mEXBERE ZRE#ESREH’ 055
CITPS Brief 055

China’s New Foreign Investment Law
Cornerstone for the new round of reform
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The New China's Foreign Investment Law Forum will be held on :

Date: Wednesday, May 22, 2019

Address: Morris J. Wosk, Simon Fraser University,
580 W. Hastings Street, Vancouver, BC

Registration : 1:30pm — 2:00pm

Forum : 2:00 pm—4:30pm

Dress Code : Business
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B e FREFEHEATIBEMNIFRNS FTHRSRE, Business in Vancouver
WX RIEM TS B, FECTE T HIERBER SHE. MERFTERR
SIKBE T A (Mr. Stockwell Day) KFI/RIAE KEH EHZRREKERR
WA (Gordon Houlden) KK ER. U TNRKEFEFEARELEF KA.

CITPS held on May 22, 2019 in Vancouver the New China Foreign Investment Law
Forum. Major media, including China News Agency, Dawa Business Report, Sing Tao
Daily, Ping Pao Daily News, Global Chinese Press, TC News and Boutique e-media
all gave due weight to the event and fully covered the forum.

Business in Vancourver also made commercial promotion for the forum and published
in entirety the speech scripts of Consul general Tong Xiaoling of the Chinese
consulate-general in Vancouver, Mr. Stockwell Day, former Minister of International
Trade and Mr. Gorden Houlden, Director of the China Institute at University of

Alberta. The following are the news reports of the above media coverage.
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The following are the speech scripts of the guest speakers:

Business in Vancouver published in entirety the speeches of Consul General Tong Xiaoling of the
Chinese consulate-general in Vancouver, Mr. Stockwell Day, former Minister of International
Trade and Mr. Gorden Houlden, Director of the China Institute at University of Alberta.

Ming Pao Daily News also published in entirety the speech of Ms. Tong Xiaoling.
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Commentary

China committed to opening doors
wider to foreign investment

By Tong Xiaoling | May 28. 2019, 9:00am

Shutterstock

On March 15, the Chinese People’s Congress passed the Forelgn
Investment Law of the People’s Republic of China. The
formulation of this fundamental law governing forelgn
Investment Is of millestone significance In China’s 40-year
Journey of opening up to the outside world.

It is also one of China’s significant initiatives to open its door even wider, to

boost foreign investment, to protect the legal rights of the foreign investors and

to regulate the administration and management system for foreign investment.
Miips: /D COmyarticle2019DS/china-commitiea-opening-doors-wider-forelgn-Investment



2019/5/30 China committed to opening doors wider to foreign investment - Commentary | Business in Vancouver
It serves as a powerful legal guarantor for a higher level of openness. This new
law has attracted the attention of governments and businesses worldwide.

There are five major points in this new law:

1) Further clarification of the principle of equal treatment to both domestic and
foreign businesses.

Article 15 stipulates that “pursuant to the law, the equal participation of foreign
capital enterprises in the formulation of standards will be ensured.” Article 16
stipulates that “pursuant to the law the foreign capital enterprises can
participate in fair competition for government procurement bidding. The
products and services provided by foreign capital enterprises within China will
receive equal treatment in government procurement process.”

These relevant articles are in response to the concerns of foreign capital
enterprises and convey a clearer signal in procurement and standard
formulation, which will make the Chinese market even more attractive to the
foreign investment.

2) Foreign investors will be treated no less favourably than domestic investors
in the investment access stage, except in areas specified in China’s Market
Access Negative List.

This new law includes both the Pre-entry National Treatment and the Negative
List for foreign investment as its basic management system. Beyond the
Negative List, no threshold will be set and no special management will be
enforced for the foreign investors who can make their investment, establish and
conduct their business operation and receive supervision in the same manner
as their domestic counterparts. Totally different from the old system, which was
based on a case-by-case approval approach, this is a new management system
for foreign investment.

3) Protection of intellectual property.

The new law provides a clear-cut response to concerns about the safeguarding
of intellectual property in China. Article 22 stipulates that “the intellectual
properties of the foreign investors and foreign investment businesses are to be
protected; the legal rights and interests of the owners and relevant right holders
of intellectual properties are to be protected as well.”

With regard to the issue of technical co-operation, it clearly stipulates that
“technical co-operation based on voluntary intent and following the business

https://biv.comVarticle/2019/05/china-committed-opening -doors-wider-foreign-investment
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practices” and “any administrative agency or its personnel are prohibited from
forcing technological transfer from foreign companies operating in China.”

4) The establishment of a healthy and comprehensive service system for foreign
investment.

Article 11 stipulates “consultancy and services will be provided for foreign
investors and foreign capital enterprises in areas such as laws and regulations,
policies and measures, and investment project information.” This system will
effectively push the government to adjust some of its functions, establish
communication channels between governments and businesses to enable the
governments to provide more services and support for these businesses. For
foreign capital enterprises, this can help them understand various Chinese laws
and regulations better and catch the market trend faster, and improve their
business competitiveness.

5) The establishment of a reporting system of foreign investment information.

Taking into account the established international practices, this new law sets up
a reporting system of foreign investment information, which requires that the
foreign investors and foreign capital enterprises report their relevant
investment information that will serve as the basic data for reference in the
formulation of foreign investment policies and in their management. The
Principle of Least Burdens is also applied. Based on the information sharing
principle, no extra reporting burdens will be added to the foreign capital
enterprises for information that can be retrieved from business and taxation
registration and other channels.

There are 42 articles making up the principal contents of the new law, and
several corresponding bylaws will be enacted during the process of its
enforcement. The key features of the process are: openness, transparency and
predictability. It will be open to the foreign investors and foreign capital
enterprises in due course for their opinions and feedback. By then the foreign
investors will have ample opportunity to express their views and expectations.

China today is at a critical historical juncture of a great national renaissance in
an ever-changing world unprecedented in the last century. It is only natural and
unavoidable for a growing and stronger China to experience some rough waters
and sustain some stormy attacks on her historical voyage. However, China’s
determination to defend her sovereignty, national security and development
interest is rock solid. We have the capability to defend our national interest. In
the meantime, our commitment to non-stop reform and further openness will
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not be deterred. China’s sustained efforts in promoting free and convenient
investment and mutually beneficial economic globalization will continue. As
always, China welcomes foreign businesses to come to China to invest and to
develop mutually beneficial cooperation.

Over 14,000 Canadian businesses are currently investing and operating in
China. We sincerely invite even more Canadian businesses to China for
investment and co-operation, in a joint effort to bring the economic and trade
relationship between our two countries to a brand new level.

Tong Xiaoling is the Consul General of the People’s Republic of China in
Vancouver. These remarks are excerpted from her address on May 22 to the
Canada International Trade Promotion Society.
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Ignore Huawei fallout: Stockwell Day
Keep looking to China despite diplomatic dust-up, ex-minister tells

Canadian businesses

By Chuck Chiang | May 29, 2019, 8:01am

Telus board director and former federal politician Stockwell Day says trade ties with China are
crucial despite the current chill in relations between Ottawa and Beijing | Submitted

Several Canadian officials — including former federal minister Stockwell Day — are urging
businesses in Canada to not let the Huawei Technologies Co. Ltd. affair overshadow
opportunities in the Chinese market.

Leaders in politics, academia and the legal sector were among speakers at a forum discussing
China’s recently adopted foreign investment law, hosted by local Chinese-Canadian business
group Canada International Trade Promotion Society.

The forum, held in Vancouver on March 22, initially avoided mentioning Huawei and arrested
CFO Meng Wanzhou by name — until Day delved into what he called “the elephant in the room.”

Day noted his role on the board of directors for Telus (TSX:T), which has repeatedly stated it does
not believe Huawei components in Canadian telecom networks pose a security risk. Telus has used
Huawei equipment in non-core parts of its 3G and 4G networks, and has also said its 5G network
would be hit with delays if Ottawa decides to ban the Chinese tech giant from participating.

“We’ve had a very successful relationship with Huawei for a number of years,” Day said. “We
developed ways, which we have shared with the Canadian security establishment on a
technological basis, in terms of making sure there aren’t any concerns with the equipment. There
are certain elements of Huawei equipment that we do not have in our core, nor do we intend to.
There are many elements of their equipment that are state-of-the-art, and we do incorporate those
— as do telecom companies in about 120 companies around the world.”



Day added that Huawei 5G technology has not been completely banned in places like Great
Britain and Germany, and Ottawa should follow suit.

“Some people say that the U.S. is using security concerns as a non-tariff barrier,” he said. “I will
let you decide if they are doing that or not. But if our government ... determines that the
technology is sound, then we need to boldly say that to the United States. And we need to tell
them that if Canada continues to use Huawei equipment — as 120 countries do — we do not want to
see any retaliation against us because of their determination of Huawei.”

The Chinese tech firm has been a prime target for U.S. authorities, who allege that Huawei
circumvented sanctions by doing business in Iran, and laundered the proceeds through U.S. banks
while stealing technological secrets from American rivals.

Meanwhile, U.S. officials have accused Beijing of using Huawei’s network to spy on other
countries — a charge that Huawei has denied.

Meng was arrested in Vancouver on December 1 on an extradition request by the United States,
and Washington continues to wage a tariff war with Beijing after talks broke down earlier in May.

U.S. President Donald Trump has tweeted that Meng could serve as a bargaining chip in the
negotiations, which has prompted accusations that the U.S. extradition request may be politically
motivated.

Day acknowledged that the situation — especially now that two Canadian citizens are detained in
China and face espionage charges — is serious. But he also noted that China’s ongoing One Belt,
One Road (OBOR) initiative presents a major opportunity for Canadian small businesses,
especially considering that China is aware that it needs sustainable, clean energy and resources —
something that Canada can provide.

“We have a degree of complacency here in Canada because we have a small population with a
large resource base, which allows us to live fairly comfortably,” said Day, who is also on the board
of the Canada China Business Council. “But there’s something going on in many other places in
the world now that we are in danger of being excluded from. We need to elevate our vision on
where we want our goods to ship to.”

Gordon Houlden, director of the University of Alberta’s China Institute, agreed with Day’s
assessment. Houlden, a former diplomat with stints in Beijing, Hong Kong and Taipei, said he
doesn’t share concerns that the trade deficit Canada has with China would widen if the two sides
expand their business relationship.

“To try to balance your trade with every country — as President Trump is trying to do now — I think
it’s a mistake,” Houlden said. “I think it’s enormously distorting to your economy if you achieve
that, and it also means you have to be restrictive on your imports, which harms your domestic



economy.... About 64% of Canada’s GDP is dependent on trade. We really need foreign trade,
and what’s important is the overall magnitude of trade.”

Houlden said China’s Import Expo last year was a signal that Beijing is open to more foreign

economic presence in China.

Shao Wei, partner at the Canadian operation of global law firm Dentons and an expert in China-
related business transactions, said another indication of Beijing’s acceptance of greater foreign
investment came on March 15 with the passing of the new foreign investment law, which promises
more transparency for foreign investors and companies doing business in China by January 1,
2020.

The new law is widely seen as Beijing ceding ground to the United States in the ongoing trade
talks; and while the legislation lacks specifics, the overarching intention from Beijing is an

important indicator, Shao said.

“This new law was approved in only four to five months, so there was clearly a fast-track system,”
Shao said. “It demonstrates the political will ... and it is widely seen as China’s reply to
international complaints of forced technology transfer from companies doing business in China.
So I think this is a milestone in terms of China providing a legal framework to that end.”
Ultimately, Day said, even with Canada’s relationship in China in deep-freeze and with some
commodities like canola being affected, long-term trade with China cannot be ignored if Canadian

businesses are looking for major gains.

“People have said this whole OBOR thing, China could be using it for dangerous purposes, and
there could be danger associated with this,” Day said. “Folks, I’'m sure that the first time people
discovered fire, there was someone who jumped back and said it shouldn’t be used because
someone could get burned. I’'m sure when they invented the wheel, the first time the wheel ran
over someone’s foot, someone would say to put it away.... Of course we recognize there are
negative sides to this, but we can’t overlook the positive opportunities that are there.”
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Gordon Houlden

e Itis my pleasure to be able to speak to the Canada International Trade
Promotion Society today.

e ltis also good to be in the city of Vancouver, which has the strongest

connections to Asia of any Canadian city, and the deepest knowledge of
Asia.

e | will speak briefly about China’s Import Fair, but also about what | believe
to be the motivation behind the fair.

Slide
e Xilinping
e May, 2017 concept floated by Chinese President.

e A mere 7 months later the Fair was held, with 450,000 participants from
over 100 countries.

Slide

e Canadian participation at federal Ministerial level with strong provincial
participation from the regions

Slide

e Fair site — no country is currently building as many spectacular examples of
contemporary architecture as China.

Slide

e The personal involvement of President Xi, not just in announcing the Fair,
but also in coming to the Fair to speak and to meet foreign delegations sent
a strong signal domestically and internationally of the importance that
China attaches to the concept of an Import Fair.
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Most states focus on export promotion as a path to growth and prosperity —
that is exactly what China did, beginning after the Third Plenum of 11t
Central Committee In 1978.

This followed the export led-driven path followed by Japan post-WWII, ROK
and island of Taiwan.

But to make policy sense of why China would actively promote imports we
have to first examine the success of the policy shifts led by Deng Xiaoping.

Here we see the basis for the conditions that made an Import Fair both
possible and desirable.

I met Deng — 3 times while posted in China and he remains to me one of the
most important world leaders of the 20" century.

Through internal economic reform and the “open door” policy China
achieved a sustained growth path that is unmatched by any large country in
history.

Here we see the Chinese growth in imports and exports that parallels the
GDP growth.

China became the world’s largest trader, even as the second largest
economy behind the US.

But even great success brings complications.

Gap between exports and imports is about US $1 trillion.

| would note that | do not believe in the need for perfectly balanced trade
with every partner — that would actually be difficult to achieve without

sustained interference by central governments, and would in my view be
counter-productive to economic efficiency.
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Since 1995, China has been recording consistent trade surpluses which from
2004 to 2009 have increased 10 times.

In 2018, China posted a trade surplus of USD 351.76 billion, the lowest since
2013, as exports increased 9.9 percent, its strongest performance in seven
years, while imports were up 15.8 percent.

The biggest trade surpluses were recorded with Hong Kong, the US, the
Netherlands, India, the UK, Vietham, Singapore and Indonesia.

China recorded trade deficits with Taiwan, South Korea, Australia,
Germany, Brazil and South Africa.

This is a normal situation. Canada is among the countries with which
China has a trade surplus — roughly 3 to 1.

I am old enough to recall when Canada had a trade surplus —in the 1980’s,
but, again, as long as a country’s overall trade is not sharply in deficit, it is
not at all necessary to balance trade with each economy.

US deficit 3-1

Canada also has a rough 3-1 trade deficit with China.

China sensibly runs trade deficits with Australia because of China’s need for
Aussie agricultural products, minerals and LNG. Australia’s small
population cannot match in imports from China the extraordinary level of
Australian exports to China.

With Japan China needs Japanese machine tools and other industrial inputs
to fuel its own manufacturing sector.

But even with gradually declining exports as a percentage of GDP, the sheer
size of China’s still expanding economy can create imbalances in trade.

Not all countries, especially less developed states, can easily identify
products for export to China that meet Chinese needs.

As well, the China market is not necessarily easy to penetrate for small and
medium-sized firms.



Language, business culture and distance are barriers for many would-be
exporters.

| suspect that in this audience these factors, except perhaps distance, are
not as daunting as they may be for, say, an exporter in Croatia or Senegal.

Most small and medium sized firms cannot afford a representative office in
any Chinese city, and to fly into say, Guangzhou without experience of the
challenges implicit in China’s territorial expanse, internal differentiation
and regulations can be overwhelming.

But the initiation of a national scale import fair, with the personal support
and presence of the President is to me without precedence.

The response of foreign states, including Canada and many many others
testifies to the interest of exporters world-wide.

But why would China do this?
| believe that there are several reasons.

First, it is in China’s enlightened self-interest to build strong two-way trade
relations with other states.

States that can rely on exports to boost their own export success will value
these trade ties more than where their trade profile only relies on Chinese
imports.

Secondly, China’s increasingly choosy consumers can take advantage of
high-quality products from global markets, in some cases these can be
produced more inexpensively abroad than in China.

As China’s industrial wages increase there is an economic logic in devoting
China’s work force to products and services that have a higher value added,
leaving the less sophisticated products to other economies.

This is economically rational on the part of China’s leaders and planners,
and should allow the most rational use possible of China’s huge,
increasingly well-educated, but gradually shrinking work force.
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It is not a criticism to say that it is China’s best interests to increase their
imports — this in fact fits the frequently employed phrase by Beijing of “win-

»

win”.

Even the ambitious and bold creation of an annual will not resolve of the
issues related to trade imbalances, nor should it.,

Exporters to China have the primary responsibility of bringing products to
the Chinese huge and growing market.

But, as | have mentioned, especially for smaller, distant countries the
concentration of buyers in one place is a huge advantage for exporters to

China, especially for firms that do not have extensive experience or
knowledge of the China marketplace.

But China’s economy is also changing - % of China’s GDP involving exports.
This was part of the 13 5 year plan, but also a sign of a maturing economy
which gradually depends more on internally generated growth, not just
exports and imports.

Lighter side

us

Canada

34 years

| would now like Jennie Cheng to so speak to the success of the 2018 Import
Fair.



