMB, wh
change may occur in the future, although the economic crisis seems to have slowed down the
internationalization of the RMB.
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The slowing growth and unemployment caused by the In February, a busy job fair i n  Xford
economic crisis has inevitably impacted the human  recentgraduates
resources sector. For companies looking to hire, high 1 | 0
levels of unemployment and economic instability s
facilitates talent recruitment in China as elsewhere. As a
result, there may be abundant talent in areas there l
would normally not be. In addition, the current situation .ﬁ‘l'-!\. 3
has also seen a rise in training programs and transfer of <8

.

Effects on Human Resources

employees in companies who do not wish to hire, and
strengthened the need for employee retention.

Key Regulations in 2009

With the economic crisis in mind, the government implemented several key new regulations in
2009 which affect foreign investors in the Chinese market. These include:

New Business Tax Regulations (Jan.)

On January 1 of this year, “Business Tax Regul ati
were put into practice. These stipulations require that services providers giving services to an

enterprise, non-business organization, or individual in China are subject to a business tax.

Whereas before this applied only to those services given in China, thy now apply regardless of

where these services are performed.

Revised Policies for Western Chinese Investment (Jan.)

As part of its Western China development plan, the government put into practice the revised
"CentralWest ern Area Foreign I nvestment Advantage |In
allows preferential policies such as tax breaks, low-interest loans, and cheap rent to foreign

investors in the less-developed Western and Central China.

Revised VAT (Jan.)

In October, the city of Chengdu hosted the ~ AlSOas a result of the economic recession, the
10" Western China International Economy  government introduced revised Provisional Regulations
& Trade Fair on Value-Added Tax (VAT). This measure provides
some preferential treatment to certain foreign investors,
. such as reduction of manufacturing annual sales volume
4 (0 obtain VAT status, reduction of tax rate for small-scale
VAT taxpayers, and introduction of input VAT on fixed
assets being deductible against output VAT. Later in the
year, Caishui No 32 extended exemptions on import
duties and VAT on display devices such as plasma
display panels until December 31, 2011.
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New Travel Sector Regulations (May)

New regulations on foreign involvement in the Chinese
travel sector were put into practice in early May. These
allowed foreign-owned enterprises to establish entities in
China and create branch and service networks. They
also lowered registered capital requirements to those of
domestic companies.

Tax Exemptions for Sizhuan Earthquake Donors (May)

China opened up to foreign travel agencies
over 2 years before its WTO agreement date

As part of the plan for the national stimulus package
encouraging disaster reconstruction, the government
allowed certain tax exemptions for Sizhuan earthquake
donors.

Circular No 55 (July)

This regulation stipulated that imports of spare parts for
key technology and machinery for certain companies are
now exempt from customs duty and VAT, and also g -
abolished the “levy first, w AR N ey

Remembering the Sichuan earthquake one
Individual Income Tax Changes (Feb, Aug) year later, May 12

Circular 5 states that IIT will now be applied to Share Appreciation Rights and Restricted Share
Units. Circular 121 stipulates that the 13th month salary will no longer be taxed as an additional
month, and certain overseas Chinese are now entitled to a higher tax deduction.

2009 Investment Climate

After a 10-month downturn resulting from the recession, Chinese FDI resumed positive growth

in August, and has since maintained this growth through October. In the rules and regulations

passed this year and in opportunities provided by the stimulus package, the central government

has encouraged investment as a means to help overcome the economic recession. On a local

level, development zones and city districts have been offering various incentives and facilitating

registration processes. In addition, several industries in particular have emerged in the past year
— & Aas particularly favorable for foreign investors.

World Trade Expo Shanghai

A notable investment opportunity for China this year and

in the next is the World Trade Expo in Shanghai. The

oA @ fair has already had a huge economic impact on the city,

MG iy which is already the country’s
A ‘41 v s 45 hub. Thus far, expansions of its international airport, its

= ' \ metro network, and multi-million dollar national pavilions

I n October, the Peopl i .

celebrated its 60" anniversary are all either underway or already completed. Private
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funds are being injected into the hotel industry and
other private sectors anticipating an influx of 70 million
visitors. This money being put into the trade show
combined with its | ocati®o
growing cities continues to attract growing numbers of
foreign enterprises and national investments alike.
The upcoming event also promises to be an excellent
trade opportunity on a global scale during a period of
uncertainty in the international economy.

Emerging Markets Chinads pavilion for
Shanghai tests its lights in June

As a resul t of sitGatiannseveml curr ent
industries stand out in their opportunities for private o g
investment, particularly from foreign companies with
the proper resources. These include:

Construction: Understandably, the vast projects
underway in China, resulting both from the national
stimulus package and the Shanghai Expo, have
spurred the construction industry greatly. Various new ! . .

i . : infrastructure  construction in  particular,
approval procedures were implemented this year in  j,.,ding transportation systems, housing, and
Shanghai, allowing greater facility in procuring land  schools
use, design schemes, and in shorter project timelines
overall. I n November, Lon
Perspectives and Oxford Economics predicted that
China will be the number one construction market by
2018.

China is c‘urrently focusing on public

Healthcare: Al ong wi t h China’s
urbanization trends, several other factors currently
exi st t hat underl i e t he
healthcare. An increasingly aging population,
governmental medical reforms in its new public plans,
and a large market for high-tech Western medical Practitioners administer H1N1vaccinations
equipment where there has not previously been an o students in Beijing, September

abundance all make the Chinese healthcare industry in .‘\. S—

need

particular need of investment.

Clean Technology and Renewable Energy: China has
not escaped the present global attention on
environmental sustainability and climate change
concerns. Not only does the country attract mounting
international pressure for its massive pollution numbers,
but it also faces problems of resources shortages and
other issues associated with its rapid industrialization
and massive population. This year saw great amounts

In 2009, Chinawast he wor |l dés
turbine producer
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of stimulus money directed toward sectors such as wastewater treatment and development of
clean energy like wind turbines. The Three Gorges Dam project continues toward its goal of
diverting water to areas in need. In addition, President Hu pledged in November to look toward
reducing carbon emissions and helping combat climate change.

Domestic Markets: Another of China’'s major p
this year (and the hope of many foreign nations) was
stimulation of its massive domestic consumer market.
With encouraging economic numbers and great
potential for spending, an expansion of to this sector
could significantly help counter the recession.
Al ongsi de China’'s rapid econc
appreciation of the RMB would make the Chinese
populace more amenable to spending their money on
. luxury items. In addition, growing numbers of middle
In 2009, the Chinese auto industry accounted ~ and upper-class Chinese and of Chinese living in
for around 25% of global sales. More and  urban areas also hold promise to those hoping for a
more Chinese are now able to buy cars. more spendthrift consumer market.

This article was contributed by the JLJ Group, a one stop service provider assisting foreign companies to
enter and grow in the China market. For more information please email to katja.friedrich@jljgroup.com.
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