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JESA INVESTMENT & MANAGEMENT CO., LTD. 

 
In this issue: 
 

n How to Strategically Relocate Manufacturing Companies across China  

n Reduction to VAT Rates in China from April 1st, 2019 

n Small and Micro Enterprises in China: Preferential CIT Rates 

n The New China’s Foreign Investment Law Company Law 

n Update of Social Contribution Limits in Shanghai  

n Hukou Restrictions Eliminated for Some Cities 

n Updated Chinese Working Calendar 
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How to Strategically Relocate across China 

Following the request of several customers and companies of our 
network to share tips and practical suggestions on how to relocate a 
manufacturing plant within China, Jesa has decided to further 
investigate and present the topic even if already touched, partly, in 
the past.  

Each case is different and must be assessed according to its own 
specific needs and development plans. What we are going to present 
are general and practical aspects in light of the know-how acquired in 
twenty years of continuous activity in the local market as well as the 
experiences we faced while successfully supporting customers in the 
past.  

 

The relocation of a manufacturing company constitutes a complex 
operation. The starting point should always be the preliminary 
strategic analysis through which all the factors having an influence on 
the outcome of the relocation have to be identified and critically 

evaluated. There are certain aspects that could be defined as “double-
edged swords”: the Chinese legal and investment environment 
changes dramatically rapid, with the government being always 
influential in the types of investments to boost or prevent. That being 
said, we always keep encouraging to properly dig under the surface, 
to be able to avoid serious pitfalls hidden behind ephemeral fashions 
and trends.  

The stronger approach towards environmental issues undertook by the 
Chinese Government in most recent years, to stem the rooted trend 
of putting the economic growth ahead of environmental well-being, 
indeed, is a crucial aspect.  It is well known that, thousands of 
manufacturing plants have been forced to pay huge fines or, in most 
serious cases, to permanently close their business.  

If the following aspects are not taken in consideration very carefully, 
they can lead to the failure to obtain the relevant final Environmental 
Approval or to the obligation of stopping the production: 

Ø the assembling/production procedures and treatments 
Ø the equipment and machinery used 
Ø the solid and water waste / gas emissions / noise, soil pollution 

and any other source of pollution  
Ø the complete layout including working area, office area, and 

warehouse, and relevant details such as building density, floor 
area ratio, etc. 

 
It is important to be aware that different cities can have a different 
process and internal procedures to assess the whole Environmental 
Impact Evaluation as well as Trial and Final Production Period, the 
compliance with anti-fire regulations, the obtaining of specific 
certifications based on the products or equipment, and the safety and 
health administration. 
 
In addition to the aspects above, several other factors shall be 
considered while defining its own relocation strategy, such as:  
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• Availability of workshops meeting its own standards and needs 
(ex. high tension voltage) 

• Overall costs analysis  
• Potential incentives  
• Minimum total investment required 
• Local implemented regulations, in addition to the national 

requirements and law 
• Usage of alternative and renewable sources of energy, along 

with tangible sustainable and environmental friendly approach 
• Target of each specific industrial zone (ex. Interest to develop 

a specific industry)  
• Logistic (infrastructure / connections) and surrounding 

environment 
• Human Resources. 
On the last point (HR), a careful plan shall be made. From one 
side, the company shall point out the key profiles and verify if and 
how to retain them in the new location. On the other, it shall be 
checked the closeness to schools or companies where getting 
skilled workers. 

But where to relocate in China?  

First, there is no answer until a specific analysis is carried out based 
on each case and needs. Second, among the identified batch of best 
options, it shall be successively made a comparative analysis. The 
secret of success is to design a tailored and specific strategy in order 
to subsequently screen and skim potential locations and perform the 
related due diligence and negotiations.   

From our point of view, it can be said that the selection of where to 
relocate is a very important driver which affects the growth 
opportunities for the company. Without a proper expertise and 
guidance, manufacturing replacement may reveal to be a much 
costlier investment. In conclusion, companies should conduct a deep 
analysis and accurate investment plan, clearly identifying their needs 
and goals, in a local ever-changing political, legal, financial and human 
context. 

 

Reduction to VAT Rates in China from April 1st ,2019 
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During the “2019 Work Report”, the Central Government announced 
that further structural tax cuts and general-benefits would be carried 
out in China to support manufacturing and micro & small enterprises. 

 

Focusing on VAT, the reform will be deepened to: 

1. Reduce the current rate from 16 to 13 percent in manufacturing 
and other industries; 

2. Lower the rate from 10 to 9 percent in the transportation, 
construction, and other industries;  

3. Keep the lowest bracket rate unchanged at 6 percent, while 
adopting supporting measures, such as increased tax deductions for 
producer and consumer services, to ensure that in all industries tax 
burdens only decrease, avoiding any increment; 

4. Continue making progress toward cutting the number of VAT 
brackets from three to two and simplify the VAT system. 

The VAT Reform has taken effect on April 1st 2019. 

 

Small and Micro Enterprises in China: Preferential CIT Rate  

With the purpose of providing incentives to small enterprises, on 
January 2019 China’s State Council released specific preferential tax 
policies. The provisions of the related main Circular【Caishui no. 13 
[2019] on "Implementing the Policy on Inclusive Tax Reliefs for Small 
and Micro Businesses"】 are implemented for a period of 3 years, up 
to December 31, 2021.	

 	
For Small and Micro enterprises meeting the relevant requirements, it 
has been introduced a preferential Corporate Income Tax (“CIT”) rate.	
 	
According to the profit, if any, starting from this April while making 
the CIT declaration for the first quarter 2019,  	

A.     small scale and low-profit enterprises with taxable income 
lower than 1 million CNY can enjoy a CIT rate of 20%, that would be 
applied on 25% of their income, leaving the residual 75% tax-free and 
leading to an effective rate of 5%;	

B.     small scale and low-profit enterprises with taxable income 
between 1 million CNY to 3 million CNY can enjoy a preferential CIT 
rate of 20%, that would be applied on 50% of their income, leaving 
the residual 50% tax-free and leading to an effective rate of 10%.	

 

The New China’s Foreign Investment Law Company Law 

The New Foreign Investment Law was passed by China's national 
legislature, the National People’s Congress (NPC). It will enter into 
effect on January 1st 2020 and will replace the three existing laws: 
Law of the People's Republic of China on Chinese-Foreign Equity Joint 
Ventures, Law of the People's Republic of China on Chinese-Foreign 
Contractual Joint Ventures, Law of the People's Republic of China on 
Wholly Foreign-Owned Enterprises. 

The final version is not available to the public yet, but it was reported 
that only one change was made according to the previous version 
released on 2015. 

The New Foreign Investment Law aims to further ease market access 
and provide a better business environment for overseas investors, 
with unified provisions for the entry, promotion, protection, and 
management. 
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Let’s wait for the related amendments and implementation rules since 
the law is still drafted in a general way. 

For the purposes of the New Foreign Investment, 

• “Foreign investment”, means the investing activities within 
China directly or indirectly conducted by foreign natural 
persons, enterprises, and other organizations (hereinafter 
referred to as “foreign investors”), including the following 
circumstances: 

- A foreign investor forms a foreign-funded enterprise within China 
alone or jointly with any other investor. 

- A foreign investor acquires any shares, equities, portion of 
property, or other similar interest in an enterprise within China. 

- A foreign investor invests in any new construction project within 
China alone or jointly with any other investor. 

- Investment in any other manner as specified by a law or 
administrative regulation or the State Council. 

• “Foreign-funded enterprise”, means an enterprise formed and 
registered within China under the laws of China in which all or 
part of investment is made by a foreign investor.  

• Pre-establishment National Treatment, means that the 
treatment accorded to foreign investors and their investments 
isn’t less favourable to that accorded to domestic investors and 
their investments at the stage of the investment access.  

• Negative List, means a special administrative measure for 
access of foreign investment in specific fields as imposed by 
the state, which shall be issued by or with the approval of the 
State Council. 

But how does the New Foreign Investment Law concretely establish a 
more welcoming environment for investors? 

It represents itself a commitment to further develop its opening-up 
through: 

· Broadening of the Investment Methods: embrace of outward 
investments such as M&As and greenfield projects which were not 
mentioned in the previous three laws (EJV, WFOE, CJV).   

· Pre and Post-Entry Treatments: Official codification of the access to 
investments which are not present in the negative list, without the 
need of MOFCOM’s approval. 

· IPR Protection: As response to the widespread concern of foreign 
investors towards unfair practices. 

· Improved Bureaucratic Environment: from one side, local 
governments and divisions are appointed also to promote and protect 
foreign investments; on the other, legal and administrative 
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transparency aim to be enhanced, together with a bettering in 
complaint mechanisms and facilitation in monetary transactions within 
China. 

· Corporate Social Responsibility: the related practices are supposed 
to be deepened, taking into account the relevance of trade unions and 
labor protection for employees.   

Update of Social Insurance Contribution Limits in Shanghai 

According to the Shanghai Municipal Human Resources and Social 
Security Bureau, on March 2019, the contribution base limits have 
been updated: the lower limit has been decreased from RMB 4,279 to 
RMB 4,699 while the upper one changed from RMB 21,396 to RMB 
23,496.  

Regarding other cities such as Beijing and Shenzhen, the updates will 
be published in between June and July 2019.  

 

 

Hukou Restrictions Eliminated for Some Cities 

On April 8th, 2019, the National Development and Reform Commission 
has issued a notice based on which the local governments shall 
actively support the household registration (“Hukou”) of the 
population who is working in urban areas, especially to loosen up or 
even eliminate the related restrictions. 

 

The notice points out that,  

a) All restrictions for household registration for migrants who 
live in Type II Large-sized Cities shall be eliminated. 

b) Restrictions for household registration for migrants who live 
in Type I Large-sized Cities shall be eased. In addition, still 
for Type I Large-sized Cities all restrictions applied to 
Priority Groups shall be eliminated.  

c) Points-Based household registration for migrants who live in 
Ultra-tier cities (such as Shanghai or Beijing) shall be revised 
for easier application. 

d) Basic public services for permanent residents shall be 
improved. 

 

Priority Groups refer to: 

·	 New generation of migrant workers who are stable in 
employment and living in urban areas; 

·	 People living in rural areas and their families who 
transfer to live and work in urban areas for more than 
five years; 

·	 Students living in rural areas who transfer to live and 
study in urban ones; 

·	 Military men who transfer to live and work in urban 
areas; 
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For your reference, according to the Standards issued by Central 
Government, city sizes are categorized by urban population who has 
permanent residence as reported hereinafter: 

l Ultra-tier cities, with permanent residents of over 10 million, 
including Beijing, Shanghai, Chongqing, Guangzhou and 
Shenzhen. 

l Mega-cities, with permanent residents of over 5 million less 
than 10 million. 

l Large-sized cities, with permanent residents of over 1 
million but less than 5 million. 

n Type I, population is over 3 million but less than 5 
million 

n Type II, population is over 1 million and less than 3 
million 

l Medium-sized cities, with urban resident population of over 
0.5 million and less than 1 million. 

l Small-sized cities, with urban resident population of over 
0.1 million and less than 5 million. 

 
But what is Hukou? 

Hukou is an official document aimed at registering the household 
population’s basic information, such as the name, the birth date, the 
marital status and all the relatives. Since it is a legal document, it can 
also be inherited.  

Hukou is divided into 2 types: Agricultural Hukou and Non-Agricultural 
Hukou. Agricultural Hukou is addressed to people born in villages; 
while the Non-Agricultural one is for people coming from towns or 
cities.  

Hukou system is a consequence of the System of Planned Economics. 
With this system, the government is able to plan and distribute 
facilitations to the population according to the Hukou classification.  

The regulations issued on the Hukou System, along with the autonomy 
of management granted to the local governments, are one of the tools 
used by the Chinese Government for reaching its national plans and 
targets. Recently, in fact the central government is pushing the local 
governments of small-medium cities to open the door or decrease the 
difficulty of their Hukou qualification.  

Even if the influence of Hukou has decreased in affecting the daily life, 
in some places it still represents a plus such as better schools for own 
children. We will keep an eye to see if further notices will be released 
in order to inform you, either as employer or employee. 

Updated Chinese Working Calendar 
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CONTRIBUTORS: 
Saro Capozzoli 
Alessandra Mischiati  
Pedro Wang  
July Wang 
Andrea Puricelli  
Elena Storchi 
 
 
For inquires and suggestions regarding this 
newsletter or for any other concerns, please 
contact us anytime at:  
saro@jesa.com.cn  
alessandra@jesa.com.cn  
 
Our Newsletters:  

http://www.jesa.com.cn/jesa/Index.php/
Publication/news.html 

 
www.jesa.com.cn 
www.jesacapital.com 
 
LEGAL NOTICE 

The content of this newsletter is composed 
and written by JESA, and thus it is not 
reproducible and cannot be diffused 
indiscriminately without JESA’s consent. The 
purpose of this newsletter is to keep our 
contacts informed about important changes 
occurring in China and worldwide. Any use of 
it must be authorized by JESA.   

Good planets suitable for  

Humans are hard to find.   

Please think of the environment 
before printing 
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