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EXECUTIVE SUMMARY

PP’ EXECUTIVE SUMMARY

A Study on Utilization Measures of China’s
Pilot Free Trade Zones (FTZ) for Korean
Shipping and Logistics Firms

1. Purpose

» The purpose of this study is to understand the operational status
of pilot Free Trade Zones (hereinafter referred to as FIZs)
established in China and analyzes major policies and case
studies focusing on the shipping and logistics sector. Through
this endeavor, this study aims to extract utilization measures
of FTZs related to Korean companies, while presenting policy

suggestions.

2. Methodology and Feature

1) Methodology

AHVININNS



(Table) Features of This Study’s Methods

Feature

Basic data
analysis

Extracting

utilization

measures
for logistics

Case
analysis

Joint
research
with local
experts and
holding a
workshop in
China

Major contents Data collection

Review major policies
of the central and local
governments as well
as domestic and
foreign preceding
studies relevant to
China’s FTZs

Refer to literature
regarding China’s each
FTZ and summarize
relevant trends from
the homepage of local
governments

Literature review
Online research

Extract utilization
measures available for
Korean companies in
connection with FTZs

Literature and
online research
Joint research

Centering on the

Shanghai FTZ, analysis

was conducted on Literature and
cases of shippingand | online research
logistics companies Joint research
that are utilizing the

FTZ pilot program.

Seek utilization
measures in
connection with
China’s FTZ policy
Hold a workshop in
China targeting FTZs in
inland areas of Hebei,
Shanxi and Sichuan

Joint research
Holding
workshops

Reasons for selection

Online research is the
fastest and the most
effective research method
China’s online and latest
press release provides
recent trends of each FTZ

Having operated in 12
areas, China’s FTZs are
designed to attract foreign
investment to a variety of
sectors including
manufacturing,
distribution, trade and
finance, hence, the study
is focusing on logistics.

Utilization measures
based on the case analysis
of logistics in connection
with FTZs can be applied to
Korean companies

Produce reasonable
application measures by
conducting a joint research
with experts conversant
with local conditions
Reflect items discussed
during the workshop




EXECUTIVE SUMMARY

2) Feature

AHVININNS

» This study intends to produce utilization measures of China’s

FTZs by Korean companies and present policy suggestions. To
achieve this, major policies and cases were analyzed centering
on the shipping and logistics sector in China’s FIZ pilot program

implemented in 12 areas.

- For this purpose, this study conducted literature review, online
research, case analysis and joint research while holding a

workshop with local experts.

- Literature review and online research cover changes of the
Chinese government's major policies relevant to FTZs and
promotional data, domestic and foreign preceding studies and
information released via the press. In addition, monitoring of
FTZ homepages currently in operation help understand past and

current trends.

- A joint research was carried out in the form of commissioning
a manuscript to a consulting company, which has proceeded
with relevant research in Shanghai for several years. The
contents of this manuscript are included in the section of

innovative systems of FIZs and cases of companies.

- Focusing on the Shanghai FIZ, the study analyzed cases of
shipping and logistics companies currently utilizing China's FIZ

pilot program.

- Targeting FIZs in inland areas including Hebei, Shanxi and
Sichuan, a workshop is held to discuss relevant items, which

are reflected in this study.



3. Results

1) Summary

» China's Pilot Free Trade Zones (FTZs) are defined as special
areas combining areas ‘Inside the Border but Outside of
Customs’ with ‘the Pilot Area Inside the Border'. An FTZ allows
free entry and departure of cargo as well as capital outside the
border with companies being able to store cargo utilizing the
bonded status, and proceed with manufacturing and processing,
trade and exhibition. It is also defined as an area creating freer
business conditions and facilitating trade activities such as
through attracting foreign investment, allowing offshore trade

and international transshipments etc.

- Since the Shanghai FTZ was first established in September 2013,

the FTZ pilot program has been expanded across the nation.

- Three areas were added including Guangdong, Tianjin and
Fujian in April 2015, with the size of the Shanghai FTZ also being
expanded.

- On top of eastern coastal areas, 7 areas including Liaoning, and
those in inland areas such as, Zhejiang, Henan, Hubei,
Chongqing, Sichuan and Shanxi were added to the list of FTZs
in April 2017. Moreover, in April 2018, Hainan was also approved

as a new FI7Z.

-As 6 more FIZs were additionally designated including
Shandong, Jiangsu, Guangxi, Hubei, Yunnan and Heilongjiang
in August 2019, a total of 18 FIZs are now in operation in the
order designated numbered areas ‘1+3+7+1+6'.



EXECUTIVE SUMMARY

» Most of China’s FTZs in operation consists of 3 ‘Specific Zones

all a similar size of approximately 120ki’ except for the Shanghai
FTZ and the Hainan FTZ. The Shanghai FTZ has steadily been

expanded, while the Hainan FTZ has the distinctive feature of

AHVININNS

being an island.

- Size of the Shanghai FTZ: 240.22n?

- Size of the Hainan FTZ: 3.39m’

» Most of the investment related innovative measures implemented
in the FTZs are concentrated on facilitating investment,
improving investment convenience and utilizing foreign capital.
Among these measures, management of the ‘Negative List
System’ is the most important innovative measure in utilizing

foreign investment.

- Mandated by the law, the negative list provides an outline of
the sectors in which foreign investment is restrained. Among
China’s pilot FTZs, Shanghai was the first to introduce a negative

list for foreign investment.

- Starting from 190 items in the 2013 version, the number of items
declined to 45 in 2018 and further down to 37 in 2019. Sectors
including agricultural, mining, manufacturing and service

industries have thus had increased access to the Chinese market.

- Innovative measures carried out by the 4th designation of FTZs
established in 2019 even go as far as allowing each FTZ to
establish their own strategy to promote foreign investment

within their legal authority.

» The results of each FIZ are summarized from the following three



perspectives: completion status of pilot measures by FTZ,
attracting foreign investment and boosting the level of trade

convenience.

- According to the results of a completion status analysis of pilot
measures per FIZ published by the Chinese Academy of
International Trade and Economic Cooperation (CAITEC), a
consultative body directly under the Ministry of Commerce of
China, the Shanghai FTZ completed 91 pilot measures out of
92, achieving a completion rate of 98.9%. The completion rate
of the Guangdong FTZ was set at 97.5% while that of the Tianjin
FTZ and the Fujian FTZ stood at 90.0% and 95.7% respectively.

- Second, from the perspective of attracting foreign investment,
FTZs have achieved more comprehensive and higher levels of
market accessibility while steadily increasing the convenience
of foreign investment. For instance, the Tianjin FIZ has reduced
its process time for establishing a foreign company outside of
the negative list from 8 working days to 1 working day. Such
measures promoting the convenience of investment have
increased to 610 thousand new businesses opened in China’s
11 FIZs (excluding the Hainan FTZ), among which foreign
capital businesses reached 34 thousand. This accounts for 12%
of China's total number of companies established during the
same period. The total amount of import and export transactions

in foreign capital accounted for 15.54% of the total amount.

- Third, FTZs have improved the level of trade convenience by
significantly reducing time for customs clearance, while boosting
its efficiency. Time required for customs clearance has cut from

16 to 3 hours on average, with more than 200 million yuan saved

Vi
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in terms of costs. Having introduced a new model for testing

international conventions and supervising inspections, the

AHVININNS

Sichuan FTZ has reduced its time for customs clearance on

average by 50%.

» China’'s 12 FTZs have announced 12 innovative measures within
the shipping sector. In terms of quantity, the Shanghai FTZ has
announced 7 innovative measures within the shipping sector,
which was the highest followed by the Guangdong FTZ with 2
and the Tianjin, Liaoning and Hainan FTZ respectively announcing
1 innovative measure. Other FTZs have not suggested innovative
measures within the shipping sector as of yet, and benchmarked

successful experiences of other FIZs.

-In terms of content, innovative measures announced by
Shanghai, Guangdong and Tianjin FTZs deal with two specific
areas of allowing foreigners to enter into shipping operations
while increasing the convenience of customs clearance.
Therefore, this measure has strong implications for other FIZs

as a benchmark.

» Among the 12 FTZs, six FIZs have announced 13 innovative
measures in the logistics sector. The numbers of innovative
measures announced by six FIZs are fairly balanced, with the
Shanghai FTZ having not monopolized these measures. To be
specific, the Tianjin FIZ and the Fujian FTZ have announced
3 measures respectively with the Shanghai FTZ, the Hubei FTZ
and the Sichuan FTZ releasing 2 respective measures with 1

measure coming out of the Guangdong FTZ.
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- Logistics-related innovative measures are scattered, five of them
are related to multimodal and the China-Europe railway.
Suggested by Guangdong, Fujian, Hubei and Sichuan, these
measures concentrate on the convenience of customs clearance

for transshipments.

- Unusual policies include parallel importation policy of foreign
cars by Tianjin, an international liquor trade policy suggested

by Shaman and a railway finance policy by Sichuan.

The State Council of China announced an overall plan for the

Lingang New Area of the China (Shanghai) Pilot Free Trade Zone
on August 6 of 2019 and officially established the ‘Lingang Area’
on August 20.

- The Lingang Area will be built as a special economic function
zone with strong global market influence and competitiveness
by implementing a high level of ‘opening-up’ policies in a variety

of sectors.

- According to a statement, the Lingang Special Area will expand
the implementation effect of the coastal container transshipment
policies for Chinese-funded flag of convenience ships, and study
the possibility of foreign-funded vessels to do coastal container
transshipment business with Yangshan Port as the international
transit port under the principle of reciprocity. Therefore, there
is a possibility of opening up coastal shipping to foreign

companies.

- Such movement is significant under the current situation where
most countries do not permit foreign companies from coastal

shipping services within their nation (Cabotage).

viii



EXECUTIVE SUMMARY

» The Shanghai FTZ has built an ‘all-in-one online platform’ to

cope with 327 business related matters to improve the

AHVININNS

convenience of businesses.

- A wholly foreign owned enterprise (including a joint venture
owning more than 51% of all stocks) is able to register by itself
or do it by proxy to a Pilot FTZ.

- The Application for matters related to the ‘all-in-one online

platform’ is mostly conducted via the Internet.

» This study looked into utilization measures of China's FTZs in

the shipping and logistics sector focusing on the Shanghai FTZ.
There are six cases presented in this study as utilization
measures for Korean shipping and logistics companies and three

of them are as follows:

- First, the study proposes advancing into the international ship
management industry for Korean companies. Prior to the
establishment of the Shanghai FTZ, the maximum share of a
foreign ship management company was limited to 49%. However,
foreign firms are allowed to establish a wholly-owned subsidiary
engaging in international ship management services in
accordance with the 1st negative list announced after the
establishment of the Shanghai FTZ. The first fully foreign-owned
international ship management company is “‘Shanghai Run Yuan
Shipping Management Co., Ltd’, which was established by
Singapore-listed ‘Yangzijiang Shipbuilding’ in Shanghai (Nov
2013), and provides international ship management services and
ship related technical consulting services, as well as wholesale,

import and export of ship's spare parts.



- Second, Korean companies are able to enter into the bonded
futures logistics business as a utilization measure for bonded
delivery of futures. The establishment of the Shanghai FTZ in
2013 has allowed companies to expand pilot settlement of
bonded futures delivery as well as to expand the single warrant
loan of a warehouse. The Shanghai Customs Office expanded
the settlement of bonded futures on April 2014, from existing
Yangshan Bonded Port Arear further to all areas of FTZs,
allowing more companies to conduct bonded futures delivery.
In addition, items eligible for futures delivery has significantly
expanded from copper and aluminum. The first bonded futures
logistics company in the Shanghai FIZ is Shanghai Jiangxi
Copper International Logistics Co., Ltd.

- Third, this study suggests the establishment of e-commerce
fulfillment centers as a utilization measure relevant to cross-
border e-commerce logistics center. At present, China is
witnessing a huge growth of cross-border e-commerce market
with Shanghai being designated as a cross-border e-commerce
Comprehensive Pilot Area. The Pilot Area includes Shanghai
Waigaoqgiao Bonded Logistics Zone, Yangshan Bonded Port Area
and Comprehensive Bonded Area in Pudong international
airport. A good example is Global Logistic Properties Investment
(Shanghai) Co., Ltd, a Singapore-invested company, engaging in
real estate development, real estate operation and fund
management. Major customers of this company are concentrated
on 3 business areas including the 3rd logistics, manufacturing

and retail business (including e-commerce).

» The study also presents Korea-China cooperation measures for

Korean companies to expand utilization measures of China’s
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policies relevant to FTZs. These measures include expanding the
scope of cooperation in connection with the Shanghai FTZ and
the one relevant to the innovation of multimodal transportation

of the Lingang New Area.

- First, the number of items in the Negative list of China’s FTZs
including Shanghai has been steadily reduced and the 4th
designation of FIZs even allowed each FIZ to establish their
own strategy to promote foreign investment within their legal
authority. These innovative measures have expanded the
opportunity for Korean shipping and logistics companies to
advance into China. Moving forward, it is necessary to prepare
support measures for Korean companies potentially engaging in
the international ship management business, bonded futures
logistics and fulfillment logistics business in order to reduce the
costs and challenges required for administrative procedures in

screening and meeting the qualification for the operation.

- Second, the Lingang New Area within the Shanghai FTZ plans
to share shipping, air and railway transport information
centering on Yangshan Port, Pudong international airport and
Luchao port railway container handling center, enhancing the
operational efficiency of multimodal transportation. With the
expansion of multimodal transportation between shipping and
railway services, Korea and China should strengthen the
cooperation in a way towards improving the efficiency of
logistics following changes of logistical structure. Korean
companies should enter into the Chinese market in connection
with the ‘One Road One Belt' strategy as well as the Yangtze

River Economic Belt’ strategy in order to maintain sustainable

Xi
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development and secure competitiveness. Therefore, it is
important to find a measure to consult and discuss investment
opportunities and reasonable investment conditions necessary
for Korean shipping and logistics companies to promote

entering into China.

2) Policy suggestions and relevant activities

» For Korean companies to better and more efficiently utilize

China’s FTZ policies, it is necessary to understand investment
inducement policies and support measures run by each FTZ and

conduct a systematic research and study.

» Starting with Shanghai, China’s FIZ pilot program has designated
18 areas, and highly likely to be expanded into other areas.
Taking this into account, we plan to set up and proceed with
our own research tasks, which will be actively utilized Korea's
shipping and logistics companies in entering into China’s

eastern coastal and inland areas.

» Furthermore, we will propose relevant subjects to planned

research and new projects in the shipping and logistics sector
carried out by KMI, relevant institutions as well as related

government departments.

3) Expected benefits including policy contribution

» Contributes to a better understanding of China's FIZ policies

and utilization of the shipping and logistics sector for the

Korean government and companies

il
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- Encourages Korean shipping and logistics companies to actively
advance into China’s eastern coastal areas and mid-to-western

inland regions by utilizing measures of FTZ policies

- Presents sustainable utilization measures as well as cooperation
measures with China’s research institutions based on distinctive
policies run by each FIZ

» Contributes to the establishment of a long-term foundation for

shipping and logistics research of each FTZ by building a
network of China's local governments, universities, relevant

shipping and logistics companies and experts

» Can be utilized in a business feasibility analysis relevant to
investment in China's FIZs for Korea's major shipping and

logistics companies and relevant institutions

xii
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