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Will Companies Fire Expats to Avoid
Expensive Social Welfare Payments?

by Chris Devonshire-Ellis, Dezan Shira & Associates

Gerting a handle on budgers for China businesses in 2012 is proving to be a
headache this year, as so much is hanging in the balance. In emerging markets
such as China, it is difficult enough already to cater for the inevitable bumps
along the road, preparing for the forthcoming year is as difficult as I ever re-
member it.

There remain the rumbling uncertainties
of the Global Financial Crisis, with China
seemingly out of the woods, yet still reliant
on overseas markets for export sales. Other
trends revolve around the uncertainty of
the widening spread of China’s social wel-
fare system. The changes affect two groups of people as expatriates in China
and their employers must now start to pay mandatory social welfare to China.

While the additional costs of employing expatriates are now well-known and
can be planned for, the removal of caps on social welfare payments in China
is another porential issue concerning social welfare, and there is no clear direc-
tion concerning how this will pan out. This affects all employees in China,
both local and expatriate. Currently, in most cities, contributions to the social
welfare fund that need to be made by employers are capped art a percentage of
average local salary. These caps typically differ from city to city, but have the
effect of maintaining a ceiling on the maximum amount employers have
conrribute for any single employee to generally around RMB 4,000 per month.
This means that regardless of how much an employee earns, the social welfare
contributions will not impose a large burden on the employer.

However, Dalian has recently announced that it has {ar least temporarily) re-
moved its cap, and that social welfare payments payable by employers would
now be a standard 31.3 percent of any individual employee’s monthly salary.
"The more the employee earns, the more welfare is paid by the employer (al-
though the cap still remains in place for the employee). A difficult planning
point for 2012 then is the question over whether this will be rolled out on a na-
tional basis or not. There are already rumors that certain key Chinese cities are
planning to introduce a cap-free social welfare security system. If that happens,
operating costs for businesses employing higher-paid Chinese and expatriate
personnel will see their mandatory welfare contributions shoot up.

This is a huge potential issue, and will massively increase operating costs in
China. It remains at present only a possibility, however it does not require any
new legislation to enact as the decision on whether to do so or not lies at a local

Come Chinese New Year, we
expect to see a drop in the
numbers of expatriate faces.

government level. Some governments may feel their corporate businesses can
sustain such an increase; by definition these would be cities where investment
has no choice other than to remain extant, with any move out of the ques-
tion. Other local governments may wish to retain the advantage of keeping a
cap on welfare payments in order to attract
invesrment. The possibility that the central
government puts pressure from above on
certain cities to remove the cap cannot be
dismissed.

Until there is any official policy —and there
may not be — the risk is difficult to deter-
mine. However, for 2012 budgeting issues and assuming the worst position, [
would recommend working out the potential cost factor and including it as a
cost factor in first tier city locations in China. Ifits not implemented, you have
cash on hand, and if it is, you've covered for the potential costs.

Expatriates in China

The social welfare demands now expected from expatriate employees and their
employers will almost certainly result in a decline of expatriates working in the
country. Official statistics put the number at some 660,000, of which 250,000
are registered for tax. Non-essential expatriates will be relocated, simply have
their contracts terminated, or asked to wotk in China while on business or
tourist visas to keep them off the welfare and tax payroll. The latter also means
many will not legally be compliant. Localization of many roles previously held
by expatriates will occur. Come Chinese New Year, we expect to see a drop in
the numbers of expatriate faces.

Expatriate options

If being passed over in China for 2012, what can the expatriate do? Most we
suspect will find it hard to gain new employment in China, at least legally. The
bad news is that back home in Europe or North America the economy isn’t
doing so great either. 'The good news is Australia is booming, as are other parts
of Asia. As one door closes, another opens.

Dezan Shira & Associates is a specialist foreign direct investment practice, providing
business advisory, tax, accounting, payroll and due diligence services to multination-
als investing in China, Hong Kong, India and Vietmam. Established in 1992, the
firm is a leading regional practice in Asia with fwenty affices in five jurisdictions,
emplaying over 170 business advisory and tax professionals. To contact the firm
please email rosario. dimaggio@dezshira.com or visit wiww dezshira.com.
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TO LEARN CHINESE
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Sign Up Now For A New Mandarin
Learning Experience At Reasonable Price

Conversational Mandarin
Business Mandarin
Children’s Mandarin

b 0769-27282567 / 1360-2398-630
sarahanbridge@gmail.com
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Union provides professional consulting services for foreign enterprises in
the fields of market enfry, business development and strategy in China, With
in-depth knowledge of the local market, business structures, business
| culture and regulations as well as good relations with authorities, Union is
" | your reliable and professional partner for successful business in the Pearl

o River Delta
o

@ Market research @ Investment feasibility analysis € Company registration in China and
HK #Labor contract and insurance advisory € Tax and accounting service ®HR
Management and recruitment 4 Working permit and visa 4 Business development
¢ Promotion event organization 9 Expansion and growth strategy

V’ UNION INVESTMENT CONSULTANCY
|Unian | Local Consultancy Specialized In:

For more information, please visit www.union-consulting.cn

Office: Room 1203, Lianhe Tower, Dongcheng Road South, Dongcheng District, Dongguan
E-mail: contact@union-consulting.cn and jiangrong. yu@union-consulting.cn

Tel: +86 769 22339635 22339636  Fax: +86 769 22382200
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We provide not only legal knowledge,

But also the most suitable solution for you.

Angela Lee i wi
Partner AttorneyatLaw MBA (United States)
* Dongguan Government Taskforce Legal Counsel,
* Dongguan Labor Union Legal Counsel.
£« WTO Committee Member of Guangdong Lawyers Association.

.« International Civil & Business Committee Member
of Dongguan Lawyers Association.,

* MBA of University of Bridgeport, USA.
» LLMof Sun Yat-sen University, China.
| Angela Lee has more than sixteen years experience inlaw practice in Dongguan
City and has also worked for two years in a New York -based law firm.

Well-connected in China and with many foreign companies, the lawyers of her
team under her guidance provide clients with integrated, efficient and
Value-added legal services.
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Practice Area
\Corporate Legal Advisor, | Litigation & Arbitration

Labour Law
\Patent & Trademark;,

\International Legal Services
Contract Law,

Mobilephone: 13713195599 /15920215932

Email: leegkei@yahoo.com Fax: 0769-23220883

Aqdrgss: Suite 708, Huakai Building, Shenghe Road, Nancheng
District, Dongguan City 72 E B ALY KB /08
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WHAT’S INSIDE:

AMERICAN
BAKERIES
BRAZILIAN
CAFES
CANTONESE
CONTINENTAL
DONGBEI
ENGLISH
FRENCH
GERMAN
HOT POT
HUNAN

ICE CREAM
INDIAN
ITALIAN
JAPANESE
KOREAN
PIZZA
TAIWANESE
TEA HOUSES
THAI
VEGETARIAN
VIETNAMESE
YUNNAN

BARS
CLUBS

SUPERSTORES
APPLIANCES
BABY
BOOKSTORE
CLOTHING
COMPUTERS
DVDS & CDS
FURNITURE
HOME

INT'L FOOD
OFFICE

PET STORES
SPORTING GOODS
TOYS

WINE

CHILDREN
BILINGUAL SCHOOL
INT'L SCHOOL
LANGUAGE CENTER

INT'L MEDICAL
LOCAL MEDICAL
DENTAL SERVICES
PHARMACIES
BEAUTY & SPA
HAIR SALONS
FITNESS
VETERINARIAN

ART GALLERIES
BILLIARDS
BOWLING
CINEMAS
CYCLING
GO-KARTING
GOLF
LIBRARIES
MUSEUMS
THEATRE
TRAVEL

DONGGUAN CITY
DALANG
CHANG’AN
CHANGPING
CHASHAN
FENGGANG
HENGLI
HONGMEI
HOWJIE

HUMEN

LIAOBU
SONGSHAN LAKE
SHILONG
ZHANGMUTOU

EXHIBITION CENTERS

PUBLIC SERVICES

BUY

COMMUNITY GROUPS

DRY CLEANING

FINANCIAL SERVICES

HOUSE SHARE
JOB OFFERED
JOB WANTED

PROPERTY SERVICES

RELOCATION
SELL
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