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The speed of change in China has continued at breakneck pace over the past year. At the 

beginning of 2015, three new Free Trade Zones (FTZs) had been announced in the country. 

As 2016 gets underway, FTZs in Tianjin, Guangdong and Fujian have all become fully 

operational, and the already existing Shanghai FTZ has been greatly expanded.

With Shanghai the nation’s de facto financial center and Guangdong, Tianjin and Fujian key 

manufacturing, shipping and trading hubs, China’s FTZs have understandably caught the 

attention of foreign investors seeking to enter a more liberalized Chinese market. The new 

zones provide fresh and unique opportunities at a time when China is facing ever greater 

competition from some of its neighbors, and form part of the government’s goal to spur 

investment outside of the well-established Yangtze River Delta region.

In this issue of China Briefing magazine, we examine China’s four Free Trade Zones and 

discuss the differences and strongpoints that exist in each of them. We begin by providing 

an introduction to the FTZs, and then take an in-depth look at the market access conditions, 

registration procedures and tax environments of each. Finally, we highlight some of the key 

considerations that foreign companies should be aware of when choosing an FTZ to invest in. 

Regardless of whether you’re an SME seeking to outsource manufacturing costs, a financial 

leasing company, or a retailer looking to sell to the Chinese market, the FTZs offer incentives 

that can benefit you. With our experience of setting up companies in each, Dezan Shira & 

Associates can be your guide to investing in China’s Free Trade Zones.
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Getting in the Zone: 
Understanding China’s FTZs 
By Dezan Shira & Associates

Editors: Jake Liddle and Steven Elsinga

The history of China’s free-trade zones (FTZs) 

began with the launch of the Shanghai Pilot Free-

Trade Zone in September 2013. Pitched as an 

experimental field in which to conduct economic 

reform, the Shanghai FTZ served as a means to 

promote economic reform and facilitate foreign 

direct investment (FDI).

The Shanghai FTZ was essentially a testing ground 

for new reforms, and to a certain extent still is. 

Where proven successful, these would be expanded 

across the entire country. In this way we have seen, 

for example, the easing of restrictions on foreign 

currency exchange and foreign participation in 

China’s e-commerce sector – both originally FTZ 

pilot schemes – implemented nationwide.

Following the success of the Shanghai zone, three 

more FTZs were established in Tianjin, Fujian and 

Guangdong in April 2015, and the Shanghai FTZ 

was further expanded to include the Lujiazui 

financial district, Jinqiao development zone and 

Zhangjiang hi-tech park. The now four FTZs share 

the same negative list, have the same accelerated 

company registration procedures and have many 

more features in common. However, some new 

measures have been introduced in each of the 

zones since their inception, leaving many foreign 

investors wondering what the differences between 

the new FTZs are and, more importantly, whether 

it is worth setting up in one.

The goal of the new FTZs becomes apparent when 

looking at the policy documents for each of them. 

Rather than being a testing ground for nationwide 

reform like the Shanghai FTZ before them, the three 

new zones are intended to drive regional growth 

by encouraging selected industries to cluster in 

that area.

Like the Shanghai FTZ, the new regional FTZs come 

with faster company set-up times and liberalized 

foreign exchange regulations. What distinguishes 

each zone from the next is the regional industrial 

agglomeration each is intended to create. While in 

terms of policies the new FTZs may not bring much 

new, the biggest opportunity for foreign investors 

may in fact lie in the concentration of industries, 

and the benefits that their presence offers. In many 

industries, companies can gain an advantage from 

being close to suppliers, service providers and 

specialist labor pools.

For instance, a manufacturer of machinery 

components may be tempted to leave China 

because of lower wages abroad. However, when 

the machinery is being assembled, the various 

components all need to be brought in from 

different suppliers from around the world. The labor 

savings may weigh up against the transport costs, 

but not necessarily against the added complexity 

and cost of the supply chain. With this in mind, 

prospective investors can look at the individual 

makeup and structure of each of the four FTZs – 

summarized in the graphic to the right – to make 

an informed decision on which is most suitable for 

their investment.  

http://www.dezshira.com/office/china/beijing.html
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The Shanghai FTZ

Bonded Area (28.78 km²) serves as 
a major modern logistics park and 
shipping area for Shanghai.  

Lujiazui Financial Area (34.26 km²) 
is home to Shanghai’s international 
financial center, international shipping 
center and international trade centre. 

Jinqiao Export Processing Zone (20.48 
km²) focuses on advanced manufacturing, 
production services, emerging industries, and 
facilitating an eco-friendly environment. 

Zhangjiang High Tech Park (37.2 km²) 
focuses on innovation and provides a 
service platform for research, financing, 
talent recruitment and resources sharing.

The Tianjin FTZ

Tianjin Port Dongjiang Area (10 km²) is the 
main functional zone and the international 
shipping and logistics center of northern China.

Tianjin Airport Area (43.1 km²) is 
a major advanced manufacturing, 
R&D and technology hub.

Binhai Commercial Business District 
(46.8 km²) is a major stage for Tianjin’s 
financial reform and innovation.

The Fujian FTZ

Fuzhou Subzone (31.26 km²) operates 
as a center for advanced manufacturing, 
aviation and professional services.

Pingtan Subzone (43 km² ) focuses 
on exchange with Taiwan.

Xiamen Subzone (43.78 km²) focuses on 
China-Taiwan regional financial services and 
innovation, and the regional aviation industries.

The Guangdong FTZ

Nansha Area (60 km²) hosts shipping 
logistics, special finance, international trade, 
and high-end manufacturing facilities.

Qianhai & Shekou (28.2 km²) working closely 
with Hong Kong, it acts as an experimental 
window to China’s financial industry with 
emphasis on modern logistics, information 
services, and science and technology services.

Hengqin (28 km²) prioritizes tourism, leisure 
and health, business financial services, culture, 
science, education and high tech industries, 
and cooperates closely with Macau.

Shanghai FTZ

The Shanghai FTZ is the 
most popular area for foreign 
investment in Shanghai

Tianjin FTZ

Leasing is a key industry in the 
Tianjin FTZ

Guangdong FTZ

Hong Kong and Macau 
invested enterprises account 
for  79 .41% of  the total 
number of FIEs and 75.54% 
of the contracted foreign 
capital in the Guangdong FTZ

Fujian FTZ

Ta i w a n  i n v e s t e d  S M E s 
account for 59.56% of the 
total number of FIEs and 
20.28 % of contracted foreign 
capital in the Fujian FTZ

498 501.7

151 189.4

418
263.6

68.9
263

Number of foreing invested enterprises
Contracted foreign capital ( 100 million RMB )FDI Levels in China’s Free Trade Zones

China’s Four Free Trade Zones at a Glance
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Navigating China’s FTZs: 
Market Access, Tax Systems 
and Registration Procedures 
Editors: Nathan Wakelin-King and Qian Zhou

While China’s FTZs are regulated by many similar 

policies, important technical distinctions exist 

between the four zones. For example, corporate 

income tax (CIT) and individual income tax (IIT) is 

structured differently across the FTZs, and Shanghai 

and Tianjin treat cross border RMB cash pooling 

differently. Moreover, despite a widely liberalized 

system for foreign direct investment, there are 

certain restrictions and incentives across the four 

zones that investors should be aware of. 

Reduced Market Access 
Restrictions on Foreign 
Investment
The Free Trade Zones use a “Negative List” for foreign 

investment that stipulates in which industries 

foreign companies cannot invest. For industries not 

included in the Negative List, foreign investment 

is no longer required to go through the “approval” 

process. Instead, a more efficient “filing” system is 

applied.

The Negative List was initially introduced in 2013 

alongside the creation of the Shanghai FTZ and has 

since been updated twice, most recently in May 

2015. Long and at times extremely specific, the 

Negative List may ostensibly give the impression 

that China’s FTZs are overly restrictive on foreign 

investment. However, while there are a number 

of areas that remain closed, many more have 

been opened up to FDI and provide attractive 

opportunities for investors.

Manufacturing
The manufacturing sector received a significant 

overhaul across all of China’s FTZs in the latest 

Negative List. Here, we detail how investment is 

treated in some of the country’s most popular 

industries:  

• Automotive manufacturing: Automobiles fall 

under the “restricted” category: the shareholding 

percentage of the Chinese partner should not 

fall below 50 percent. Further, a foreign investor 

may establish no more than two joint venture 

enterprises in China to manufacture the same 

types of vehicles (however, this restriction does 

not apply in the case of a merger or acquisition 

of another vehicle manufacturer). 

• Aeronautical design / manufacturing: Depending 

on the type of aircraft, the business venture must 

be in the form of an equity joint venture or a 

cooperative joint venture, in some cases with the 

controlling stake held by the Chinese party.

• Rail transportation: Manufacturing of railway 

transportation equipment is limited to equity joint 

ventures or cooperative joint ventures. However, 

the FTZs allow for 100 percent ownership in 

certain areas of railway equipment development 

and manufacturing. These include the R&D and 

manufacturing of passenger service facilities and 

ancillary equipment. It also includes the R&D and 

manufacturing of equipment related to tracks and 

bridges. Equipment manufacturing for electric 
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railway systems and equipment can be wholly 

foreign owned. For urban transit projects, 70 

percent of equipment used must be from China. 

Shipping
For the operation of international vessel agency 

operations, restrictions on foreign investment have 

loosened somewhat: foreign entities are allowed 

a 51 percent equity stake in such a venture if it is 

located in an FTZ. Previously, a Chinese controller 

was required. It is important to note, however, that 

foreign entities are still blocked from any sort of 

domestic shipping operations. 

Wholesale and Retail 
Wholly Foreign Owned e-commerce operations 

are permitted, including online data processing 

and trading processing operations. This small but 

significant change is new in the 2015 list; previous 

lists had equity restrictions. 

Overall, the significance of the FTZs to potential 

wholesale or retail businesses are less related to 

changes in investment laws, and more related 

to other aspects of the FTZs, such as simplified 

customs procedures and other administrative 

procedures.

Finance
Overseas investors in banking institutions in China’s 

FTZs must themselves be financial institutions. 

The 2015 negative list specifies what varieties of 

foreign financial institution can invest in what 

variety of FTZ financial institution. In some cases, 

they require the investor to be the same type of 

institution. For example, investors in rural credit 

banks must be banks and investors in currency 

brokerage companies must be currency brokerage 

companies. 

Most other financial services remain in the 

“restricted” category: that is, there are openings for 

foreign investors, but there are either limitations on 

the proportion of foreign equity, or restrictions on 

specific types of foreign investment.

Professional Services
Telecommunications services have changed 

significantly with the revisions of the negative lists. 

As written above, e-commerce firms can be wholly 

foreign owned within an FTZ. For value-added 

telecommunication services, foreign investors are 

allowed up to a 51 percent equity (in the 2013 

negative list, a Chinese partner with a majority 

share was required). 

Accounting firms require that the managing 

partner be a Chinese national. As elsewhere, 

foreign law firms must enter China in the form of a 

representative organization.

Medical institutions can be set up as wholly foreign 

owned entities, but investors must have five or 

more years of experience in medical institution 

investment and administration, among other 

requirements. The minimum total investment is 

20 million RMB.

The Development of China’s Negative List

Shanghai’s First Negative List 
Introduced

Shanghai’s Second Negative 
List Implemented

New Negative List for All Four 
FTZs Introduced

The latest Negative Lists for FDI 
and market access will be in place 
in the FTZs until 2018, from which 
point they could be extended 
nationally.

2013 2014
17 Articles Reduced51 Articles Reduced

Dec 2015 2016 onwards

190
special administrative measures

139 
special administrative measures
16 categories, 56 sectors 

122 
special administrative measures
15 categories, 49 sectors*

* Tightened Activities/Industries: 
Sale of duty-free goods, Value-add telecommunication services (except for e-commerce), Online publishing services, Financial services, Insurance asset 
management companies, Foreign law firms, Medical institutions, Pre-school education, Overseas media
Further Liberalization for: Automotive manufacturing, Vaccine production, Cross border transportation companies, Mineral smelting, 
Securities agencies, Employment companies, Real estate sector
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Faster Administrative and 
Registration Procedures
Relaxed Incorporation Requirements
FTZ policies cancel the minimum registration 

capital of RMB 30,000 for limited liability companies; 

the RMB 100,000 minimum for single shareholder 

companies; and the RMB 5 million minimum for 

joint stock companies. 

Previous provisions on first-time capital contribution 

amounts and ratios for company shareholders 

at the time of incorporation are cancelled, as are 

the provisions on the ratio of capital contribution 

amounts to registered capital and the provisions 

on capital contribution deadlines for full payment 

by company shareholders.

One Stop Application Processing
In order to cut down on bureaucracy related time 

costs, FTZs have “one-stop application processing 

platforms” for company establishment. An online 

application is made through the relevant FTZ 

website, and then the business is checked against 

the updated “negative list”. Later, all application 

The Tax Environment in China’s Free Trade Zones

Tax Rate Differences in the FTZs

Shanghai FTZ Tianjin FTZ Guangdong FTZ Fujian FTZ

Corporate 
Income Tax (CIT)

• CIT on the increase 
in asset valuation 
arising from asset 
restructuring, such as 
external investment 
with non-monetary 
assets, can be divided 
equally and paid by 
installments within 5 
years (now expanded 
nationwide)

No special 
incentives

• In Qianhai and 
Hengqin, the 
enterprises 
that engage 
in encouraged 
industries are 
eligible for CIT at 
a reduced rate of 
15%

• In Pingtan, the 
enterprises 
that engage 
in encouraged 
industries are 
eligible for CIT 

• at a reduced rate 
of 15%

Individual 
Income Tax (IIT)

• IIT on the equity 
incentives given to 
high-end talents or 
talents in short supply 
in the form of shares or 
proportion of capital 
contribution can be 
paid by installments 
within five years (now 
expanded nationwide)

No special 
incentives

• Qianhai: IIT 
subsidies for 
qualified high-
end talents or 
talents in short 
supply *

• Hengqin: IIT 
Rebate for Hong 
Kong and Macao 
residents *

• 20% subsidies on 
IIT paid for Taiwan 
permanent 
residents working 
in Pingtan

Tax Rates Across the FTZs

Import tax

• VAT incentives for aircrafts (unladen weight ≥25 tons) imported by domestic leasing 
companies registered in the Shanghai FTZ or their subsidiaries for lease to domestic 
airline companies

• Tariffs can be calculated either based on the corresponding imported materials and 
parts, or based on actual declaration status (i.e. on finished products) for goods made 
in the Shanghai FTZ and sold in the domestic market via the “second-line”

• Tariff exemptions for machinery and equipment imported by manufacturing 
enterprises and manufacturing service enterprises

* For foreigners who are categorized as high-end talents/talents in short supply, and for those who work for one successive year or more in 
a Qianhai registered enterprise, the Shenzhen government will subsidize the IIT paid on wages which exceed 15% of taxable salary income
* For Hong Kong and Macao permanent residents working in Hengqin,  the portion of IIT paid which is in excess of the Hong Kong/ 
Macao IIT on such income can be refunded mourning 
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materials will be submitted and handled through the 

industry and commerce authority (AIC) in the Zone. 

All the relevant licenses and certificates (including 

the business license, enterprise code certificate, and 

tax registration certificate) will be issued altogether 

by the AIC. This means applicants may obtain all 

necessary documents for company establishment 

in one place, contrasting with outside the zone 

where applicants must move between different 

authorities for the issuance of the different varieties 

of paperwork. 

Competitive Tax Environment
When the Shanghai FTZ was initially announced, 

investors were hopeful of a more preferential tax 

environment, with some predicting a CIT rate of as 

low as 15 percent. In reality, however, this was never 

likely to occur, as the Shanghai FTZ was designed 

more as a testing ground for new reforms than as 

a zone for preferential policies.

 

That said, there are still various tax incentives that 

exist for certain qualified individuals and enterprises 

throughout the four FTZs. For example, Qianhai 

and Hengqin of the Guangdong FTZ, and Pingtan 

of the Fujian FTZ, provide special tax incentives 

to qualified businesses based on their respective 

functions. 

• For foreigners who are categorized as high-end 

talents/talents in short supply, and for those 

who work for one successive year or more in 

a Qianhai registered enterprise, the Shenzhen 

government will subsidize the IIT paid on wages 

which exceed 15 percent of taxable salary 

income

• For Hong Kong and Macao permanent resi-

dents working in Hengqin,  the portion of IIT 

paid which is in excess of the Hong Kong/ Ma-

cao IIT on such income can be refunded 

Cross-border RMB Cash Pooling
In early 2014, China launched a pilot program 

to enable cross-border RMB cash pooling in the 

Shanghai FTZ. This program was welcomed by 

domestic and foreign invested MNCs, as it provides 

more channels to recoup RMB back to mainland 

China while simultaneously centralizing treasury 

and cash flows, thus achieving financial cost 

savings. In November 2014, a detailed guidance 

on cross-border RMB cash pooling by MNCs 

nationwide was issued by the People’s Bank of 

China (PBOC).

Compared to the national version, cross-border 

RMB cash pooling policies in the FTZs still have 

their advantages. For better understanding, we 

present a full chart on the next page. Note that in 

the Fujian and Guangdong FTZs there are presently 

no specific rules for cross-border RMB cash pooling.

Forex Cash Pooling
China launched its foreign exchange cash pooling 

pilots as early as 2012, implemented among 73 

MNCs in selected provinces. With the experience 

gained from the pilot programs, the State 

Administration of Foreign Exchange (SAFE) issued 

the Huifa [2014] No.23, (hereinafter Circular No,23) 

on April 18, 2014, extending the pilot programs 

nationwide from June, 2014. On August 5, 2015, 

SAFE released the revised version of Circular No.23, 

i.e. Huifa [2015] No.36 (hereinafter Circular No.36), 

further lowering the threshold and simplifying the 

procedures for foreign exchange cash pooling.

Unlike the significant difference between the 

national and FTZ versions on cross-border RMB cash 

pooling, setting up a foreign exchange cash pool 

within or outside the FTZs is mostly similar, with the 

exception that there are lower requirements on 

international balance of payments. According to 

Circular No.36, to be qualified for applying for 

foreign exchange cash pooling, the MNC’s 

international balance of payments in the preceding 

year must exceed US$100 million. However, as 

stipulated in the “Detailed Implementation Rules 

for Further Promoting Pilot Forex Administration 

Reform in China (Shanghai) Pilot Free Trade Zone”, 

released in December, 2015, this requirement was 

lowered in Shanghai to US$ 50 million. The Tianjin 

and Fujian FTZs released similar rules on December 

18 and December 22, respectively, and the 

Guangdong FTZ is expected to do the same later 

this year.  
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Cross-border RMB Cash Pooling

National version Shanghai FTZ Tianjin FTZ

Legal basis Yin Fa [2015] No. 279 No special incentives The Guidance* 

Administration
The settlement bank should make a record filing at a 
People’s Bank of China at sub-provincial city central-
branch level or above 

No requirements
The same with 
the  national 
requirements

Qualifications

Domestic members:
• Non-financial enterprise members of MNC
• Registered and established in PRC
• Not listed in the watch list for enterprises engaging in 

RMB settlement for exports trading

Overseas members: 
• Non-financial enterprise members of MNC
• Registered and established overseas (including Hong 

Kong, Macau and Taiwan)

The lead enterprise could be either a domestic or overseas 
member

The domestic lead 
enterprise should be 
registered and established 
in the Shanghai FTZ.
The domestic members 
and overseas members 

should be affiliated

The domestic lead 
enterprise should 
be registered in the 
Tianjin FTZ. National 
requirements also 
apply

Threshold

Existence 
time

Domestic member: 1 year or longer
Overseas member:  1 year or longer

No requirements No requirements

Annual 
turnover in 
total

Domestic member: RMB 1 billion and above
Overseas member:  RMB 200 million and above

No requirements No requirements

Limit

Net inflow 
amount

Maximum net inflow amount = accrued owner’s equity of 
the capital pool x macro-prudential policy index.
The latest macro-prudential policy index is 0.5, subject to 
adjustment of the PBOC

No requirements No requirements

Net outflow 
amount

No requirements No requirements No requirements

Source of funds

No explicit limit in the Law
Note: According to some professionals, the source of funds 
is still limited to self-owned cash flows generated from the 
MNC’s production, operation and industrial investment 
activities; the cash flows generated from financing 
activities shall not be pooled for the time being. As there is 
no more explicit limit in the law, the financing funds might 
be allowed to be pooled sometime in the future

Limited to self-owned cash 
flow generated from MNC’s 
production, operation 
and industrial investment 
activities;  the cash flows 
generated from financing 
activities shall not be 
pooled for the time being

No explicit limit in 
the law

Use of funds

The account funds shall not be invested in securities, 
financial derivatives and real estate which is not for 
own use, and shall not be used to purchase wealth 
management products and disbursement of entrusted 
loans to non-member enterprises

No limit in law
The same as 
the  national 
requirements

*The Guidance: “Guidance of People’s Bank of China on Financial Support for the Development of China (Tianjin) Free Trade Zone”
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Additional Considerations 
when Investing in China’s 
Free Trade Zones

  EXPERT COMMENTARY

Kyle Freeman
Senior Associate

International Business Advisory
Dezan Shira & Associates

Tianjin Office

There are a number of other considerations and 
benefits that prospective investors should take into 
account when choosing to set up in one of China’s 
Free Trade Zones. In terms of location, it should be 
noted that while the majority of the FTZs are well 
connected by transport, they are not close to any 
sort of prominent commercial or residential areas. For 
example, the Nansha area of the Guangdong FTZ is 
connected to a major port and railway, but it is around 
an hour away from any major shopping or living areas 
in Guangzhou. 

In other words, investments that sell wholesale to 
other areas of China, or export goods abroad, will be 
well served in all of the FTZs. However, businesses that 
require interaction with the general public will have to 
choose their location carefully for an FTZ investment 
to be worthwhile. 

Intellectual Property Protection
Free Trade Zones have their own separate “three in 
one” intellectual property offices, covering patents, 
trademarks and copyright, which can resolve and 
enforce copyright disputes. The extent to which 
this will strengthen IP protection over the long term 
remains to be seen, but in the short term, it will cut 
down on time dealing with IP related government 
bureaucracy.

Industrial Clusters
The economic efficiencies of being in a “cluster” are 
difficult to generalize, but potentially immense. Each 
area of the FTZs has its own stated aim for specific 
industries, and each sub-area of the FTZs has its own 
individual cluster of industries. 

Cross Border Financing: HK and Taiwan
The Fujian and Guangdong FTZs have policies 
designed to increase economic integration with Hong 
Kong and Taiwan. One of the most promising areas 
involves cross border financing: parent companies 
based in Hong Kong with a subsidiary in these FTZs, 
for instance, can issue RMB-denominated bonds in 
China, creating unique benefits for Hong Kong and 
Taiwan businesses.

Shanghai’s Visa Policies 
Shanghai has sought to lessen restrictions for foreigners 
seeking visa or residence permits, particularly within 
its Free Trade Zone. Foreign qualified individuals 
can now receive employment offers by Shanghai 
FTZ companies via electronic invitation, and will 
be provided port visas upon arrival. Under the new 
regulations, companies based in the Shanghai FTZ 
may also arrange exit and entry proceedings directly 
with China’s Exit and Entry Bureau.

Customs and Value Added Tax Cuts
VAT is only applied once a product leaves an FTZ, and 
not to transactions that occur between companies in 
the FTZ itself. Moreover, goods that are imported into 
the four FTZs are not subject to customs duties, 
though they are subject to duties once they leave the 
FTZs. This could bring immense value to companies 

that are linked to a wider, global supply chain.  

Professional Services

Dezan Shira & Associates can help structure your company’s investment into 
any of China’s Free Trade Zones. To arrange a free consultation, please email 
us at china@dezshira.com
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