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I. Introduction

The Closer Economic Partnership
Arrangement (“CEPA”) was signed
on 29 June 2003 between the Central
Government of the People’s Republic
of China (the “PRC”) and the Hong
Kong Special Administrative Region
(“Hong Kong”). The primary goal
of CEPA is to enable a free flow of
goods and services from Hong Kong
to the PRC. The most prominent
feature of CEPA is the granting of
preferential treatment to Hong Kong
companies and “goods of Hong
Kong origin”, which is more favor-
able than what is offered under the
PRC’s commitments to the World
Trade Organization (“WTO”). It is
expected that CEPA will give certain
industries in Hong Kong a competitive
edge against non-Hong Kong 
companies, especially by having an
early presence in the PRC service
market through the establishment of
foreign-invested enterprises
(“FIEs”).1

A. Flow of Goods

Under CEPA, goods of Hong Kong
origin will enjoy two privileges: (1)
elimination of customary import 
barriers and (2) most importantly, the
zero tariff.

(1) Import Barrier Elimination

Under CEPA, each of the PRC and
Hong Kong reiterated that it will not
take any non-tariff measures that do
not conform to the PRC’s WTO 
commitments and both sides agreed
not to impose tariff quotas on, nor to
take any anti-dumping or 

countervailing measures against,
goods originated from the other side.
Furthermore, both the PRC and
Hong Kong waived the unilateral anti-
dumping and countervailing rights
under the WTO and this waiver
makes possible the free flow of goods
into the PRC.

(2) Zero Tariff

Under CEPA, goods of Hong Kong
origin will have the advantage of zero
tariff if imported into the PRC.
Specifically, goods that are on the list
of 273 designated tariff items2 will
enjoy the zero tariff treatment as of
1 January 2004. Other goods, if on
the list for the subsequent calendar
year (which is to be jointly drafted by
the PRC and Hong Kong authorities)
will be granted the same treatment by
no later than 1 January 2006.
However, the 17% import value added
tax (“VAT”) is not exempted under
CEPA, as opposed to the traditional
bonded goods,3 which is exempted
from both the import tariff and the
import VAT.

(3) Place of Origin

The criteria in determining goods of
Hong Kong origin have not been 
formulated. The most debated issue
is how much local value has to be
added to the goods before they can
be treated as goods of Hong Kong
origin. Presumably, the determination
will have a direct impact on the 
quantity of foreign unfinished or
semi-finished goods imported from
Hong Kong into the PRC. The 
definition of “Hong Kong origin”
should be clarified by 1 January 2004.

(4) Suspension of Preferential
Import Treatment

CEPA allows either the PRC or Hong
Kong to suspend preferential import
treatment to certain products if the
import of such products increases
abruptly, resulting in serious damage
to or which threatens to damage any
industry producing the same products.
To 
initiate the suspension of preferential
import treatment, a written notice is
required to be given to the other party.
Subsequent to the notice, consultation
between the PRC and Hong Kong is
required under CEPA.

It is not clear whether such suspension
of preferential import treatment only
applies to the zero tariff treatment.
According to the original text of
CEPA, the suspension is only a passive
act to refrain from implementing the
zero tariff treatment. Therefore, it
probably does not apply to anti-
dumping or countervailing measures.

B. Flow of Services

In general, a foreign investor4 may
provide on-shore services in the PRC
either directly or through an FIE.

To provide on-shore services directly,
the foreign company should be 
registered in the PRC, otherwise, a
foreign company is not allowed to
perform services in the PRC. It
should be noted that a special permit
is required for a foreign company to
operate in certain industries.

A foreign investor can also provide
services in the PRC through an FIE.
However, such FIE may need to take
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the form of a joint venture, as
required by the Foreign Investment
Industrial Guidance Catalogue
(“Catalogue”).

(1) Service Industries

Under CEPA, the barriers and 
restrictions against the flow of
services applicable to Hong Kong
companies and Hong Kong service
suppliers will be progressively reduced
or lifted as of 1 January 2004.
During the initial phase of CEPA,
Hong Kong companies or service
providers will have expedited access
to 17 service industries. These 
industries include distribution, bank-
ing, insurance and real estate. The
preferential treatment available to
Hong Kong companies and service
suppliers is either in the form of (i)
elimination of joint venture or local
majority shareholding requirement or
(ii) lowering of the qualification
threshold for investors from Hong
Kong. Both the PRC and Hong
Kong agree to discuss the further
lowering or elimination of similar
entry thresholds in other service
industries.

(2) Definition of “Hong Kong
Company”

The term “service provider” remains
to be defined. Under CEPA, Hong
Kong companies have to be (i) incor-
porated under the Hong Kong
Companies Ordinance; (ii) engaged in
substantial commercial operations in
Hong Kong.

In order to satisfy the second require-
ment referenced above, a Hong Kong
company has to meet the following
criteria: (i) its intended business in the
PRC is the same as the business being
conducted in Hong Kong; (ii) it has
paid the profit tax in Hong Kong
(unless it has no taxable gains); (iii) it
has conducted business in Hong
Kong for some years;5 (iv) it must
own or lease premises compatible to
its operations in Hong Kong;6 and (v)
the local employment shall not be less

than 50% of its workforce. Foreign
companies and offices registered in
Hong Kong do not qualify as Hong
Kong companies.

There are additional requirements for
companies in regulated industries.
For example, in addition to the above
listed criteria, a Hong Kong bank
must also be a bank approved by the
Chief Executive of the Hong Kong
Monetary Authority to engage in the
banking business under Hong Kong
Banking Ordinance. Similarly, an 
insurance company must be 
authorized under Insurance Companies
Ordinance to engage in insurance or
insurance brokerage operations.

(3) Consultation

CEPA does not include the power to
suspend entry into service industries
by either the PRC or Hong Kong.
Either side can request for 
consultation to review the list of
service industries if any industry has
been substantially affected. It appears
that neither the PRC nor Hong Kong
is entitled to take unilateral actions
towards entries into the service 
industries and any amendments would
require the agreement of both sides.

II. Access to Service
Industries

As of 1 January 2004, CEPA will
enable Hong Kong companies and
service providers to make the expedited
entry into the PRC service market. The
most important industries of the initial
phase are discussed below:

A. Management Consulting

Management consulting is a permitted
industry under the Catalogue, but 
currently, any on-shore management
consulting service must be conducted
through a joint venture. As a member
of WTO, the PRC will eventually 
permit foreign investors to provide
management consulting through
WOFEs by 11 December 2007.

Under CEPA, a Hong Kong company
can provide on-shore management

consulting through a WOFE as of
1 January 2004, which is almost four
years earlier than non-Hong Kong
service suppliers.

B. Tourism

(1) Hotels and Restaurants

Although foreign service suppliers
may construct, renovate and operate
hotels (including apartment buildings)
and restaurants in the form of joint
ventures with foreign majority 
ownership in such joint venture,
CEPA allows Hong Kong companies
to wholly own such businesses in the
PRC as of 1 January 2004.

(2) Travel Agency

Under the PRC’s commitments to the
WTO, foreign companies can estab-
lish travel agencies in the form of
joint ventures or WOFEs in certain
designated resort areas (e.g. Beijing,
Shanghai, Shenzhen, Guangzhou and
Xi’an).7 These geographic restrictions
are scheduled to be removed within
six years after the PRC’s accession to
the WTO.

Under CEPA, Hong Kong companies
are permitted to form equity joint
venture travel agencies without the
above geographic restrictions as of
1 January 2004.

C. Franchise

Under the PRC’s commitments to the
WTO, foreign companies may 
franchise in the PRC starting 
11 December 2004. Under CEPA,
Hong Kong service suppliers are 
permitted to franchise in PRC starting
1 January 2004.

D. Audio/Visual

(1) Distribution of Audio/
Video Products

Currently, foreign service suppliers
are permitted to establish contractual
joint ventures in the audio/visual
industry, but such joint ventures are
not allowed to distribute motion 
pictures.



Under CEPA, Hong Kong companies
will be permitted to engage in the 
distribution of audio/visual products
(including motion pictures) in the
form of equity joint ventures, as long
as the Hong Kong company’s owner-
ship percentage does not exceed 70%.

(2) Cinemas

As one of the PRC’s commitments to
the WTO, foreign service suppliers
are currently permitted to construct
and/or renovate cinemas, as long as
foreign ownership of such company
is not more than 49%. The Tentative
Rules on Foreign Investment in Cinemas8
also provides that the share capital
held by the Chinese party in an equity
joint venture cinema must not be less
than 51% of the total capital of the
equity joint venture and the Chinese
party must hold controlling operating
rights in a contractual joint venture
cinema.9

Under CEPA, a Hong Kong company
is allowed to hold a controlling 
interest in an equity or contractual
joint venture cinema. However,
similar to foreign companies, Hong
Kong companies are not permitted to
establish wholly-owned cinemas in
the PRC.

E. Construction

According to the Administrative
Regulations on Foreign-invested Construction
Companies,10 foreign companies have
been permitted to undertake 
construction services through
WOFEs since 1 December 2002,
which is two years ahead of the PRC’s
WTO commitment. However, such
services have been limited to (1)
wholly foreign-financed projects: (2)
projects jointly invested by local and
foreign investors; and (3) projects 
difficult to be completed by the local
contractors alone.

Under CEPA, Hong Kong companies
will have access to the construction
industry by acquiring companies in
the PRC and the business of such
acquired PRC companies will not be

limited to the above three types of
projects. Furthermore, Hong Kong
companies will be permitted to 
establish WOFEs to provide con-
struction related services while non-
Hong Kong service suppliers are only
allowed to provide such services
through joint ventures.

F. Real Estate

Pursuant to the Catalogue, the 
construction and operation of luxury
hotels, villas, high-end office buildings
and international exhibition centers
are restricted industries. This means
that foreign companies are subject to
significant restrictions in this industry,
including being restricted to using
joint ventures as the investment 
vehicle. Under CEPA, Hong Kong
companies will be permitted to set up
WOFEs to engage in such businesses.

Moreover, foreign companies are only
allowed to provide real estate services
on a fee or contract basis through a
joint venture. Under CEPA, Hong
Kong companies are allowed to form
WOFEs to perform real estate 
services on a fee or contract basis.

G. Transportation

(1) Road Freight Transportation

According to the Catalogue, domestic
carriage of goods by road is an
encouraged industry. Under the
PRC’s commitment to the WTO,
foreign companies have been allowed
to hold controlling interests in joint
ventures since 11 December 2002 and
will be permitted to set up WOFEs
by 11 December 2004.

Under CEPA, Hong Kong companies
will be permitted to establish WOFEs
by 1 January 2004, which is one year
earlier than the PRC’s commitment to
the WTO. Once approved, such
WOFEs can engage in the business of
warehousing, consulting services and
other related activities in addition to
road transportation.11

(2) Passenger Transportation

The PRC did not make any 

commitment to the WTO on road
passenger transportation, which is a
restricted industry under the
Catalogue and a foreign company is
only allowed to provide such services
through an equity joint venture in
which it has a minority interest.12

Under CEPA, Hong Kong companies
will be permitted to set up WOFEs to
engage in road passenger 
transportation in the western region
of the PRC.

(3) Shipping Services

Under CEPA, Hong Kong service
suppliers will be permitted to provide
international ship management,
international maritime freight storage
and warehousing, international 
maritime container station services
and non-vessel carrying services
through a WOFE. Hong Kong 
companies can also provide services
through WOFEs to the vessels owned
or operated by it. Such services
include cargo procurement, issuance
of bills of lading and settlement of
shipping fees.

H. Logistics

Logistics is a comprehensive supply
chain service that includes inventory
planning, shipping, carriage, storage
and delivery of goods. According to
the Notice on Issues on Pilot Projects of
Foreign-Invested Logistics Enterprises,13 a
foreign company may engage in 
on-shore logistics services through a
joint venture. Such logistics services
consist of (1) import and export
agency services to third parties;
(2) carriage of goods by road;
(3) warehousing; (4) shipping,
discharge, packaging, allocation and
delivery of goods; and (5) logistics
consulting which may include logistics
planning. However, the logistics joint
venture should (1) have a minimum
registered capital of US$5 million;
(2) be controlled by the local party in
terms of holding majority shares; and
(3) only be set up in certain 
designated areas.



Under CEPA, Hong Kong companies
will be permitted to set up logistics
WOFEs to provide logistics services
without any geographic restrictions.

I. Insurance

Under CEPA, Hong Kong insurance
companies will be able to enter into
the PRC market either through 
strategic mergers among Hong Kong
insurance companies or by capital
investments in PRC insurance 
companies. A Hong Kong insurance
company will be able to hold up to
15% of the outstanding capital of a
PRC insurance company.

However, there are several 
requirements applicable to Hong
Kong insurance companies formed
through mergers. The group formed
by Hong Kong insurance companies
through a strategic merger must also
have over US$5 billion global assets
and one of the insurance companies
among the group should have been
established for more than 30 years
and have had a representative office
in the PRC for more than two years.

J. Banking

Under current regulations, foreign
banks and finance companies must
have representative offices in the PRC
prior to its application to establish
equity joint venture banks or equity
joint venture finance companies in
the PRC.14

CEPA removes such requirement for
Hong Kong banks and finance 
companies. Furthermore, the minimum
asset requirement for a Hong Kong
bank or finance company to set up a
branch office in the PRC is reduced to
US$6 billion from the previous 
requirement of US$20 billion.

Hong Kong banks will also be able to
engage in transactions denominated in
Renminbi if it has operated branch
offices in the PRC for two years,
whereas the requirement pre-CEPA
for Hong Kong banks was three
years. Profitability assessment will

also be based on the overall 
profitability of all branches in PRC
rather than based on any given 
individual branch.

K. Distribution

(1) Distribution Agency;
Wholesale; Import and Export

Under the Tentative Procedures on
Establishment of Sino-foreign Trading
Equity Joint Ventures15 (“Tentative
Procedures”) which became effective
on 2 March 2003, restrictions on 

market entry to the import and export
industry have been considerably 
lowered as to geographic limits,
qualifying standards and minimum
capital requirements.

Under CEPA, Hong Kong companies
will be permitted to establish WOFEs
to provide distribution agency and
wholesale services in any part of the
PRC or to provide import and export
services to third parties.16

Table A below compares the prefer-
ential treatment granted to Hong
Kong service suppliers that intend to
establish import and export compa-
nies, against the treatment of the
same companies under the Tentative
Procedures.

If a Hong Kong service provider
intends to set up a wholesale compa-
ny, the threshold is lowered, as illus-
trated in Table B.

Table B 
 

Requirement Current Status17 CEPA 
Minimum average annual 
sales in the previous 3 years 

US$2.5 billion (1) US$30 million; or 
(2) US$20 million in the 

central or western 
regions of the PRC 

Minimum assets in the year 
immediately prior to the 
application for approval 

US$300 million US$10 million 

Minimum registered capital (1) RMB$80 million 
(2) RMB$60 million in 

the central or western 
regions of the PRC 

(1) RMB50 million 
(2) RMB30 million in 

the central or western 
regions of the PRC 

 

Table A 
 

Requirement Tentative Procedures CEPA 
Commercial Presence Equity joint ventures Joint ventures or  

WOFE 
Previous Average Annual Trading 
Volume of the Investor with the 
PRC 

(1) At least US$30 million 
for the last three years; or 

(2) US$20 million for the last 
three years in the central and 
western regions of the PRC 

(1) At least US$10 million 
for the last three years; or 

(2) Over US$5 million for 
the last three years in the 
central or western regions of 
the PRC  

Minimum Registered Capital (1) RMB 50 million; 
(2) RMB 30 million in central 

and western regions of the 
PRC 

(1) RMB 20 million; 
(2) RMB 10 million in the 

central or western regions of 
the PRC 

Table C 
 

Requirement Current Status CEPA 
Minimum average annual 
sales value in the previous 3 
years 

US$2 billion US$100 million 

Minimum assets in the year 
immediately prior to the 
application 

US$200 million US$10 million 

Minimum registered capital (1) RMB50 million; or 
(2) RMB30 million in 

the central or western 
regions of the PRC 

(1) RMB10 million; or 
(2) RMB 6 million in the 

central or western 
regions of the PRC 



(2) Retail

Hong Kong companies are permitted
to establish retail enterprises on the
regional level and on the county city
level in Guangdong Province.

Table C above compares the 
preferential treatment granted to
Hong Kong service providers that
intend to establish retail enterprises,
against the treatment of the same
enterprises under the current law.

Currently, a WOFE is not allowed to
engage in the retail business until 
11 December 2004.

Under CEPA, Hong Kong service
providers are allowed to set up
WOFEs to do the same and the mar-
ket entry threshold is also consider-
ably lowered.18

III. Conclusion

CEPA opens up a channel to the vast
PRC market for Hong Kong 

companies that is beyond what is
available through the PRC’s commit-
ment to the WTO. For  non-Hong
Kong companies and products, CEPA
may create an incentive to convert
into a Hong Kong company or to
manufacture products of Hong Kong
origin. Such companies should 
evaluate (A) the costs of moving 
certain manufacturing processes to
Hong Kong and (B) the costs and
time entailed to become a Hong Kong
company.

There are several outstanding issues
with regards to CEPA. One pending
issue is that the concept of “Hong
Kong origin” is uncertain. It is also
not clear whether the undefined
“Hong Kong service provider” is
linked to the concept of Hong Kong
companies. With these pending
issues, it may not be practical for non-
Hong Kong companies to move their
business operations to Hong Kong.

Despite the outstanding issues, which
should be clarified in the coming
months, CEPA is expected to 
stimulate the flow of goods from
Hong Kong to the PRC as well as
potentially stimulating both the PRC
and Hong Kong economies through
the attraction of additional foreign
investors.
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NOTES:

1 An FIE can be in the form of an equity and contractual joint venture or a wholly foreign-owned enterprise (“WOFE”), each
form being regulated by separate PRC regulations.
2 According to Anthony Leung, Hong Kong’s former Financial Secretary (who recently resigned on July 16, 2003), these 273 
tariff items account for approximately 60% of manufactured goods exported to the PRC from Hong Kong.
3  Bonded goods are duty-free goods imported into the free trade zone or imported for export purposes. Such bonded goods
are subject to customs supervision and the import duties should be paid prior to sale into the domestic market.
4 Under PRC investment regulations, investors from Hong Kong, Macao and Taiwan are considered foreign investors.
5 The requirement of the length of time for substantial commercial operation in Hong Kong varies according to different 
service industries. As to construction, construction related engineering services, banking and insurance, the time requirement is
not less than 5 years. As for other services, the time requirement is normally not less than 3 years. There is no time requirement
for real property services.
6 For shipping companies, half of the gross tonnage of its fleet has to be registered in Hong Kong.
7 Tentative Rules on Establishment of Travel Agencies Controlled by Foreign Investors and Wholly Foreign-owned Travel
Agencies.
8 Promulgated by the State Administration of Radio Film and Television and Ministry of Foreign Trade and Economic
Cooperation on 25 October 2000 and effective from the same day.
9 Article 4 of Tentative Rules on Foreign Investment in Cinema Theatres
10 Promulgated by the Ministry of Construction and Ministry of Foreign Trade and Economic Cooperation on 27 September
2002 and be Eeffective as of 1 December 2002.



11 Article 3 of Regulations on Foreign Investment in Road Transportation (“RFIRT”).
12 Article 3 & 6 of RFIRT.
13 Promulgated by the Ministry of Foreign Trade and Economic Cooperation on 20 June 2002 and effective as of 20 July 2002.
14 Article 8 of Regulations on Foreign-invested Financial Institutions.
15 Promulgated by the Ministry of Foreign Trade and Economic Cooperation on 31 January 2003.
16 However, no preferential treatment beyond the scheme of WTO is granted to Hong Kong companies that engage in the 
business of distribution or wholesale services in books, newspapers, magazines, pharmaceuticals, pesticides, mulching film,
chemical fertilizers, processed oil and crude oil.
17 According to Tentative Rules on Trial Basis on Foreign-invested Commercial Companies, promulgated by the State
Economic and Trade Commission and the Ministry of Foreign Trade and Economic Cooperation on 25 June 1996.
18 However, no preferential treatment (beyond the PRC’s WTO commitments) is granted to Hong Kong companies that engage
retail services in books, newspapers, magazines, pharmaceuticals, pesticides, mulching film, chemical fertilizers, food, plant oil,
sugar, cotton and processed oil. In addition, there will be no preferential treatment under CEPA to motor retailing businesses
that have more than 30 chain stores in the PRC.
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