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Preface

A firm understanding of China’s laws and regulations related to human resources and payroll
management is essential for foreign investors who want to establish or are already running
foreign-invested entities in China, as well as for local managers and HR professionals who may
need to explain complex points of China’s labor policies.

In China, there are a wide range of government institutions involved in HR processes, and while
key laws are drafted by the central government, numerous bylaws and regulations are instituted
at the local level. The topic is too complex to be covered in complete detail in one book, so the
term 'guide’is quite appropriate for the nature of this publication. Companies should still seek
professional advice to deal with any specific situation they face relating to HR.

This guide was amended in June 2023 with the latest information available at the time. It was
written in consultation with Dezan Shira & Associates, a specialist foreign direct investment
practice providing corporate establishment, business advisory, tax advisory and compliance,
accounting, payroll, due diligence, and financial review services to multinationals investing in
emerging Asia.

Since its establishment in 1992, the firm has grown into one of Asia's most versatile full-service
consultancies with offices across China, Hong Kong, India, Singapore, Vietnam, Indonesia, United
States, Germany, Italy, India, and Russia, in addition to our trade research facilities along the Belt &
Road Initiative. We also have partner firms assisting foreign investors in The Philippines, Malaysia,
Thailand, and Bangladesh. Dezan Shira & Associates’ experienced business professionals are
committed to improving the understanding and transparency of investing in emerging Asia.
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Human Resources & Payroll
in China at a Glance

«»

Hiring options: An enterprise can hire staff through three basic options - direct hiring, DAVID NIU
labor dispatch, and outsourcing. Partner
Beijing Office

Representative offices: The simplest of foreign investment vehicles in China, the representative
office (RO), is not permitted to directly hire staff in China; instead, they need to use dispatch
agencies. The agencies must hold a government issued special license that allow them to hire “ While the overall
employees on behalf of their clients (forexample, Dezan Shira & Associates has dispatch licenses). L
process for hiring people
Dispatch limits: Labor dispatch can only apply to three types of positions - temporary position, in China does not diﬁer

auxiliary position, and replaceable position. The number of total dispatched employees

much from elsewhere in the
used by an employer should not exceed 10 percent of its total number of employees.

world, there are a number

Mandatory written contracts: All directly hired employees must be given a written contract ofpoints that require
within one month of hiring; if not, the employee is entitled to double salary. Electronic special attention. ’,
labor contracts are regarded as written contract as well by satisfying certain conditions.

Probation period: The range of legitimate grounds for dismissing an employee
is considerably wider during their probation period. The employer may
also pay only 80 percent of the employee’s contractual salary during this time.

Working hour system: In China, there are three main work hour systems - the
standard work hour system, the comprehensive work hour system, and the non-
fixed (flexible) work hour system. The latter two systems are considered ‘special
work hour systems, which require special approval and compliance requirements.

Payment and tax: An employee’s salary package could include base salary,
allowances, bonuses, non-monetary pension plans, and employer’s portion of
social security contribution. The base salary should be stipulated in the labor
contract. Employers are required to file individual income tax (IIT) for their
employees on a monthly basis. The IIT system was reformed substantially in 2018.

Mandatory social security: China's social security system is made up of five different
kinds of insurance-pension, medical, maternity, work-related injury, and unemployment,
plus one housing fund. Although both employer and employee are obligated to make
contributions, it is generally the employer’s responsibility to correctly calculate and
withhold the payments for both parties. Employer’s obligation to make adequate and
timely contributions cannot be alleviated or exempted by reaching mutual agreement with
employees. Foreign employees working in China have been required to participate in China’s
social insurance scheme as well starting from 2011, but this obligation can be exempted
if they come from countries that have social insurance exemption agreements with China.

Human Resources and Payroll in China 2023 (10th Edition) 4


https://www.dezshira.com/personnel/david-niu.html

Leave during the first year of employment: Employees are not entitled to any manda-
tory minimum number of leave days during their first year of employment (ever), except
those public holidays such as Chinese New Year around February, and the National
Day celebrations in early October.

Regional variation: National laws are often intentionally broad and vague, leaving a lot of
room for local interpretation or additional legislation. Regulations and practices differ per
city on issues such as minimum wage, work visa policy, social security contributions, and
maternity leave.

No at-will termination: Terminating employees in China is both difficult and expensive.
Employees may resign with 30 days’ notice, but for employers, there are limited
grounds for terminating an employee before their contract has come to an end.

Non-fixed term contract after two fixed term contracts: After an employee finishes
their second contract with your company, he or she generally shall be offered a
lifetime contract as the third unless he or she wants another fixed term contract
instead. Such non-fixed term contract can only be terminated if there are grounds for
dismissal. Notably, some regions, such as Shanghai, offer more flexibility on this rule.

Severance payments mandated by law: In practice, severance payments can be even
higher than the law prescribes, and can comprise a significant part of overall HR costs.

Hiring foreign workers: China implements a tiered talents classification system for hiring
foreign workers. Different classes of talents are subject to different administration. Foreigners
who want to work at companies in China should arrive on a valid work visa (Z-visa or R-visa).
Employers need to obtain and renew Foreigner’s Work Permit and Residence Permit for their
foreign staffs in a timely manner.

Tech-powered HR and payroll solutions: Companies are increasingly moving away from
separated, localized payroll software or Excel, and towards integrated and tech-powered
human resources management platforms that streamline multiple HR processes, often
including onboarding, attendance, leave, claims, and possibly even areas like talent
management and training.

Privacy and personal information protection: With the release of the Civil Code, the Personal
Information Protection Law, as well as the other relevant data security laws and regulations,
employers in China are faced with a series of new compliance requirements in human
resources management. Companies need to audit their current policies and develop
corresponding mechanisms to stay compliant.
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About Dezan Shira & Associates

Dezan Shira & Associates is a pan-Asia, multi-disciplinary professional services firm, providing

legal, tax and operational advisory to international corporate investors. Operational throughout

China, India and ASEAN, our mission is to guide foreign companies through Asia’s complex

regulatory environment and assist them with all aspects of establishing, maintaining and growing

their business operations in the region. With more than 30 years of on-the-ground experience

and a large team of lawyers, tax experts and auditors, in addition to researchers and business

analysts, we are your partner for growth in Asia.

Our Services

> Accounting

> Audit and Financial Review
> Business Advisory

> Business Intelligence

> Corporate Establishment and Governance
> Due Diligence

> HR and Payroll

> Intellectual Property

> Mergers and Acquisitions

> Outbound Direct Investment
> Risk Management

> Tax

> Technology
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