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A Message from the Editor 
It gives me great pleasure to present to you 
the current edition of Greater China Newsletter, 

a joint initiative of Alberta International Offices in 
Beijing, Shanghai, Hong Kong and Taipei.  
 
This newsletter is published regularly to cover 
macro update of the region, current topics, policy 
issues, trade and investment opportunities including 
projects of interest, and event calendar. The Alberta 
International Offices place great emphasis on 
effective communication of market intelligence 
to Alberta companies doing business in Asia, in 
particular greater China region.  
 
We hope the bits and pieces of information from the 
front-line could help you assemble an appropriate 
strategy in tackling the overseas markets in greater 
China. Our staff would be pleased to talk to you on 
your export or international initiatives. Please tell us 
how the newsletter appeals to you, or any queries 
you might have on doing business in this part of  
the world.
 
Season’s Greetings and best wishes for a happy  
and successful new year!

Josephine Choi
Managing Director, Alberta China Office
josephine.choi@international.gc.ca

Domestic Consumption and Urbanization  
the Key Drivers of Growth in China
The Central Economic Work Conference in China 
(CEWC) ended its two-day meeting in Beijing 
on Dec 17, 2012. Official statement from the 
conference indicated that China would focus on the 
quality and efficiency of economic growth in 2013, 
deepen economic reforms, further urbanization and 
maintain strict property controls. No growth target 
for 2013 has been set, but most analysts anticipate 
the rate to be 7.5 percent.  
 
CEWC is an annual meeting held in December 
jointly run by the Central Committee of the 
Communist Party and by the government’s cabinet 
of ministers, to set its economic development 
strategy for the coming year. China’s new leaders 
sent a strong signal that their top economic priority 
is to retool the economy so that growth hinges 
more on domestic demand and less on exports 
and investment in capital-intensive state-owned 
companies. Short term growth may be adversely 
impacted during the transformation. 
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Meanwhile, six key tasks have been identified by 
the Conference: 
•	 To improve macro-economic control, and to  
 promote sustainable and healthy development.  
 The government will boost consumer spending  
 - the foundation for growth- by creating a series  
 of hot spots for consumption and allow  
 investment to play a key role in growth. It will  
 increase and guide private investment and  
 expand public spending on infrastructure projects. 
•	 To maintain a proactive fiscal policy and prudent  
 monetary policy. Focus of the fiscal policies is  
 on tax reforms and structural tax reduction,  
 as well as stricter control of administrative fiscal  
 spending. On the other hand, flexibility will be  
 exercised when implementing the prudent  
 monetary policy. Property controls will  
 remain intact. 
•	 To boost agricultural development and ensure  
 supply of agricultural products. 
•	 To speed up industrial structural adjustments and  
 elevate the quality of production in industrial  
 sectors. The focus lies in the reduction of excess  
 capacity, and enhancement of the innovation  
 capability of the enterprises.
•	 To actively and steadily promote urbanization  
 and increase its quality. The conference statement  
 emphasizes on quality and healthy development  
 of urban area. Urbanization will release the full  
 potential of domestic demand. 
•	 To improve people’s livelihood security and lift  
 their living standards. 
•	 To deepen economic reforms in an all-around  
 way. It will subsequently announce the reform  
 plans, roadmaps and time table. No drastic  
 change in policy is forthcoming. Reform plans  
 in the pipeline include Value Added Tax Reform  
 (see separate article), Income Distribution Reform  
 Plan (weakening monopolies and strengthening  
 private sector), Bank Deposit Insurance (easier  
 credit for SMEs), relaxation of Hukou or  
 household-registration system (facilitate the  
 movement of the rural population), and the  
 relaxation of the one-child policy (mitigate future  
 ageing problem).
 

China’s Social Security Fund Invested In 
Third West-East Gas Pipeline 
In October 2012, China has begun construction on 
a huge 5,200-kilometre gas transmission pipeline 
designed to pump 30 billion cubic meters (bcm) of 
gas each year from Central Asian countries to the 
coastal province of Fujian, in China’s south east.
 
This is the third mega scale national pipeline 
invested and operated by CNPC (China National 
Petroleum Corporation). The Corporation has 
adopted a new model of financing for this project, 
involving private and public capital. The National 
Council for Social Security Fund (SSF) has been 
invited as equity investor.
 
CNPC fully funded the First and Second West-
East gas pipelines and wholly owns and operates 
them. The 12 bcm/year, 3,843-km First West-East 
pipe transports gas from the western Tarim Basin 
in Xinjiang to Shanghai. It started operations in 
2003. The 30 bcm/year Second West-East pipeline 
is 8,704 km in length, which transmits natural gas 
imported from Turkmen to the city of Shenzhen and 
Guangdong province, in south China. It was fully 
commissioned in 2012.
 
The Third West-East pipeline will link with the 
Central Asia-China gas pipeline network, and 
transfer gas from the west to the east of the 
country. It will start in Horgos in western Xinjiang 
province on the border with Kazakhstan - the same 
start point as the Second West-East pipeline. 
Project will include one trunk line passing through 
10 provinces, six branch lines, three gas storage 
facilities and a liquefied natural gas (LNG) terminal, 
spanning from the Xinjiang Uygur Autonomous 
Region to the Fujian provincial city of Fuzhou,  
at a distance of more than 5,000 km.
 
According to CNPC, the project would cost 
RMB125 billion (USD19.7 billion). CNPC would 
retain a 52% stake, and remain the major 
shareholder. Other investors include Baosteel, 
National Council for Social Security Fund (SSF) 
and China Urban Infrastructure Fund, each 
would have 16% equity stake.
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This is not the first time CNPC has sought 
investment for gas pipelines. It had lined up Shell, 
Gazprom and ExxonMobil in 2002 as partners in the 
First West-East pipeline but negotiations stalled and 
the proposed venture was scrapped in 2004.
 
The National Social Security Fund in China was 
established in 2000, which serves as the central 
reserve managed by the central government to 
meet the social security needs, and future ageing 
population challenge. Sources of funding include 
fiscal allocation from the central government, 
allocation from the lottery public welfare proceeds, 
capital or equity assets derived from reduction or 
transfer of state-owned shares, capital raised by 
other methods approved by the State Council, and 
the investment proceeds of the Fund itself.
 
The National Council for Social Security Fund (SSF) 
is entrusted to manage the Fund. Under Chinese 
regulation, the SSF is allowed to channel as much 
as 20 percent of its funds into direct investment in 
SOEs (State-owned-enterprises) that are under the 
supervision of the State-owned Assets Supervision 
and Administration Commission and state-controlled 
financial companies that are managed by the Ministry 
of Finance. A maximum of 10 percent can be put in 
equity investments, part of which will go to state-
controlled enterprises with growth potential. 
 
As of the end of 2011, assets under SSF 
management has reached RMB868.9 billion  
(USD137 billion ).

China to start tapping Shale Gas
With a plan to commercialize shale gas production 
during the 13th Five Year Plan (2016-2020), China 
is eager to start exploring its resource, to better 
understand the potential. Strengthening the 
geological survey and assessment, introduction of 
innovative technology, construction of nationwide 
pipeline network and other ground facilities are seen 
as pre-requisite conditions for large scale production.  
Authorities are thinking of favorable policies including 
introducing subsidies and tax breaks for the sector to 
support its development. 
 
Shale gas is the energy resource typically trapped in 
shale rock. It could only be extracted by cracking the 

rock open with highly pressurised water, a process 
known as hydraulic fracturing or “fracking”.
 
China’s shale gas reserves are estimated to be the 
largest in the world, according to the US Energy 
Information Administration. Surveys conducted 
by China show that reserves of shale gas are 
estimated to amount to 31 trillion cubic meters.  
The Sichuan Basin, the Ordos Basin, the Tarim 
Basin, the western Hubei-Eastern Chongqing area, 
and the provinces of Guizhou and Hunan boast 
huge reserve.
 
China held the first round auction of exploration 
rights for four shale gas blocks in June of 2011, by 
inviting six state-owned enterprises to participate.  
CNPC and Henan Provincial Coal Seam Gas 
Development and Utilization Co Ltd each won a 
block.
 
Second auction bid of exploration rights for 20 
shale gas blocks in southern China was announced 
in September 2012, attracting 83 bidders. The shale 
gas blocks represent a total acreage of 20,002 
square km, spreading over eight Chinese provincial 
regions of Chongqing municipality, the provinces 
of Guizhou, Hubei, Hunan, Jiangxi, Zhejiang, Anhui 
and Henan.
 
According to bidding conditions, domestic 
companies or Chinese-held joint ventures registered 
with capital exceeding RMB300 million (USD48 
million), which are qualified for gaseous mineral 
exploration, may join the bidding. Each qualified 
company can bid for two blocks. Companies that 
have obtained winning bids must spend at least 
RMB30,000 (USD4,800) annually on each square 
kilometer of shale gas blocks during the three-year 
validity period and drill two wells on every 500 
square km of land within the blocks.

In December 2012, it was announced that two 
private enterprises, namely Huaying Shanxi Energy 
Investment Co Ltd, a subsidiary of Wintime Energy 
Co Ltd and Beijing Taitantongyuan Natural Gas 
Technology Co Ltd, won the biddings of two blocks 
in Fenggang, Guizhou. A total of 14 State-owned 
enterprises got the remaining 17 blocks. Most of 
them are engaged in electricity or coal mining.
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Huadian Corp, China’s electricity giant, turned out 
to be the largest winner with three of its subsidiaries 
seizing exploration rights of four blocks. None of 
the traditional oil companies won the bidding. China 
National Petroleum Corp, parent of PetroChina, 
China’s largest oil and gas producer, was only 
awarded third candidate for a shale gas block in 
Hunan.

China plans to produce 6.5 billion cubic meters of 
shale gas by 2015, in accordance with the 12th 
Five Year Plan (2011-15). It hopes to produce 60 
billion to 100 billion cubic meters a year by 2020. An 
estimated RMB400 billion (USD64 billion) to RMB600 
billion (USD96 billion) will be spent to drill 20,000 
shale gas wells by 2020, according to the National 
Development and Reform Commission of China.

Hong Kong signs comprehensive Double 
Taxation Agreement with Canada
A tax treaty between Canada and Hong Kong 
Special Administrative Region was signed on 11th 
November, 2012, in Hong Kong. Better known as 
the Double Taxation Agreement (DTA) between Hong 
Kong and Canada, the treaty was signed by Prof. 
K.C. Chan, Secretary for Financial Services and the 
Treasury of Hong Kong SAR, and Mr. Edward Fast, 
Canadian Minister of International Trade and Minister 
for the Asia-Pacific Gateway. Chief Executive of 
Hong Kong SAR, Mr. C.Y. Leung, and the Prime 
Minister of Canada, Mr. Stephen Harper, witnessed 
the signing ceremony.
 
The newly signed treaty is based on the Model Tax 
Convention on Income and on Capital developed 
by the Organization for Economic Co-operation 
and Development. It will enter into force when both 
jurisdictions have completed their formal ratification 
procedures.  
 
The DTA will remove tax barriers to encourage trade 
and investment between Canada and Hong Kong.  
In particular, it will reduce the rates of withholding 
taxes that apply on certain cross-border payments 
and ensure that double taxation does not arise for 
individuals and companies doing business or earning 
income in the other jurisdiction.
     

In the absence of a DTA, income earned by 
Canadian residents in Hong Kong is subject to both 
Hong Kong and Canadian income tax. Under the 
agreement, tax paid in Hong Kong will be allowed 
as a credit against tax payable in Canada. 
 
In the absence of a DTA, the profits of Hong Kong 
companies doing business through a permanent 
establishment in Canada may be taxed in both 
places if the income is Hong Kong-sourced.  Under 
the agreement, double taxation will be avoided in 
that any Canada tax paid by the companies will 
be allowed as a credit against the tax payable in 
Hong Kong in respect of the income, subject to the 
provisions of the tax laws of Hong Kong.
 
In the absence of a DTA, Hong Kong residents 
receiving interest from Canada are subject to 
Canada’s withholding tax, which is 25 per cent at 
present. Under the agreement, such withholding 
tax will be capped at 10 per cent. The Canadian 
withholding tax on royalties, currently at 25 per 
cent, will be capped at 10 per cent. The Canadian 
dividends withholding tax on Hong Kong residents 
will be reduced from the current rate of 25 per cent 
to 15 per cent, and will be further lowered to 5 per 
cent upon fulfilling certain conditions.
 
Under the Agreement, Hong Kong airlines operating 
flights to Canada will be taxed at Hong Kong’s 
corporation tax rate (which is lower than that of 
Canada), and will not be taxed in Canada. Profits 
from international shipping transport earned by 
Hong Kong residents that arise in Canada, which 
are currently subject to tax there, will not be taxed 
in Canada under the Agreement.
 
It clearly sets out the allocation of taxing rights 
between Hong Kong and Canada and will help 
investors better assess their potential tax liabilities 
from cross-border economic activities.  
 
The DTA is a welcome addition to Hong Kong’s tax 
treaty network and should provide significant scope 
for Canadian investors to use Hong Kong as a 
holding jurisdiction for investment into Asia.  
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China to expand the scope of Value Added  
Tax Reform
In 2012, the State Administration of Taxation of China 
(SAT) has completed the initial phases of rolling out 
the pilot scheme for Value Added Tax (VAT) reform in 
China’s transportation and modern services sector.  
 
Regarded as one of the most ambitious tax reform 
programs in recent history, SAT introduced in 
January 2012 the VAT pilot scheme in Shanghai, 
followed by Beijing in September, Jiangsu and Anhui 
provinces in October, and Fujian (including Xiamen) 
and Guangdong (including Shenzhen) provinces in 
November. In December 2012, Tianjin municipality, 
Zhejiang (including Ningbo) and Hubei provinces  
were included in the scheme.
 
The pilot scheme imposes VAT, rather than Business 
Tax (BT), on the transportation sector and six selected 
modern service industries by stages in selected cities 
in China. This is the first step in an overall plan to 
replace BT with VAT across the whole services sector 
in mainland China.

Selected Modern Service Industries Under the Pilot  
VAT Scheme:
R & D and   R & D 
technology services Transfer of technology
    Technology consulting
    Management of energy 
      saving contracts
    Project exploration
IT services  Software related services
    Circuit design and testing services
    IT system services
    Process management services 
Creative cultural Design
services   Transfer of copyrights and  
      trademarks
    Services related to intellectual  
      property rights
    Advertising
    Conference and exhibition services 
Logistics and   Aviation services 
ancillary services Harbour services
    Ancillary services related to the  
      transportation of passengers  
      and cargo
    Salvaging services
    Freight forwarding services
    Customs declaration services

    Warehousing services
    Loading/unloading services 
Leasing of moveable  Operating lease of movable 
and tangible goods    and tangible goods
    Financing lease of movable  
      and tangible goods
Attestation and  Certification services 
consulting services Assurance services
    Consulting services

Within the pilot scheme, the government has 
introduced two new VAT rates for the transportation 
and services sector, respectively at 11% and 6%.  
Small-scale VAT taxpayers with turnover under 
RMB5m (USD802,000) in services are subject to a 
lower 3% VAT rate. The pilot scheme is reported 
to be implemented smoothly, albeit some teething 
problems.
 
China has operated a dual system of indirect taxes, 
with VAT applicable to the sale and importation of 
goods, respectively at 13 and 17 percent. Most 
services have been subject to Business Tax at rates 
of either 3 percent or 5 percent.  
 
Business Tax is an inefficient turnover tax, which puts 
taxes on each stage of the supply chain, irrespective 
of the “profit” or the “value added” by each business 
in that process. VAT is deduced from the difference 
between a commodity’s price before taxes and its 
cost of production, and effectively only borne by the 
end consumer.
 
The VAT reform aims to mitigate double or multiple 
taxation over the whole supply chain. This change is 
intended to promote the development of the services 
sector in China as part of the Government’s 12th 
Five-Year Plan. It also serves to support and reduce 
taxes for small and medium-sized enterprises, which 
account for more than 95% of businesses and 80% 
of urban employment in China, and provide 50% of 
the country’s tax revenue.  
 
In 2013, the VAT reforms are expected to be 
introduced to financial services, insurance, 
real estate and construction, post and 
telecommunications and entertainment services.  The 
reform will further unify the VAT system applicable 
to the goods sector with that of the services sector, 
removing inefficiencies in each system.
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Hong Kong Exchanges completes acquisition 
of London Metal Exchange
On 6th December, 2012, Hong Kong Exchanges and 
Clearing Limited (HKEx) confirmed the completion of 
its GBP1.4bn (USD2.25bn) acquisition of the London 
Metal Exchange (LME), which brings to an end the 
LME’s 135-year status as a member-owned entity.  
 
HKEx secured approval from LME shareholders in 
July 2012, to acquire the exchange, fighting off tough 
competition from other major exchanges, including 
CME Group, Intercontinental Exchange Inc. and 
NYSE Euronext. The appeal of improved access to 
Asia, particularly China, was key to the realization 
of the acquisition.  China is the world’s biggest 
consumer of metals.
 
HKEx is the world’s second largest exchange group 
by market capitalization and its securities market 
is the world’s sixth largest in terms of market 
capitalization. At the end of November 2012, shares 
of 1,540 companies with a combined value of 
USD2.7 trillion were listed at HKEx, including shares 
of 714 Mainland Chinese enterprises.
 
The LME is an international exchange with an 
estimated 80% market share of global base metal 
futures trading volume. In 2011, it had record trading 
volume of 146.6m lots and the notional value of all 
contracts traded was USD15.4 trillion. In the first 11 
months of 2012, 147.44m lots were traded on the 
exchange.
 
According to HKEx, the vital role of the LME 
enhances HKEx’s position as China’s link to 
international markets and investors. The LME also 
gives its Hong Kong counterpart new multi-asset-
class capabilities and accelerates its expansion into 
commodities, currency and fixed income.
 
The LME was founded in 1877 by a group of metals 
merchants over a hat shop in Lombard Court, for 
the trading of Chilean copper and Malaysian tin.  
Contracts in lead, zinc, nickel and aluminum were 
subsequently added. The Exchange has grown to 
control 80 per cent of the traded volume in metal 
futures transactions in the world. 
 
LME has a unique business model, typically its 

prompt (or delivery) structure. The daily prompt 
dates up to 3 months forward, weekly prompt dates 
up to 6 months forward, and monthly prompt dates 
out to 123 months forward for certain metals. Other 
features include open outcry trading in the Ring, 
complemented by 24 hour telephone and LME-
select electronic trading.  
 
LME also has the ability to deliver metal physically 
through a global network of approved warehouses.  
These features link it directly to the real economy 
and, when combined with the high levels of liquidity 
on the LME, mean that the prices discovered are 
recognized and relied upon by the metals industry 
worldwide. As a result, it plays a vital role in 
providing risk management solutions to consumers 
and producers of metals globally.
 
HKEx and the LME are committed to focusing 
together on preserving and enhancing the LME’s 
existing business model; expanding the presence of 
the LME in Mainland China and the rest of Asia; and 
developing the LME over time in accordance with 
the needs of its members and market participants.  
 
LME plans to become a self-clearing exchange 
group by 2014 through the development of LME 
Clear, which will enable it to launch new products 
and services and diversify its revenue sources.  
 
China accounts for 40 per cent of commodity 
consumption in the world, but makes up just one-
fifth of trading on the LME. HKEx is working on 
new commodity offerings from the London Metal 
Exchange, and ways of reducing or eliminating 
barriers for Asian investors to trade on the world’s 
largest metal exchange.  
 
Ideas include improving access to warehouses 
offshore in China, and introducing Asia time zone 
price discovery to the Exchange. The Meishan Port, 
which is a unit of the Port of Ningbo in eastern 
China, is in initial discussion with LME, to be listed 
as a delivery point.
 
The LME is considering introducing renminbi 
clearing, and working on the potential of renminbi-
denominated products, at a time when the 
internationalization of renminbi is picking up pace.




