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Abstract:  
Services have become the most dynamic sectors in China in the past 

decades. Given the growing importance of services trade in terms of its 

increasing contribution to China's GDP and employment, services trade 

liberalization would be of substantial importance to China's further economic 

development. This paper uses China’s GATS commitments as a benchmark to 

examine the policy changes in distribution sector before and after China’s 

accession to WTO. This paper focused on the time-series developments in 

China’s regulations, mainly on distribution services. This paper uses services 

trade restrictiveness index (STRI) to describe developments in regulation over 

the past three decades in China for which historical information could be found. 

The results provide evidence that the China’s trade barriers in services are 

decreasing. Using distribution sector as a case study, the paper intended to 

provide a picture on what China has committed, what China has already 

achieved, and what still needs to be done. The paper also intended to shed light 

on whether China gained from services liberalization and whether further 

liberalization is necessary.  
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1.  Introduction 

The goal of this study is to review the policy changes in distribution 

service sector before and after China’s accession to WTO. The author uses 

China’s GATS commitments as a benchmark to compare China’s services 

openness in different periods. This paper will evaluate the effectiveness of 

policy change and provides a picture on what China has committed, what 

China has already achieved, and what still needs to be done in the future.   

China’s distribution sector is sustaining a high growth rate given the 

robust economic development of the whole economy.  This growth is also 

associated with the liberalization of the sector as well as the upgrading of the 

consumption structure in China. China’s distribution sector has been 

experiencing increased foreign competition and foreign commercial 

presence exerted considerable influence on competitiveness and 

productivity of local distribution enterprises. Liberalization in distribution 

sectors is all very important in speeding up the development of the entire 

economy.   

This project is line with the ADBI and ARNeT’s theme of regulatory 

reforms and liberalization of the service sector.  This work provides the 

foundation for further work, for example, on the impacts of reform on 

development, growth, environmental performance and poverty reduction. 

 

2. China’s GATS commitments and fulfillment in Distribution 

                                                        
 The author would like to thank Professor Christopher Findlay for his help with this research. 
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Services 

2.1 Ever-expanding and opening distribution sector in China 

China’s distribution system has been evolving from a rigid, centrally 

controlled allocation system to a more flexible one driven by market demand 

since the implementation of “open-door” policy. The new market-driven 

system has allowed more and more local entrepreneurs and foreign 

enterprises to enter into China’s distribution business. Over the past 

decades, China’s retail sales of consumer goods have been growing at an 

impressive rate. The retail sector is sustaining a high growth rate given the 

robust economic development, liberalization of the sector as well as the 

upgrading consumption structure.  

China’s huge population and lucrative economic growth have been 

attracting retailers from all over the world. China decided to open its 

distribution sector on a trial basis in July 1992. China’s entry into the WTO 

implies the gradual liberalization of wholesaling and retailing services, which 

benefits foreign companies who have the intention to make a big splash in 

the Chinese market. China’s consumer market is transforming from the 

semi-open market to a fully open market to the world. Ahead of other 

service sectors, commitment called for removal of almost all regulations in 

the distribution sector by the end of 2004. Regulation concerning 

depolyment of chain franchise systems and commercial trade (exports and 

imports) as well as limitations on foreign capital investment, areas and 

volume (number of companies and outlets) were abolished, thereby 

establishing a fair and competitive environment. According to the NBS, 

There were 6,338 new foreign retail and wholesale enterprises in 2007, up 

by 35.9% yoy. The actual utilized foreign direct investment value amounted 

to 2.68 billion US dollar, up by 49.6%. China’s retail and wholesale trade 

sector has witnessed impressive growth in foreign direct investment, among 

others. 

Till now, distribution sector has become the industry with highest 
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openness degree and keenest competition in China. 80% of the 50 world top 

retailers have entered China’s market by mode 3—commercial presence. 

Most of the world's top 500 companies have direct investment in China. 

Many foreign-invested manufacturing enterprises in China have established 

their own distribution networks and have in fact gained access to the 

domestic market. The retail sector in China is heating up with the influx of 

foreign companies investing in hypermarkets, convenience stores and 

specialty stores.  

Foreign retailers play a significant role in shaping the development of 

China’s retail sector. China is now one of the most internationalized retail 

markets in the world. According to CB Richard Ellis, 90% out of the Top 250 

global retailers had a presence outside their country of origin, and 40% of 

them have set foot in China till 2007 (excluding locally based retailers); 

There are 15 foreign retailers among the top 100s in 2007, accounting for 

18.2% of the total sales of the top 100s. Their sales were up by 28% yoy, 

outperforming their rivals on the list which enjoyed average sales growth of 

21% in 2007. In 2008 China has become the 6th most internationalized 

retail market, up 3 places from the 9th in 2007. 93% of the Top 280 global 

retailers had a presence outside their country of origin, and 42% of them 

have already set foot in China till 2008. Foreign retailers perform particularly 

well in the hypermarket format; prominent players include Carrefour, 

Walmart, RT-Mart and Tesco. 

Every year the China Chain Store and Franchise Association (CCFA) 

releases the ranking of “the top 100 retail chain operators” (the Top 100s). 

In 2008, the Top 100s achieved total sales revenue of 1,199.9 billion yuan, 

up by 18.4% yoy. Accounting for 6% of the total store number of the Top 

100s, the 19 foreign enterprises among the Top 100s in 2008 achieved sales 

revenue of 242.6 billion yuan in 2008, accounting for 20% of the Top 100s 

retail sales. The yoy sales growth was up by 17.6%, which was up by 2 

percentage points than the previous year. The number of stores reached 
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4,613, up by 13.1%, and was slightly above the store number growth of the 

Top 100s (11%). Ranked sixth in 2008, Carrefour was the leading foreign 

retailer. Leading foreign retailers in China are battling locals for market 

share. 

 

Table 1: Distribution Enterprises above Designated Size by Types of Registration, 

2008 

Item 

Number of 

Corporation 

Enterprises (unit) 

Engaged Persons 

at Year-end 

(person) 

  Wholesale Trade 59432 3153785 

  Domestic Funded Enterprises 56652 2840215 

  Enterprises with Funds from Hong 

Kong, Macao and Taiwan 

871 104762 

      Joint-venture Enterprises 153 28756 

      Cooperative Enterprises 17 1707 

      Enterprises with Sole Fund 677 70619 

      Share-holding Corporations Ltd. 24 3680 

  Foreign Funded Enterprises  1909 208808 

      Joint-venture Enterprises  292 29539 

      Cooperation Enterprises    28 4343 

      Enterprises with Sole Fund 1542 167421 

      Share-holding Corporations Ltd. 47 7505 

  Retail Trade 41503 4220668 

  Domestic Funded Enterprises 40362 3729364 

  Enterprises with Funds from Hong 

Kong, Macao and Taiwan 438 177334 

      Joint-venture Enterprises 118 54999 

      Cooperative Enterprises 26 6462 

      Enterprises with Sole Fund 273 113170 

      Share-holding Corporations Ltd. 21 2703 

  Foreign Funded Enterprises 703 313970 

      Joint-venture Enterprises 259 154983 

      Cooperation Enterprises 46 28987 

      Enterprises with Sole Fund 360 117845 
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      Share-holding Corporations Ltd. 38 12155 

Source: National Bureau of Statistics of China (NBS) 

 

2.2 Regulatory Framework of Distribution Services in China 

Before 2003, the regulatory agency of distribution services was the 

State Economic and Trade Commission (SETC). SETC was a department of 

the State Council in charge of domestic trade. In 2003, former Ministry of 

Foreign Trade and Economic Cooperation (MOFTEC) and SETC were 

combined into one ministry-- Ministry of Commerce (MOC), consolidating 

responsibility for foreign and domestic trade in one body. MOC is similar to 

the US Department of Commerce which regulates both domestic and foreign 

trade and works to attract foreign investment. It also incorporates trade 

policy and administrative functions, particularly regarding WTO 

implementation. MOC is also tasked with competition policy including 

supervising anti counterfeiting efforts as well as efforts to break down 

regional protectionism within China.  

The MOC is the supervisory body of all distribution services in China; 

while provincial, municipal, autonomous region, and city-level government 

departments administering commercial affairs will monitor the distribution 

services within their jurisdictions.  

According to the previous approval procedure, all applications have to 

be approved by the central government. In the past, many foreign retailers 

in China first entered the Chinese market by gaining preferential treatment 

from local governments, and bypassing the central government. For 

example, before China’s WTO accession in 2001, 300 foreign retailers 

opened stores in China while only 56 of them had got the official approvals 

from the central government. Many local governments were eager to make 

deals with the foreign retail giants on their own for they welcomed the 

prestige, tax revenue, buying power and employment the foreign companies 

would bring to the localities. There have been a lot of such circumvention 
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activities in the sector. It is very difficult for the central government to 

closely monitor the local governments and to keep track of these 

circumvention activities. Therefore, the previous approval procedures do not 

work very well in regulating the sector. 

After China’s accession to WTO, the central government delegates 

authority to provincial-level governments and the new measures simplifies 

and speeds up the approval procedure. To set up foreign-invested 

distribution enterprises, foreign investors should submit all the required 

documents to the provincial-level government departments administering 

commercial affairs for approval .  

If the following conditions are fulfilled, the MOC could authorizes the 

respective provincial-level governments to carry out the examination and 

approval procedure: (1) The distribution channels do not involve television, 

telephone, mail, internet and vending machine; (2) If the size per store is 

below 3,000m2: the number of such stores operated by the foreign investor 

does not exceed 3 in the province and 30 in the whole Chinese Mainland; (3) 

If the size per store is below 300m2: the number of such stores operated by 

the foreign investor does not exceed 30 in the province and 300 in the whole 

Chinese Mainland; (4) The commodities distributed by the foreign investor 

do not include books, newspapers, periodicals, pharmaceuticals, 

automobiles, salts, tobaccos, pesticides, mulching films, processed oils, 

grains, vegetable oils, sugar and cotton.  

The MOC has committed a timetable of the approval process. It is stated 

that upon receiving all the required documents, the provincial-level 

governments have to examine the documents and then pass them to the 

MOC within one month. Then the MOC is required to make decisions within 

3 months and give explanations in case of disapproval. 

By delegating part of the authority to the local government and 

simplifying the approval procedures, the central government hopes that it 

will end the above circumvention activities, and the distribution sector will 
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develop in a more orderly fashion. Delegating authority to provincial-level 

governments also enables the central government to regulate and control 

the distribution market better. 

Since restriction by direct administrative measures and procedures is 

contrary to the spirit of WTO, the government also enacted laws and 

regulations to guide a more balanced development of distribution services, 

and these laws must be applied to both local enterprises and foreign 

enterprises. 

It is prudent for foreign investors to understand the Chinese 

government’s policy directions and keep a close eye on latest regulations, as 

these have tremendous cost implications. The Chinese government has 

been putting continuous efforts to create a more regulated business 

environment. The followings are regulations governing foreigners’ activities 

in China since 1992. 

 

Table 2: Regulations governing foreigners’ activities in China’s Distribution Sector 

Effective 

date 

Rules and 

Regulations 
Highlights 

July, 1992 

Trial Procedures 

Relating to Foreign 

Invested Commercial 

Enterprises 

allowing foreign investors to enter China's retail sector by 

means of joint ventures; Six cities plus 5 Special Economic 

Zones (SEZ) were opened to the establishment of one or two 

Sino-foreign JVs retail outlets. 

Sept 1996 

Trial Procedures on 

the Establishment of 

Pilot Sino-foreign 

Trade Equity Joint 

Venture (JV) 

A pilot scheme allowed Joint Venture foreign trade 

companies to engage in import and export in Shanghai and 

Shenzhen. These companies can operate import and export 

business and wholesale distribution of imported goods, but 

they are not allowed to do domestic trade. The government 

imposed high entry requirements for foreign investments. 

The Chinese partner must have majority shareholdings and 

the minimum capital requirement of the JV is RMB 100 

million. 

1999 

Measures Concerning 

Pilot Projects for 

Commercial 

Enterprises with 

Foreign Investment 

The pilot areas have been expanded to all provincial and 

autonomous regional capitals, municipalities and 

independent planning cities. it also terminated the 

restrictions on wholesale operations. 
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1 June 

2004 

Administrative 

Measures on Foreign 

Investment in 

Commercial Areas 

The Measures will replace The Measures Concerning Pilot 

Projects for Commercial Enterprises with Foreign 

Investment (referred to as “The Pilot Projects”) 

implemented in 1999. The Measures will put an end to the 

practice of pilot projects in the commercial sector in China. 

15 

October 

2006 

Administrative 

Measures on 

Retailers’ Promotion 

Activities 

regulate retailers’ promotional activities in areas such as 

pricing, advertising content, return or exchange of goods, 

after-sales services and safety issues, etc. 

November 

15, 2006 

Management Rules 

on Fair Transaction 

between Retailers 

and Suppliers 

The rule is applicable to retailers with annual sales over RMB 

10 million and their respective suppliers. Under the 

management rules, retailers could not charge suppliers 

additional fees unless agreed by the parties in concern and 

specified in the contracts. Moreover, retailers should also 

pay for all ordered items, even if they are not sold; and the 

payment must be made no later than 60 days upon receipt of 

goods. On the other hand, there are provisions to protect 

retailers’ interests; for instance, suppliers are prohibited 

from practicing tie-in selling. 

The management rules mark a key step towards building 

healthier relationship between retailers and suppliers; and 

may even enhance the supply chain efficiency in China in the 

long run. 

May 1, 

2007 

Commercial 

Franchise 

Management 

Regulation 

The regulation stipulates the rights and responsibilities of 

both franchisors and franchisees, and establishes a 

comprehensive legal framework for franchise contract. 

Moreover, it also reinforces information disclosure 

requirements for franchisors; and regulates marketing and 

advertising activities during franchisee recruitment. 

May 1, 

2007 

Administrative 

Measures on 

Information 

Disclosure for 

Franchise Business 

specifies further in detail the information disclosure 

requirements as stipulated in the regulation 

May 1, 

2007 

Administrative 

Measures on Filing 

Franchise Business 

spells out clearly the filing requirements, filing procedures as 

well as filing regulations for franchise business. 

May 1, 

2007 

Administrative 

Measures on Food 

Safety 

clarify food wholesalers and retailers’ responsibilities n 

safeguarding food safety. 

1 January 

2008 

National People’s 

Congress of the PRC 

promulgated the 

long-awaited 

Leveling the playing field for domestic and foreign players 

standardizes the tax rate at 25% for both FIEs and domestic 

enterprises; unifies the preferential tax treatments and tax 

deductions for domestic enterprises and FIEs 
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Corporate Income 

Tax Law 

1 August 

2008 
Anti-monopoly Law 

Forbid market monopolistic conducts and Curb 

administrative monopolies 

2009 

Legislation for City 

Commercial 

Development Plan 

anticipated 

The anticipated legislation shall help address market 

irregularities and foster a more orderly business 

environment. But as always, enforcement holds the key to 

success. 

Source: Ministry of Commerce of P.R. China 

 

As the market environment becomes more regulated, the commercial 

businesses will demonstrate healthier growth. Besides, in China, the 

industry associations act as quasi-government organizations. Industry 

organizations in China today offer valuable platforms for businesses to 

exchange ideas and reflect their views to government. In China’s 

distribution sector, the most prestigious association is the China General 

Chamber of Commerce. It is expected that such industry associations will 

play an increasingly important role in regulating the market. 

 

2.3 Opening-up of China’s Distribution Sector Pre-WTO Accession 

Before 1992, foreign investors were prohibited from setting up either 

Joint Ventures or Wholly Foreign Owned Enterprises to conduct retail or 

wholesale business in China. However, foreign invested manufacturers were 

allowed to sell certain percentages of the products they produced in China 

on the Chinese market. 

In July 1992, the State Council formulated the Provisions on Foreign 

Investment in Retailing, permitting Beijing, Shanghai, Tianjin, 

Guangzhou, Dalian and Qingdao, as well as the five Special Economic Zones 

of Hainan, Shenzhen, Zhuhai, Shantou and Xiamen, to allow foreign 

investment in retailing on a trial basis. These Provisions prohibited Wholly 

Foreign Owned Enterprises: companies were required to form JVs in order to 

enter the Chinese retail sector.  In accordance with the Provisions, all retail 
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projects were required to be submitted by local governments to the central 

government for examination and approval, and the qualifications of both the 

Chinese and foreign parties required examination by the State 

Administration of Internal Trade. Restrictions included a licensed business 

scope limited to retailing general domestic and imported merchandise and a 

prohibition of companies engaging in wholesaling or acting as import and 

export agencies, as well as decrees that JV retail company agreements must 

not exceed 30 years and imported merchandise at retail JVs may not exceed 

30% of their total retail sales for any given year. The  Provisions also stated 

that the Chinese party in such JVs must hold more than 51% of the equity 

share.  

In June 1995, the central government started further opening the 

distribution sector to foreign investment. For the first time, retail and 

wholesale sectors were listed by the State Council on the Directory for 

Foreign Investment, though under the "restricted" category. This limited 

openness encouraged foreign investors. By the end of 1995, fourteen JV 

retail companies had been approved by the State Council, among which five 

were from Hong Kong; four from Japan; three from Thailand; and one each 

from Singapore and Malaysia respectively.  

By the end of 1997, there were 20 foreign invested JV retail 

companies in China officially approved by the State Council. However, it was 

estimated that local provincial and municipal authorities had approved close 

to 300 JV retail companies, competing with one another to draw foreign 

investment to their own areas, against repeated warnings and directives 

from the central government not to do so.  

In mid 1998, determining that the retail industry was "too disorderly", 

the central government issued an "Urgent Circular on Prohibiting Local 

Governments from Approving Foreign Invested Retail Companies". 

The nearly 300 foreign invested JV retail operations were required to either 

restructure to conform to the 1992 Provisions, or face closure at the end of 
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that year. Tax authorities and Industry and Commerce Administration 

bureaus all over the country were instructed to examine the approval 

procedures and structure of JV retail companies. To stay in business, these 

JV retail companies were required to meet the following criteria: Promised 

foreign investment had materialized and the JV firms were under sound 

management. No wholesale business was being undertaken. Chinese 

partners held over 51% of equity share. In chain store or warehouse store 

business, the Chinese partner held majority control equity share. 

Partnership agreements did not exceed 30 years in coastal regions or 40 

years in inland and western parts of the country.  

On June 17, 1999 the State Council issued the Provisional Rules on 

Foreign Investment in Retailing & Wholesaling. Though some 

restrictions are still in place, these new provisions provide a more open 

regulatory environment for foreign investments in China's retail industry. 

This new openness represents a decision at the central government level to 

allow controlled competition in order to accomplish two vital goals: the 

acceleration of the further reform of and the introduction of modern 

management expertise to China's retail industry. One of the most significant 

features of the Provisional Rules is that they stipulate, for the first time, the 

conditions under which foreign investors may form JV, cooperative retail or 

wholesale companies in China's four directly-administered cities under the 

central government, five Special Economic Zones and all the capital cities of 

provinces and autonomous regions.  

 

2.4 China’s WTO Commitments and Implementation in Distribution 

sector  

The services sectoral classification list (MTN.GNS/W/120) developed 

during the Uruguay Round defines “4. Distribution services” as “A. 

Commission Agents’ services B. Wholesale Trade services; C. Retailing 

services; D. Franchising and E. other”. 
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Table 3:  China's WTO commitments of Distribution Services 

  Mode 1 Mode 2 Mode 3 Mode 4 

Limitation on 

market 

access 

Unbound  None 

Phase in 

commitments 

1 

Unbound except as 

indicated 

in  horizontal 

commitments 

Commission 

Agents’ Services 

and Wholesale 

Trade Services 

(excluding salt, 

tobacco) 

Limitation on 

national 

treatment 

Unbound None None 

 Unbound except 

as indicated 

in  horizontal 

commitments 

Limitation on 

market 

access 

Unbound 

except for 

mail order 

None 

Phase in 

commitments 

2 

Unbound except as 

indicated 

in  horizontal 

commitments 

     

Retailing Services 

(excluding 

tobacco) 
Limitation on 

national 

treatment 

Unbound 

except for 

mail order 

None None 

Unbound except as 

indicated 

in  horizontal 

commitments. 

Limitation on 

market 

access 

 None  None 

Within three 

years after 

China's 

accession to 

the WTO, none 

Unbound except as 

indicated 

in  horizontal 

commitments 

Franchising 

Limitation on 

national 

treatment 

 None  None 

Within three 

years after 

China's 

accession to 

the WTO, none 

Unbound except as 

indicated 

in  horizontal 

commitments 

Limitation on 

market 

access 

 None  None 

Within three 

years after 

China's 

accession to 

the WTO, none 

Unbound except as 

indicated 

in  horizontal 

commitments 
Wholesale or retail 

trade services 

away from a fixed 

location Limitation on 

national 

treatment 

 None  None 

Within three 

years after 

China's 

accession to 

the WTO, none 

Unbound except as 

indicated 

in  horizontal 

commitments 

Source: WTO documents GATS/SC/135, 14 February 2002, GATS/SC/135/Corr.1, 20 

February 2003, and GATS/SC/135/Corr.2, 30 November 2004.  
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Note 1: Within one year after China's accession to the WTO, foreign service suppliers may 

establish joint ventures to engage in the commission agents' business and wholesale 

business of all imported and domestically produced products, except those products that 

immediately follow. For these products, foreign service suppliers will be permitted to engage 

in the distribution of books, newspapers, magazines, pharmaceutical products, pesticides 

and mulching films within three years after China's accession, and to engage in the 

distribution of chemical fertilizers, processed oil and crude oil within five years after China's 

accession. Within two years after China's accession to the WTO, foreign majority ownership 

will be permitted and no geographic or quantitative restrictions will apply.  within three years 

after accession, except for chemical fertilizers, processed oil and crude oil within five years 

after accession.  

Note 2: Foreign service suppliers may supply services only in forms of joint ventures in five 

Special Economic Zones (Shenzhen, Zhuhai, Shantou, Xiamen and Hainan) and six cities 

(Beijing, Shanghai, Tianjin, Guangzhou, Dalian and Qingdao). In Beijing and Shanghai, a 

total of no more than four joint venture retailing enterprises are permitted respectively. In 

each of the other cities, no more than two joint venture retailing enterprises will be permitted. 

Two joint venture retailing enterprises among the four to be established in Beijing may set up 

their branches in the same city (i.e. Beijing). Upon China's accession to the WTO, Zhengzhou 

and Wuhan will be immediately open to joint venture retailing enterprises. Within two years 

after China's accession to the WTO, foreign majority control will be permitted in joint venture 

retailing enterprises and all provincial capitals, Chongqing and Ningbo will be open to joint 

venture retailing enterprises. 

Foreign service suppliers will be permitted to engage in the retailing of all products, except for 

the retailing of books, newspapers and magazines within one year after accession, the 

retailing of pharmaceutical products, pesticides, mulching films and processed oil   

within three years after accession and retailing of chemical fertilizers within five years after 

accession.  

 None, within three years after accession, except for:.   

 - retailing of chemical fertilizers, within five years after accession; and- those chain stores 

which sell products of different types and brands from multiple suppliers with more than 30 

outlets. For such chains stores with more than 30 outlets, foreign majority ownership will not 

be permitted if those chain stores distribute any of the following products: motor vehicles (for 

a period of five years after accession at which time the equity limitation will have been 

eliminated), and products listed above and in Annex 2a of the Protocol of China's WTO 

Accession. The foreign chain store operators will have the freedom of choice of any partner, 

legally established in China according to China's laws and regulations. 

 

China's WTO commitment with regard to distribution is comprehensive, 

covering commission agent services, wholesaling, retailing and franchising. 

In each of these sectors, commitments on market access, national 

treatment and other areas have been made under four forms of supplying 

services, including cross-border delivery, offshore consumption, commercial 
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presence and movement of natural persons. Market access is the most 

crucial of all issues. China agrees to gradually liberalize the wholesaling and 

retailing of all but a few commodities within five years of accession. 

Quantitative, geographical, equity and incorporation restrictions on the 

establishment of JVs by foreign companies will also be phased out.  

Administrative Measures on Foreign Investment in Commercial 

Areas was promulgated on 8 April 2004 and has lifted the restrictions on 

geographical location, ownership structure and the number of stores 

imposed on foreign-invested commercial enterprises. 

The Chinese government now imposes tighter control on new store 

opening. All new store openings should comply with the City Commercial 

Development Plan. Besides, hearing system for the opening of new big retail 

stores has been legislated in some cities. The central government is backing 

the establishment of more chain stores, viewing them as key to the 

modernization of China’s retail industry. It encourages the chain operators 

to enlarge their operation scale through M & A, asset restructuring, investing 

in other retail enterprise and franchising. 

The following table-4 summarizes the requirement for foreign investors 

in distribution sector pre and post-WTO: 

 

Table 4:  Requirements for Foreign Entry into Distribution Sector 

Pre-WTO accession Post-WTO accession 
Requirements 

Wholesale Retail Wholesale Retail 

Average annual 

revenue (Average 

of previous 3 years) 

US$ 2.5b US$ 2b No limit No limit 

Total asset of 

foreign investor 
US$ 300m US$ 200m No limit No limit 

Registered capital 

of JV 
RMB 80m RMB 50m RMB 0.5 million 

RMB 0.8 

million1 

                                                        
1 It is stipulated in The Measures that the minimum registered capital of a foreign-invested enterprise 
shall comply with The Company Law of the PRC and the laws governing foreign investments in China. 
According to The Company Law, the minimum registered capital of a foreign-invested commercial 
enterprise engaging in wholesale and retail businesses shall be RMB0.5 million and RMB0.3 million 
respectively. 



 - 16 - 

Foreign 

shareholder 

proportion 

49% 49% to 65% (Note 1) 100% 100% 

Trading rights and 

scope of business 

Only products of 

produced in 

China;  

Except for JV trading 

companies in 

Shanghai Pudong and 

Shenzhen and JV 

retailing companies 

in certain pilot cities, 

foreign companies 

are not allowed to 

distribute products 

produced overseas. 

Wholesale 

distribution 

allowed 

(excluding salt 

and tobacco) 

all imported 

and 

domestically 

produced 

products by 

2007 

Import value 30% of sales of JV 30% of sales of JV No limit No limit 

Geographical 

restriction--Pilot 

cities 

4 Municipalities 4 Municipalities No limit No limit 

Geographical 

restriction--Provinc

ial capitals 

5 Special 

Economic 

Zones( SEZs) 

capital cities of all 

provinces & 

autonomous regions, 

independent planning 

cities 

No limit No limit 

Approval Authority 
Central 

Goverment 
Central Goverment 

Provincial-level 

Governments 

Provincial-level 

Governments 

Source: WTO documents GATS/SC/135, 14 February 2002, GATS/SC/135/Corr.1, 20 February 2003, 

and GATS/SC/135/Corr.2, 30 November 2004.  

Note 

1. Except convenience stores and specialty stores, 

- Chinese partner of the JV chain stores having 3 branches or more should have over 51% 

share capital. 

- Foreign partner can have controlling share if: 

JV has a good track record,　　  

Foreign partner sources substantially from the Main　　 land, 

Foreign partner can increase exports through its international sales network, and　　  

Approved by the State Council.　　  

2. For convenience stores and specialty stores, 

- Chinese partner of the JV should have a share capital of not less than 35%. 

- According to officials of the State Economic and Trade Commission (SETC) and US released 

bilateral agreement between US and PRC, chain stores with more than 30 stores will continue 

to be limited to foreign minority-owned JV. 

 

According to China's commitment made at accession to the WTO, 

starting from 11 December 2005, restrictions on foreign investment in 
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retailing in respect of the regions, quantity and percentage of shares were 

removed. The year 2005 was the first year after the expiration of the WTO 

transition period. According to the data provided by the Ministry of 

Commerce, a total of 1,027 foreign invested commercial enterprises were 

granted approval in 2005, three times the total of those approved during the 

12 years from 1992 through 2004, the contracts employed USD 1.82 billion 

worth of foreign capital, opening 1,660 shops covering 4,683,000 square 

meters of business area. Among the foreign invested commercial 

enterprises approved, all but 187 retailing enterprises were wholesale 

enterprises. According to an investigation by China Chain Store & Franchise 

Association covering 27 cities, foreign invested department stores only 

accounted for 6% of the total number, and in big shopping outlets they 

accounted for 23%. According to the statistics by the Ministry of Commerce, 

sales revenues by foreign invested commercial enterprises accounted for 

less than 5% of the total retail sales of consumer goods. The transnational 

groups that have made presence in the Chinese market include Wal-Mart 

and Staples from the US, B&Q from the UK, Carrefour and Auchan from 

France and Metro and OBI from Germany.  

Starting from 1 January 2004, Hong Kong service suppliers are allowed 

to provide distribution services in the Mainland with the preferential 

treatment provided by the CEPA. Since they are regarded as foreign 

investors, the Mainland's general rules and regulations currently in force for 

foreign-invested enterprises should be followed. the CEPA permits earlier 

and wider accessibility to the Mainland market. China also amended these 

regulations to incorporate the preferential treatment provided to Hong Kong 

service suppliers under the CEPA, including allowing wholly foreign 

ownership, relaxing geographical restriction and lowering entry thresholds. 

The CEPA also stipulates that the distribution services of certain products 

provided by Hong Kong service suppliers remain subject to the Mainland's 

commitments under the WTO. 



 - 18 - 

Under the CEPA provisions, the entry requirements for foreign 

companies engaged in trading, wholesale and retail services, will be lowered 

(see table 5). 

 

Table 5:  Liberalization in Distribution Services Under CEPA 

Trading Wholesale Retail 

Requirements 
previous 

arrangement 

CEPA, 

since Jan 

2004 

previous 

arrangement 

CEPA, 

since Jan 

2004 

previous 

arrangement 

CEPA, since 

Jan 2004 

Average annual 

revenue 

(average of 

previous 3 

years) 

US$30m US$10m US$2.5b US$30m US$2b US$100m 

Total asset of 

foreign 

investor 

(previous year) 

-- -- US$300m US$10m US$200m US$10m 

Registered 

capital of JV 

/wholly-owned 

company 

(CEPA) 

RMB 50m RMB 20m RMB 80m 
RMB 

50m 
RMB 50m RMB 10m 

Foreign 

shareholder 

proportion 

26%-49% 100% 49% 100% 
(See Note 

1) 
100% 

Pilot cities 

No 

restrictions, 

can be 

operated in 

any cities 

No 

restriction

s, can be 

operated 

in any 

cities 

4 

municipalities 

 

No 

restrictio

ns, can 

be 

operated 

in any 

cities 

4 

Municipalitie

s, Provincial 

capitals,5 

Special 

Economic 

zones 

(SEZs), 

Other 

selected 

cities 

(1) All cities 

in the 

prefectural 

level  

(2) Cities at 

the county 

level in 

Guangdong 

Province  

Source: CEPA 

Note 1. Except convenience stores and specialty stores: 

• Chinese partner of the JV chain stores having 3 branches or more should have over 51% 

share capital. 

• Foreign partner can have controlling share if: 
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- JV has a good track record 

- Foreign partner sources substantially from the Mainland 

- Foreign partner can increase exports through its international sales network, and 

- Approved by the State Council 

2. For convenience stores and specialty stores: 

• Chinese partner of the JV should have a share capital of not less than 35% 

 

3. Services Trade Restrictiveness Index of China’s distribution 

sector 

Market environment changes quickly in China with the further 

liberalization of the retail sector according to China’s WTO commitments. 

But some characteristics of China’s distribution sector still remain. 

China as a whole is not a single market. There are large disparities 

among regions and between urban and rural areas. According to the NBS, in 

2006, urban residents accounted for 44% of the total population, but urban 

consumption constituted 67% of the total retail sales. And the yoy growth 

rate of urban retail sales was 14.3%, which was 1.7 percentage points 

higher than the 12.6% growth rate for rural sales. The retail market in rural 

areas is relatively underdeveloped. Besides, the huge disparity in 

purchasing power across regions cannot be ignored. The eastern coastal 

cities are the wealthiest part of China; the higher purchasing power there 

often translates into greater demand for consumer products. In comparison, 

purchasing power is significantly lower in the central and western regions. 

The rural-urban and regional disparity reveals the fact that China is never a 

homogenous market. Chinese retail market is very different from other 

countries’ due to “Urban-rural disparity” and “Regional disparity”. 

China is also a country of multiple jurisdictions and each jurisdiction is 

more interested in its local development than the overall development of the 

country. Such a situation has led to the problem of multiple decision-making 

and local protectionism, with each region having its own unique trade and 

investment barriers, and interpretation of regulations.  

The inexistence of a single and unified national market, and minimal 
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synergies among jurisdictions hinders both domestic and foreign enterprises 

from benefiting from economies of scale and achieving nation-wide 

distribution. 

Barriers limiting distribution services have often been framed in a 

non-discriminatory manner: they have been triggered by concerns about 

adjustments between different kinds of domestic retailers (large stores vs. 

small stores) not by international competition. The most significant mode of 

supply for international trade in retail services is “commercial presence 

“–mode 3, and “cross border supply”—mode 1 tends to be less important, 

except for non-store retailing such as mail order. A number of horizontal and 

sector-specific barriers apply for mode 3 retail, in particular restrictions on a 

key input of retailing: commercial land. Their enforcement in the past has 

considerably influenced the prices of commercial land. 
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Table 6: China’s Restrictiveness Indexes for Distribution Services 

 

 1994--2001 2002--2004 2005--2009 

Restrictions on 

commercial land  
0.2000  0.1500  0.1000  

Direct investment  0.1500  0.1000  0.0000  

Restrictions on 

large-scale stores  
0.0000  0.0000  0.0000  

Factors affecting 

investment  
0.0375  0.0225  0.0150  

Local government 

requirements  
0.0300  0.0300  0.0300  

Establish 

-ment 

Movement of 

people 

–permanent  

0.0000  0.0000  0.0000  

Wholesale import 

licensing 
0.0750  0.0375  0.0000  

Restrictions on 

promotion of retail 

products 

0.0250  0.0250  0.0100  

Presence of 

government 

monopolies 

0.1000  0.0500  0.0200  

Protection of 

intellectual 

property rights 

0.0500  0.0500  0.0500  

Licensing 

requirements on 

management  

0.0250  0.0125  0.0125  

foreign trade 

restrictiveness 

index 

ongoing 

operations 

Movement of 

people 

–temporary 

0.0000  0.0000  0.0000  

  Total 0.6925 0.4775 0.2375 

Template reference : Kalirajan, K. (2000): Restrictions on Trade in Distribution Services, 

Productivity Commission Staff Research Paper, AusInfo, Canberra, August. 

Data source: Author’s calculations.
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4. Effects of trade liberalization in distribution services on China’s 

inclusive and sustainable development 

After China's accession to WTO, further opening the service sector resulted in 

the rapid growth of FDI in distribution services. In 2008, China's wholesale and 

retail trade absorbed 4.433 billion U.S. dollars. The FDI inflow amount in 

distribution sector ranked 4th in services. The world's 50 multinational retail 

giants have entered the Chinese market more than 40. 

 

Figure 1: China’s Inward Foreign Direct Investment in Distribution Sector (2000--2008) (USD 10 000) 
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Source: China Statistical Yearbook, various issues. 

4.1 Increase the consumers’ welfare 

  Liberalization in trade in distribution services which permitting foreign 

firms to compete in services markets is a mechanism to reduce costs and/or raise 

the quality of services. The foreign enterprises brought more abundant 

commodities at lower prices, more attentive service and newer retail formats, 

which increased general benefit of Chinese consumers. The world's leading retail 

groups like Wal-Mart, Carrefour, Ikea, etc. achieved rapid expansion in Chinese 

distribution market, with its creative marketing and unique business philosophy, 

greatly inspiring the Chinese consumers’ demand for new and expanded market. 

Many foreign supermarkets, discount stores have adopted a strategy of low prices 

of goods, this pricing strategy to improve consumer welfare, particularly that of 

low-income people. Many foreign-funded enterprises to enter China developed 
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multiple formats such as hypermarkets, supermarkets, discount stores to adapt 

to different consumers and achieve economies of scale. 

 

4.2 Promote competition and growth 

 Poor efficiency is the common problem faced by Chinese distribution 

companies. The entry of foreign enterprises generated huge "catfish effect" to 

promote the domestic retail market competition, gave full play to the functions of 

the market survival of the fittest, and increased the overall level of retail 

enterprises in China. In distribution sector, liberalization has generally produced 

significant benefits for both upstream producers and downstream consumers. In 

recent years, the world's leading retail groups are assembling procurement 

centres in China and the procurement volume in China has accounted for 60% of 

the total procurement in Asia over. The world top 500 retail group purchases each 

year nearly 1.5 trillion U.S. dollars at present, and there is great potential for 

growth of the procurement of goods in China. Foreign investment turned their 

attention to relatively poor but vast western with the central government’s 

implementation of China's Western Development Strategy. Large-scale foreign 

investment into the western region promoted the prosperity of the retail market in 

West China. The foreign capital will play an irreplaceable role in the development 

of lagging western region.  

 

Figure 2: China’s Total Sales in Distribution Services (2000—2008) 
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Source: China Statistical Yearbook, various issues. 
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4.3 Create jobs 

China is the world’s most populous nation and liberalization in distribution 

sector creates employment opportunities – either directly or indirectly. Both total 

employment and urban employment in FDI firms in China have increased 

significantly. In 2008, the number of engaged persons in enterprises above 

designated size of distribution sector amounted to 7.37 million, and the 

employees in distribution sector took a share of 9.2% among the total employees 

in China. Foreign enterprises hired a large number of Chinese management 

personnel as well as ordinary employees. 

 

Figure 3: Number of Engaged Persons in Enterprises above Designated Size of Wholesale and 

Retail Trades (10 000 persons) 

Employed Persons (10 000 persons)
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Source: China Statistical Yearbook, various issues. 

4.4 upgrade skills 

Permitting foreign firms to compete in services markets is a powerful potential 

channel for technology diffusion. Trans-national retail groups of the developed 

countries to march into the Chinese improved overall business efficiency through 

technological progress and innovation. Foreign investment has played a strong 

retail model for success. Most Chinese enterprises set up modern and efficient 

satellite systems and commercial networks, established Point of sale 

management systems (POS), applied the bar code technology, electronic data 

interchange (EDI), established management information system (MIS) and 

Global Positioning System (CPS), which promoting Chinese enterprises’ 
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information technology and e-commerce, improving business management and 

marketing management experience, helping them to form "late-comer 

advantage" within shorter period. Experience of multinationals in cross-border 

mergers and acquisitions also has an important reference for domestic retail 

business to implement "going out" strategy. 

5. Conclusion 

According to the National Bureau of Statistics (NBS), in 1979, the per 

capita retail sales of consumer goods were 184.5 Yuan only. In 2008, the 

annual sales were 9119.85 billion RMB Yuan. Since its accession to WTO, 

China had been liberalizing its services sectors closely in line with its 

commitments under the GATS. Trade barriers in distribution sectors are 

decreasing all the time. However, further opening up in distribution services is 

necessary. The post-crisis liberalization should include: more transparency in 

China's domestic regulations, smoother administrative procedures and clearer 

guidelines for foreign suppliers on access to China service sectors.  

Figure 4:  China’s Service Trade Restrictiveness Index—by sectors 

China's Service Trade Restrictiveness Index
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Data source: Author’s calculations. 
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