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Message from the President

As president of the European Union Chamber of Commerce in China (European Chamber), I am 
very proud to present this year’s European Business in China Position Paper (Position Paper), 
which is a bottom-up product involving the collective efforts of hundreds of people over the 
course of six months.

The Position Paper continues to be our core publication and is the cornerstone of our advocacy 
efforts. Knowing that the Position Paper is carefully read not only in Beijing and Brussels, but 
also throughout Chinese provinces and European Union (EU) Member States, and even as far 
as Washington, we always ensure that we present our recommendations in a fact-based and 
constructive way. I am always pleased to see copies of this publication when we meet with our 
counterparts in both the Chinese and EU governments.

This year, we cover China's 40th

Plenum Decision
1982, and there have been so many areas of improvement, but in order for China to become a 
modern economic powerhouse much work remains.

The executive Position Paper examines 14 common concerns faced by European companies. 
These issues continue to hold back China’s development and prevent businesses from serving 
their core function: to provide goods and services demanded by consumers, downstream 

as a challenge to overcome in the years ahead. 

Removing these hurdles is especially important this year, during which China celebrates 40 
years of its Open-door Policy. Internal pressure is quickly building, with Chinese consumers 
demanding access to more, better and safer goods and services. External pressure is growing 
as well. China has already become a major global trading and investment force and the 
worldwide effects of a China that does not always follow globally-established norms is creating 
tension. While the escalation of tariffs by the United States represents a sharp and disconcerting 
response to the shortcomings of China’s reform agenda, it is based on concerns that are 
common with other economic powers, including the EU. Remedying this situation by solving the 
challenges raised in this report should be pursued, because it is good for China and good for the 
world.

Both Chinese and global leaders must not lose sight of the bigger picture-China’s economy, 
despite being the world’s second largest, still has huge potential to grow by increasing the scope 

its full potential, which would be much more than the meagre trickle seen in recent years.

We do not question the willingness of China’s top leadership to continue to open up and reform, 

committed to reform and opening-all levels of government need to embrace this direction. After 
all, many of the problems faced by international companies are not necessarily an expression 
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Each industry solves specific problems for customers and for society. Regulations should 
be formulated to allow all industries to perform their core functions in the most efficient 
way possible. By shifting to this mentality, Chinese regulators can help maximise business 

To help tackle these challenges, our working groups, sub-working groups and fora have prepared 
33 papers with a accumulative total of 828 recommendations. These are based on concerns 
raised by the European Chamber's more than 1,600 member companies. They represent 
countless years of experience and an immense depth of knowledge. All of this expertise is made 

to enter its next stage of development, which will propel China over the middle-income trap and 
into a prosperous future. 

On behalf of our member companies, I would like to extend my thanks and appreciation to the 

I also extend my appreciation on behalf of our member companies to our partners at the 
Delegation of the EU to China, the European Commission and the European Parliament for their 
astute advice and staunch cooperation.

Finally, I would like to thank everyone who contributed to this Position Paper, particularly our 
active member companies, working group chairs and vice chairs, members of the Advisory 
Council, Executive Committee, Supervisory Board, the boards of our local chapters and the 
Secretariat of the European Chamber throughout our different chapters. Without your hard work 
and diligent efforts, this project could not have been accomplished.

Mats Harborn
President
European Union Chamber of Commerce in China
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The European Union Chamber of Commerce in China (European Chamber) was 
founded in 2000 by 51 member companies that shared a goal of establishing a 
common voice for the various business sectors of the EU and European businesses 
operating in China. It is a member-driven, non-profit, fee-based organisation with 
a core structure of 31 working groups and fora representing European business in 
China.

The European Chamber has more than 1,600 member companies in seven chapters 

(Guangzhou and Shenzhen), Southwest China (Chengdu and Chongqing) and Tianjin. 
Each chapter is managed at the local level by local boards reporting directly to the 
Executive Committee.

The European Chamber is recognised by the European Commission and the Chinese 

as a foreign chamber of commerce by the Ministry of Civil Affairs. The European 
Chamber is part of the growing network of European Business Organisations (EBO), 
which connects European business associations and chambers of commerce from 37 
non-EU countries around the world.

As a member-based organisation, the European Chamber seeks several things:

operating in China.
To improve market conditions for all businesses in China.
To facilitate networking among members and stakeholders.

China.
To update its members on economic trends and legislation in China.

We operate as a single, networked organisation across Mainland China.
We maintain close, constructive relations with the Chinese and European 
authorities, while retaining our independence.
We seek the broadest possible representation of European business in China 
within our membership: small, medium and large enterprises from all business 
sectors and European Member States throughout China. 
We operate in accordance with Chinese laws and regulations.
We treat all of our members, business partners and employees with fairness and 
integrity.
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Executive Summary

China has made great strides in implementing an agenda that began 40 years ago at the Third Plenum 
of the 11th Party Congress when Deng Xiaoping embarked upon the Reform and Opening Up period. 
While that anniversary is being widely celebrated in 2018, the commemoration of another Third Plenum 
has gone largely unobserved. Five years ago, the Third Plenum of the 18th Party Congress issued the 
Decision that, among other things, emphasised the decisive role of the market in allocating resources 
and the need for development to be people-centred.1 Since it was the first plenum after Xi Jinping’s 
assumption of the presidency, it became a critical moment that carved into stone the vision for China’s 
economic development over the following years. 

In the last half decade, improvements have been made in a variety of areas: tariffs on many consumer 
goods were slashed in late 2017 and early 2018, to provide greater access to goods demanded by 
Chinese consumers; environmental protection, a long-standing concern of the Chinese middle class, was 

2  
and international pharmaceuticals and medical devices have seen market access expanded through 
smoother approval systems and fewer barriers over the last two years, as demand sharply rose for better 
quality healthcare.  

Several encouraging results also came out of the annual EU-China Summit in 2018. Chief among them 
were an exchange of market access offers as part of the Comprehensive Agreement on Investment, a 
commitment to conclude negotiations on an agreement that protects geographical indications by the end 
of October and a decision to establish a working group to explore potential reforms to the World Trade 
Organization (WTO).3  

However, despite these areas of welcome progress there are unignorable shortcomings that represent 
missing pieces of China’s reform jigsaw. These were covered at length in the European Chamber’s 
most recent report, 18 Months Since Davos: How China’s Vision Became a Reform Imperative, but the 
European business community is by no means the lone voice of concern.4 The strong reaction from the 

many of them longstanding. Even the chairperson's concluding remarks on the WTO’s 2018 Trade Policy 
Review
mixed feelings towards the situation and indicate that concerns about China’s role in the global economy 
are widespread.5 These concerns derive from issues such as unfair technology transfers, which a 
reported 19 per cent of European Chamber members felt compelled to do to maintain market access in 
2017, a lack of investment reciprocity and concerns over how the China Manufacturing 2025 initiative 
will be pursued.6 China may think this criticism unfair, but its sheer size means that its unfair trade and 
investment practices will have global repercussions.

The extent to which the core principles of the Decision have been implemented can be evaluated with 
1　  Decision of the Central Committee of the CCP on some major issues concerning comprehensively deepening reform, China.org, 16th January 2014, viewed 2nd August 

2018, <http://www.china.org.cn/china/third_plenary_session/2014-01/16/content_31212602.htm> 
2　  Greenstone, Michael, Four Years After Declaring War on Pollution, China Is Winning, The New York Times, 12th March 2018, viewed 2nd August 2018, <https://www.

nytimes.com/2018/03/12/upshot/china-pollution-environment-longer-lives.html>
3　  Joint statement of the 20th China-EU Summit, Ministry of Foreign Affairs, 16th July 2018, viewed 3rd August 2018, <http://www.fmprc.gov.cn/mfa_eng/zxxx_662805/

t1577516.shtml>
4　  18 Months Since Davos How China’s Vision Became a Reform Imperative, European Union Chamber of Commerce in China, 10th July 2018, viewed 3rd August 2018, 

<http://www.europeanchamber.com.cn/en/publications-18-months-since-davos>
5　  Trade policy review: China, Concluding remarks by the Chairperson, WTO, 11th and 13th July 2018, viewed 3rd August 2018, <https://www.wto.org/english/tratop_e/tpr_e/

tp475_crc_e.htm>
6　   , European Union Chamber of Commerce in China, 20th June 2018, viewed 9th August 2018, <http://www.
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 Executive Summary

a simple question that cuts to the main purpose of open markets and the most fundamental needs of 
Chinese consumers: 

that are being demanded?

As it stands, the answer is a clear ‘no’. Some of the reasons for this are obvious and immediate: market 

treatment and sectors crowded out by monopolistic state-owned enterprises (SOEs) regularly dominate 
headlines. However, less obvious factors also contribute to a business environment that remains out of 
sync with the promises made at the Third Plenum. Concerns like lengthy administrative procedures, non-
transparent procurement systems, unpredictable enforcement of regulations and issues arising from poor 
inter-governmental coordination all inhibit smooth business operations, reduce opportunities for European 

policy, others appear to be a result of lower levels of government either not fully comprehending, or failing 
embrace, the principles of the Decision. Recognising these difficulties, European firms nevertheless 
expect results. 

The negative consequences of these issues run deep. For example, while barring market access in any 

could provide, much greater damage is caused to China’s economy by the resulting lack of competition 
that market economies need to thrive. Other impacts exist at a seemingly smaller, but no less important 

of certain goods that cater to the increasingly complex tastes of China’s rising middle class, the growing 
needs of its rapidly ageing population or the developmental necessities of its more sophisticated economy. 
The persistence of these issues not only calls into question the decisive role of the market and the people-

China’s ambitions to become a champion of globalisation have been repeatedly espoused since 
President Xi spoke at Davos in January 2017, and are welcomed by European businesses. However, the 
continuation of limited reciprocity has for some time been building mistrust as an increasing number of 
political leaders and voters around the world see China as taking advantage of the situation. It is therefore 
incumbent on the Chinese Government to accelerate the pace of reform and to begin to bridge the 
increasing gap between potential and reality. The recommendations contained in this report are provided 
to Chinese leaders with the sincere intention of providing concrete suggestions on how to address the 

At the heart of these recommendations is the need for Chinese leaders to consider the fundamental 
purpose of the different sectors of its economy. Just as the underlying social value of business is to 
provide in a responsible way goods and services demanded by customers, each industry has an important 

process of reappraising how the regulatory environment can be improved to allow each respective 
industry to fulfil its core task to its maximum potential. To this end, each of the European Chamber’s 
working groups have described in their respective position papers the essential role that they play in the 
economy.

By approaching reform from this more holistic perspective, China can begin to dismantle the barriers 
currently preventing European enterprises from fully contributing to its economy, and those that exist 
between customers, and the goods and services that they are demanding. 
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1 Access to licences X X X

2 Complex and lengthy 
administrative procedures X X X X X X X

3 Consultation and communication X X X X X X X

4 Cybersecurity X X X

5 IPR and R&D  X X

6 Overlapping regulations 
and interdepartmental coordination X X X X

7 Market access barriers X X X X X X

8 SOE-related issues X X X

9 Standards setting X X X X X X

10 Transparency issues X X X X X

11 Unclear regulations 
and unpredictable enforcement X X X X X X X X

12 Unequal and unfair treatment X X X X X X

13 Unfair procurement systems  X

14 SMEs X X X X X X X X

This chart indicates the common concerns held by European businesses in China across multiple sectors. 
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Executive Position Paper

Major speeches delivered by the Chinese leadership at Davos,1 the 19th Party Congress,2 the Two 
Sessions3 and Boao,4 clearly and repeatedly assured the rest of the world that China is in the midst of 

the 2013 Third Plenum Decision,5 which emphasised the need for the market to play a decisive role in 
resource allocation and for development to be people-centred. It was then cemented in government policy 
through a series of documents promulgated by the State Council in 2017 and 2018.6,7&8  

China has indeed delivered meaningful progress, most notably in environmental protection, consumer 
goods and healthcare, as well as through some improvements to local business environments. 
Additionally, international enterprises investing in financial services, automotive, shipbuilding and 
aerospace had one of their longstanding recommendations accepted, with announcements that foreign 
investment caps in those industries would be removed in the coming years. This was followed by the 
promulgation of the revised Special Administrative Measures on Access to Foreign Investment 2018 
(Negative List).9 

However, while welcomed by European businesses, these steps make up only a small part of a larger set 
of reforms that are needed to realise ambitions that have been stated by Chinese leaders and put into 
high-level policies. 

To address this ‘reform deficit’, the Chinese Government would benefit from taking a more holistic 
approach. The very purpose of industries and individual businesses is to provide goods and services that 

starting point for determining regulatory measures that will give full play to market forces in order to create 
a truly open and competitive environment in which businesses, and therefore the economy, can thrive. 

This year’s European Business in China Position Paper (Position Paper) examines the core functions of 
different industries and horizontal issues, addresses the main concerns currently being faced by European 
businesses operating in China and provides their recommendations to improve the business environment 
through improved economic and regulatory reform. 

1　 President Xi’s speech to Davos in full, World Economic Forum, 17th January 2017, viewed 2nd August 2018, <https://www.weforum.org/agenda/2017/01/full-text-of-xi-jinping-
keynote-at-the-world-economic-forum>

2　 Full text of Xi Jinping’s report at 19th CPC National Congress, Xinhua, 3rd nd August 2018, <http://www.xinhuanet.com/english/special/2017-11/03/
c_136725942.htm>

3　 Li Keqiang delivers work report to National People’s Congress, Youth Net, 5th March 2018, viewed 3rd June 2018, <http://news.youth.cn/sz/201803/t20180305_11470698.
htm>

4　 Transcript: President Xi addresses the 2018 Boao Forum for Asia in Hainan, US-China Perception Monitor, 11th April 2018, viewed 3rd June 2018, <https://www.uscnpm.org/
blog/2018/04/11/transcript-president-xi-addresses-2018-boao-forum-asia-hainan/>

5　 Decision of the Central Committee of the CCP on some major issues concerning comprehensively deepening reform, China.org, 16th January 2014, viewed 2nd August 2018, 
<http://www.china.org.cn/china/third_plenary_session/2014-01/16/content_31212602.htm> 

6　 State Council on Several Measures on Promoting Further Openness and Active Utilisation of Foreign Investment, State Council, 17th January 2017, viewed 29th March 2018, 
<http://www.gov.cn/zhengce/content/2017-01/17/content_5160624.htm>

7　 Notice of the State Council on Several Measures for Promoting Foreign Investment, State Council, 16th August 2017, viewed 29th March 2018, <http://www.gov.cn/zhengce/
content/2017-08/16/content_5218057.htm>

8　 Circular of the State Council on Several Measures for Actively and Effectively Utilising Foreign Investment to Promote the High Quality Development, State Council, 15th 
June 2018, viewed 2nd August 2018, <http://www.gov.cn/zhengce/content/2018-06/15/content_5298972.htm>

9　 Special Administrative Measures on Access to Foreign Investment 2018 (Negative List), Ministry of Commerce, 29th June 2018, viewed 31st July 2018, <http://english.
mofcom.gov.cn/article/policyrelease/announcement/201807/20180702765903.shtml>



 Executive Position Paper

 E
xe

cu
tiv

e P
os

itio
n P

ap
er

10

This Executive Position Paper begins by examining 14 common concerns that are frequently faced by a 
variety of industries. Each concern draws on issues provided by European Chamber working groups to 
illustrate clear examples of how businesses are affected and what the government can do to resolve the 
situation. 

Access to licences 

When applied appropriately, licensing requirements serve the important function of requiring businesses 
to meet a certain set of standards in order to operate. This is especially relevant in sectors where 
significant externalities could result from inadequate standards or resources. However, licensing also 
has the potential to function as a barrier to market access and international investment if licences are not 

are unreasonable. 

As China continues to open up its stocks and bonds markets and draw in capital flows to invest in 
them, it will require greater capacity to facilitate cross-border transfers. A crucial part of making such 

Providing custodian services requires either a cross-border licence or an on-shore licence, which 

especially the latter, are high by international norms, making them prohibitively expensive to many 

are managed by both the China Securities Regulatory Commission (CSRC) and the China Banking and 
Insurance Regulatory Commission (CBIRC). European Chamber members have noted that this additional 
layer of complexity is challenging, as is the preferential treatment often afforded to Chinese applicants. As 
a result, no foreign bank has ever been awarded an on-shore licence, and only a token few have secured 
a cross-border licence. 

These issues have several negative impacts on China’s development. First, they limit the value of recent 
10 Second, 

markets. Third, they inhibit European players from bringing in more competitive practices to help raise 
industry standards overall. Resolving this barrier to doing business in China is not challenging. Aligning 
the capital requirements with international norms, and both simplifying the licensing process and applying 
uniform standards regardless of the applicant's national origin would be a major step in the right direction. 

Ensure access to insurance licences and approvals

Insurance companies also struggle to access licences. Starting in 2015, the government became much 
more conservative in the insurance sector, with the number of insurance licences that were issued 
dropping to just 13 from over 100 the previous year.11 With the exception of a few licences for reinsurance 
services, no international players have obtained a licence since 2012. Even in the reinsurance sector, 
criteria for establishing operations are high: the company must have at least 30 years of experience, 

10    John, Alun, Foreign banks praise new rules that remove China ownership handicap, South China Morning Post, 10th th July 2018, <https://www.

11　Chatterjee, Sumeet, and Price, Michelle, Exclusive: China Insurance Regulator Tightening New License Issuance – Sources, Reuters, 22nd December 2016, viewed 30th 

March 2018, <https://www.reuters.com/article/us-china-insurance-regulator-exclusive/exclusive-china-insurance-regulator-tightening-new-license-issuance-sources-
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assets totalling at least United States dollar (USD) 5 billion, and must meet any other conditions the 
regulator deems necessary.12 Similarly, challenging procedures for licensing in the special health 
insurance sector are also raising concerns for international providers. 

Much like the rest of the financial sector, insurance providers will see equity caps raised in the near 
future. Before the end of 2018, equity caps will start being raised to 51 per cent over the following three 

13 However, licences act as a second barrier to market 
access – what value is full ownership if you cannot actually operate? As long as licensing issues remain, 
the Chinese market will miss out on additional investment that can bring capital, best practices, unique 
expertise and much needed competition to the insurance sector. Lowering the onerous requirements 
insurance companies must follow would be a good place to start, but providing equal opportunities for 
international insurance providers to enter the Chinese market is crucially needed as well. 

Complex and lengthy administrative procedures
 
Administrative processes are necessary for a variety of purposes. For instance, they provide an important 
check to ensure that businesses have done their due diligence in preparing for business ventures as 
varied as building a new factory to importing goods in a safe manner. However, as the bureaucratic saying 
goes, ‘it is always easier to add something than to change it’, which frequently results in increasingly 
complex procedures that take longer and longer to complete. When it gets to this point, the value of these 

complexity.

The bureaucratic circus of human resources 

(with some regions making exceptions),14 the process for obtaining a work permit is challenging and 
lengthy. This process was changed in March 2017,15 and now involves sorting talent into either A, B or 
C categories.16 Once categorised as A-level talent, most administrative processes become considerably 
easier. However, for the B-level talent commonly needed by European companies, the process has 
become substantially more complicated. Perhaps the biggest challenge is the extensive notarisation 
of background checks and university degrees, the standards for which are not clear due to the often-
unique nature of either the documents themselves or the notarisation processes across different 
countries. Furthermore, after completing the lengthy, and often expensive, documentation requirements 
and obtaining everything necessary to enter China for employment, foreign talent must frustratingly 
register with the local police within 24 hours of entering China, every time they cross the border. This 
may be a minor inconvenience to those who rarely travel outside of China, but for the many international 

While the arbitrary limits on who can obtain a residency permit deprive China of talented individuals who 
can contribute to its economic and social development, the needless complexity of the application process 

12   Regulations of the People’s Republic of China on the Administration of Foreign Funded Insurance Companies, CIRC, 25th st August 2018, http://
bxjg.circ.gov.cn/web/site0/tab7758/info3980764.htm

13　Xin, Zhiming, and Li, Xiang, Financial Sector Opened Up Further, State Council, 11th th March 2018, <http://english.gov.cn/state_council/
ministries/2017/11/11/content_281475938683388.htm>

14     Shanghai to allow expats over 60 to work, China Daily, 21st August 2016, viewed 30th July 2018, <http://www.chinadaily.com.cn/china/2016-08/21/content_26547297.htm>
15   Notice on the Implementation of the Foreigners’ Work Permit System, State Administration of Foreign Experts Affairs, 6th April 2017, viewed 13th February 2018,<http://www.safea.

gov.cn/content.shtml?id=12749533>
16   China Work Permits: Are You an A, B, or C Tier Talent?, Dezan Shira & Associates, 19th July 2017, viewed 13th February 2018, <http://www.china-briefing.com/

news/2017/07/19/china-work-permits-are-you-a-b-c-tier-talent.html>
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and the requirement to continuously register with the local authorities complicates the lives of those 
who have already decided to work in China. This lengthy process also frequently leaves businesses, 
that critically need certain skills, without someone to carry out certain tasks for weeks or even months 
after they were initially offered a position. When renewing or transferring a permit, foreign talent is often 
'grounded' while the authorities process their passport for up to several weeks. This is all especially 
frustrating for the many foreigners who have been in China for years, if not decades. Simplifying these 
procedures, particularly for those who have already obtained work permits in the past, and mitigating the 
burden of registering with the local police for those with a history of living and working in China would be 
highly welcomed by the international business community. 

Government restructuring slows administrative reform

public administration considerably.17 However, many of the reforms that started in 2017 have been slowed 
or even halted for the foreseeable future. In May 2017, the former China Food and Drug Administration 

processes by expediting clinical studies, and drug evaluation and approval through three main 
regulations: the Announcement of Adjusting the Evaluation, Examination and Approval of Pharmaceutical 
Clinical Trials (Draft for Public Consultation),18 a document aimed at streamlining clinical studies in China; 
the Provisions on the Administration of Pharmaceutical Standards (Draft for Public Consultation), which 
addressed the incompatibility of Chinese drug standards with international standards; and the Technical 
Guideline for the Conditional Approval of Urgently Needed Drugs (Draft for Public Consultation),19 which 
opened a pathway for accelerated drug approval. These all represent promising reforms that can help 

Unfortunately, these regulations have seen little to no progress since their announcement, even though 

Understanding that the situation is complex, European pharmaceutical companies nevertheless urge that 
these more-than-year-old regulations be implemented as soon as possible. Delays are expected in the 
process of government structuring, but not being able to access cutting-edge drugs for a year, due to as 
of yet unreformed approval and registration procedures, could be detrimental to the health and well being 
of Chinese consumers. 

accelerate clinical trials and drug evaluation and approval, and the industry is looking forward to these 
new regulations entering into force in a manageable time frame. Beyond that, as the restructuring is 

quickly, can ensure a healthy Chinese population. 

Consultation and communication 

The entire purpose of a regulation is to provide the best possible outcomes for as many stakeholders as 
possible. In order to achieve this, consultation with all stakeholders is crucial. Engaging those who have 
interests in any given issue helps to balance needs and allow for novel solutions that could maximise 
outcomes in ways previously unconsidered. 

17   Restructuring Across the Board, China Daily, 14th March 2018, viewed 9th May 2018, <http://www.chinadaily.com.cn/a/201803/14/WS5aa882b0a3106e7dcc1418b4.html>
18    Announcement of Adjusting the Evaluation, Examination and Approval of Pharmaceutical Clinical Trials (Draft for Public Consultation), CFDA, 14th December 2017, viewed 

9th May 2018, <http://samr.cfda.gov.cn/WS01/CL0050/219216.html>
19　Technical Guideline for the Conditional Approval of Urgently Needed Drugs (Draft for Public Consultation), CFDA, 20th December 2017, viewed 9th May 2018, <http://samr.

cfda.gov.cn/WS01/CL0050/219890.html>
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The sheer scale of growth in China’s aviation sector has left civil aviation authorities under immense 
pressure. Under the current system, many airports are approaching capacity and the current allocation 
of airspace for civilian use is highly congested.20 Much of this is due to the limitations of China’s air 
traffic management (ATM) system, particularly when paired with the de-prioritisation of civil carriers in 
slot allocation.21 There are many different techniques that could be applied to remedy these issues: 
new technologies that boost the efficiency of ATM through things like performance-based navigation 

Beyond that, top level implementation of a uniform national ATM system, increased airspace allocation 
for civil aviation and optimal use of the space that is available by using big data and air traffic flow 
management (ATFM).

Passengers in China pay a considerable price under the current system, with frequent and often long 
flight delays. However, resolving these issues in the current aviation environment is about more than 

airports' limited capacity. Before growth reaches the limit that airports and airspace can accommodate, 

approaches, China should expand opportunities for consultation with international providers that can 

development. In the long term, establishing new communication platforms such as a regular EU-China 
aviation summit or forum can increase the opportunities for improving China’s aviation system. 

Similarly, current mechanisms should be utilised even more to improve China’s aviation sector. The EU-
China Aviation Partnership Project can deepen the opportunities for improving China’s aviation systems in 
the eight areas it focusses on: regulatory dialogue on safety, general aviation, ATM/air navigation services 
and airports, airworthiness, environmental protection, economic policy and regulation, aviation safety and 
security, and legislation and law enforcement.22

Agreement and using its conclusion as a springboard for further engagement will benefit the aviation 
sector's further development.23   

By 2020, China plans to fully implement an emissions trading system (ETS) after years of piloting.24 
As an important tool in China’s efforts to take a leading role in combatting climate change, an ambition 
unambiguously stated by President Xi Jinping during his work report at the 19th Party Congress, the 
process of planning, realising, then fine-tuning China’s ETS will be extremely important. To create the 

of international experts who participated in those early systems that are ready to engage the government 
and consult on the development of China’s carbon market. Between compliance entities, traders, domestic 

20    Jennings, Ralph, China’s Airports Can’t Solve the Serious Problem of Flight Delays – Here’s Why, Forbes, 6th June 2017, viewed 30th July 2018, <https://www.forbes.com/

21   , The Economist, 30th October 2017, viewed 30th July 2018, <https://www.economist.com/graphic-detail/2017/10/30/why-china-

22    About the EU-China APP, EU-China Aviation Partnership Project, viewed 1st August 2018, <https://www.eu-china-app.org/about-eu-china-app>
23    Aviation Strategy for Europe: Commission strengthens aviation ties with China, European Commission Mobility and Transport, 8th December 2017, viewed 1st August 2018, 

<https://ec.europa.eu/transport/modes/air/news/2017-12-08-aviation-strategy-europe-commission-strengthens-aviation-ties-china_en>
24    the Climate Group, 22nd February 2017, viewed 4th May 2018, <https://www.

theclimategroup.org/news/spotlight-china-new-emissions-trading-system-set-revamp-global-market>
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and international companies, and European governments, China has no shortage of opportunities for 
stakeholder engagement. 

There are obvious costs to limited stakeholder engagement, but the greatest cost is a needless delay in 
solving the same challenges that have been experienced by other ETSs around the world. In order to 
meet China’s commitments to the Paris Agreement, resolving such issues is of pressing importance.25 
Consultation can start a national ETS off on the right foot if given the proper platforms during the 
planning and execution stages of developing China’s carbon market. One model to consider would be 
the European Commission’s public consultation practices for climate action, which extensively engages 
stakeholders and brings their expertise to bear on relevant policies.26  

China’s tax incentives prove elusive to many

Changing a country’s tax regime can be a painstaking affair, but the limited communication between 
the government and international business community makes it even more complicated in China. For 
example, released on 28th December 2017,  grants non-local companies the option to 
obtain a deferral for the withholding tax (WHT) on any dividends that are reinvested in certain sectors in 
China. On 2nd January 2018, the State Administration of Taxation (SAT) released its Guidance on the Re-
Investment Dividend Withholding Tax Deferral Scheme ( ),27 which provided 
guidelines for implementing . However, there are still several areas where European 
businesses perceive it to be unclear. For example, if the list of sectors currently covered by the WHT is 
reduced, how will the deferral be dealt with in the sectors removed from the list? Such technical matters 

consulted in advance of such policies being released so they can adequately prepare.

the release of circulars, such as the Notice on Fully Expanding the VAT Pilot Programme (
), questions still remain.28 For example, services that are “fully consumed outside of China” qualify 

for a VAT exemption,29

recipient of the service must be located outside China and that services cannot be related to goods or 
real estate inside the country. However, it is unclear whether this covers only direct relationships between 
the exported service and either goods or real estate, or indirect ones as well. The lack of guidance 
creates uncertainty for businesses and may put them in a position where they cannot make the most of 

guidance should be provided and clearly articulated to the business community. 

Cybersecurity

A well-regulated modern economy necessitates cybersecurity measures that aim for a balance between 
security and development. Consumers, businesses and the government all have common and competing 
interests in this area that need to be considered. Completely unregulated data flows and unsecured 

25   Adoption of the Paris Agreement th December 2015, viewed 30th July 2018, <https://unfccc.int/resource/
docs/2015/cop21/eng/l09r01.pdf>

26　Public consultations, European Commission – energy, climate change and environment, viewed 30th July 2018, <https://ec.europa.eu/clima/consultations_en>
27   , SAT, 2nd January 2018, viewed 4th June 2018, <http://www.

chinatax.gov.cn/n810341/n810755/c3033019/content.html>
28　 , Ministry of Finance and the SAT, 23rd March 2016, viewed 2nd May 2018, <http://www.chinatax.

gov.cn/n810341/n810755/c2043931/content.html>
29   Ibid.
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infrastructure are as much a risk as highly restrictive data channels and security so excessive that 
compliance becomes a significant burden. To strike this balance, engagement with businesses and 
consumers alike is necessary. 

Overbearing data transfer rules just one of several policies out of sync with globalisation 

On 7th 30 Since that time, the sheer scope 

are few sectors left unaffected by the law and its many follow-up regulations. Personal information and 
important data collected and generated by critical information infrastructure (CII) operators in China must 

with. 

One example is the draft Measures on the Security Assessment of Cross-border Transfer of Personal 
Information and Important Data (Data Transfer Measures),31 which only pays lip service to the balance 
of security needs and the free flow of data, and instead focuses almost exclusively on the security 
obligations of businesses, with little done to facilitate cross-border data transfers for those in compliance. 
This is akin to a border security policy being so focused on preventing illegal entry and exit that it fails to 
lay the groundwork for legal methods of crossing the country’s border.   

Furthermore, the broad definitions under the Cybersecurity Law’s framework are currently difficult to 
understand, let alone comply with, due to more detailed regulations that have yet to be released. One key 

having to assume that parts of their business would fall under this definition. This brings major costs 
as they are forced to duplicate information technology infrastructure within China in order to comply. 

supplemental materials in order to allow European companies to easily understand what steps they need 
to take in order to comply. 

On top of these concerns is the limited clarity found in parts of the regulatory system. If given greater 
opportunity to voice their concerns, European companies would be able to guide policies so they can 

crucial data and information infrastructure, or pursue new measures using the ‘least-interference principle’ 
to minimise collateral effects. 

The current and potential costs of the Cybersecurity Law and its implementation go beyond the economic 
costs of compliance or the missed opportunities from restrictions. The greatest casualty of the current 
system is China’s reputation as an advocate for greater global integration. Despite efforts made by 
state media to promote China’s openness and global leadership in all things cyber at the Wuzhen World 
Internet Conference in December 2017, the reality is quite different.32 A 2018 study by the European 
Centre for International Political Economy ranked China as the most restrictive country in their digital 
trade restrictiveness index.33

30　 th th April 2018, <http://www.npc.gov.cn/npc/xinwen/2016-11/07/content_2001605.htm>
31　Measures on the Security Assessment of Cross-border Transfer of Personal Information and Important Data (Draft for Comments), Cyberspace Administration of China, 11th 

April 2017, viewed 24th April 2018, <http://www.cac.gov.cn/2017-04/11/c_1120785691.htm>
32    Media Center, World Internet Conference – Wuzhen Summit Website, last updated 10th July 2018, viewed 30th July 2018, <http://www.wuzhenwic.org/news.html>
33   Digital Trade Restrictiveness Index, European Centre for International Political Economy, April 2018, viewed 8th June 2018, <http://ecipe.org/app/uploads/2018/04/DTRI-
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leadership with measures that run contrary to the underlying principles of globalisation. To resolve this 
contradiction, Chinese leaders should open up the development of the Cybersecurity Law and its various 
measures to allow for greater consultation with affected stakeholders. This can better align China's 

information as well. 

Intellectual Property Rights (IPR)/Research and Development (R&D)

IPR is the foundation of innovation and new ideas. Without properly protecting new creations, the all-
important incentive of taking risks and trying new things is lost, and both the economy and society lose 
out. R&D is built on the foundation of strong IPR to help facilitate new creations and novel ideas. Good 
R&D policies will encourage results in areas that help address critical issues in society and contribute to 
people’s wellbeing and overall quality of life. 

Specialist intellectual property courts (IP) courts could boost IP protection beyond their own 
courtrooms

Since their establishment in 2014, the three IP courts in Beijing, Shanghai and Guangzhou have made a 
34 In the European Business in China 

, surveyed companies rated different authorities in their responses to IP 
infringement.35 Specialist IP courts were rated the highest with nearly twice as many ‘excellent’ responses 
than non-specialist courts and three times as many as administrative enforcement authorities. The number 
of specialist IP courts, as well as their capacity, is set to increase according to several announcements in 

36,37&38 However, more can be done to maximise the value of 
specialist courts. For example, best practices developed in those courts should be shared more broadly to 
create greater capacity in non-specialist courts and even among administrative authorities. 

Relying exclusively on expanding the specialist courts presents a serious lost opportunity that imposes 

demand for IPR services, the supply of quality judicial services needs to rise accordingly. To achieve this, 
IP courts should develop clear, uniform guidelines by publishing decisions. Publishing and disseminating 
all cases can help improve the capabilities of all judges, lawyers and other legal professionals. 

At the national level, the R&D regulatory framework has been steadily improving in recent years. At 
both the national and local level, measures are being pursued to continue this trend. In October 2017, 11 

39  
Local governments are stepping up their efforts to improve the R&D environment as well, with Shanghai40 and 

34   To ease load, more IP courts planned, China Daily, 30th August 2017, viewed 30th July 2018, <http://www.chinadaily.com.cn/china/2017-08/30/content_31308314.htm>
35   , European Union Chamber of Commerce in China, 20th June 2018, p. 21, viewed 30th July 2018, <http://

36   SPC Puts National Appellate IP Court on Its Agenda, China IPR, 11th May 2017, viewed 1st August 2018, <https://chinaipr.com/2017/05/11/spc-puts-national-appellate-ip-
court-on-its-agenda/>

37   Tsai, Lee, New Intellectual Property Courts to be Established in Nanjing, Suzhou, Chengdu and Wuhan, Lexology, 9th May 2017, viewed 11th September 2017, <https://www.
lexology.com/library/detail.aspx?g=ba2cb3c8-b64f-4195-a63b-2ec0d6feb482> 

38   The Supreme Court’s Work Conditions Report on IPR Courts th August 2017, viewed 22nd

xinwen/2017-08/29/content_2027585.htm> 
39   Notice of the Ministry of Science and Technology on Issuing the Guidelines for the Application of the 2018 Annual Key Projects of Key Special Programmes, New Energy 

Vehicles, Ministry of Science and Technology, 10th October 2017, viewed 30th March 2018, <http://service.most.gov.cn/2015tztg_all/20171010/2340.html>
40   Zhou, Wenting, Shanghai Unveils Steps to Attract Foreign R&D Centres, State Council, 17th October 2017, viewed 9th February 2018, <http://english.gov.cn/news/top_

news/2017/10/17/content_281475910713210.htm>
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Guangzhou41&42 showing real leadership in this area. Based on a number of R&D-related policies, alongside 
State Council guarantees through the Notice of the State Council on Several Measures on Promoting 
Further Openness and Active Utilisation of Foreign Investment (State Council Document, Guofa [2017) 

43 international companies should have equal access to support provided for R&D purposes.

Unfortunately this is not always the case. European firms routinely report that they struggle to access 
government support for R&D. This is true more generally but also for the industries covered by the China 

meant to be equally accessible to international companies.44 One common issue that members seeking 
R&D support have reported is the very short application period, which is difficult to meet, especially 
considering the complexity of the application process. The effects of this are felt more acutely when new 

domestic competition have managed to obtain tender information, giving them an unfair advantage at 
obtaining grants. 

All of this results in uncertainty and frustration for highly innovative European companies that might 
invest more in local R&D given the right conditions. This can be addressed by extending the timeframe 
for applying for support, as well as announcing new support mechanisms more widely. Most importantly, 

is equally accessible to both international and domestic innovators through greater transparency and 

Market Access 

The ability to enter a market is necessary for providing goods and services to the population. However, 
market access can be prevented by means other than policies that directly block investment, such as a 

and a wide variety of other factors can act as barriers as well.  

The construction sector: how not to build an open market 

While much focus has been placed on China’s opening up through the recently revised Special 
Administrative Measures on Access to Foreign Investment 2018 (Negative List),45 and the associated 
raising of equity caps across several industries, there are many other barriers to market access that limit 
the roles international businesses can play in China’s development in the construction sector.

European construction service providers (CSPs), including architects, quantity surveyors, project 

than 15 years, international CSPs have been permitted to establish wholly foreign-owned construction 
enterprises (WFOCEs). Unfortunately, they are only allowed to engage in four categories of construction 

41   Policies and Measures of Guangdong Province on Further Opening-up and Actively Attracting Foreign Direct Investment, Guangdong Provincial Government, 1st December 
2017, viewed 26th February 2018, <http://www.ndrc.gov.cn/fzgggz/wzly/wstz/wstzgk/201801/t20180130_875477.html>

42   R&D and Standards Invigorating New Kinetic Energy: Shenzhen Introduces Policies to Encourage Small and Medium-sized Enterprises to Make use of R&D Results, 
General Administration of Quality Supervision, Inspection and Quarantine, 24th April 2017, viewed 30th March 2018, <http://www.aqsiq.gov.cn/zjxw/dfzjxw/dfftpxw/201704/
t20170424_486751.htm>

43   Notice of the State Council on Several Measures on Promoting Further Openness and Active Utilisation of Foreign Investment, State Council, 30th December 2016, viewed 
30th April 2018, <http://www.gov.cn/zhengce/content/2017-01/17/content_5160624.htm>

44  , European Union Chamber of Commerce in China, 20th June 2018, p. 41, viewed 30th July 2018, <http://

45　Special Administrative Measures on Access to Foreign Investment 2018 (Negative List), Ministry of Commerce, 29th June 2018, viewed 31st July 2018, <http://english.
mofcom.gov.cn/article/policyrelease/announcement/201807/20180702765903.shtml>
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projects as determined by Decree 113, the Regulations on the Administration of Foreign-invested 
Construction Enterprises.46  

through international financial institutions awarded through international bid invitations, neither of 
which account for more than a tiny portion of construction projects. The second two are, once the legal 
terminology is clarified, similarly limited. They essentially restrict international CSPs to contributing 
technological capacity, advanced project management and other sorts of contracting and subcontracting 

total value of output of all CSPs in China in 2016.47  

This reality imposes considerable costs on the Chinese economy, international CSPs and the reputation 
of China as an open economy. Even quadrupling the current total value of output held by WFOCEs would 
barely break the one per cent mark, which brings into question why local firms need such extensive 
protection. Opening the sector will require equal access to locally-invested construction projects and will 

or ‘foreign’ enterprises. 

Access to China’s legal services market continues to tighten

services sector remains highly restricted to international participation. Legal services was one of the 
few sectors to see a step backwards in recent years, with the release of the 
Catalogue it was moved from the ‘restricted’ to the ‘prohibited’ category.48

the promulgation of the Negative List, which left the status of legal services unchanged.49 International 
firms are not even able to practice law in areas generally deemed ‘non-contentious’, such as foreign 
investment, contractual and commercial matters, employment matters, mergers and acquisitions, 
competition law, banking and finance law, and capital markets law. Furthermore, the Chinese legal 
profession is limited to Chinese nationals, as only they are permitted to sit for the Chinese bar. Meanwhile, 

nationals can sit for the bar exam in most European countries. 

Leaving clients without a full range of choices in legal representation is a significant shortcoming in 
China’s reform agenda. These highly restrictive measures on international investment in the legal 
services sector, along with the extremely limited role that foreign legal professionals can play, also deprive 
international businesses of their right to select their preferred service for facilitating trade and investment. 
This potentially distributes the negative impacts of this situation to other parts the economy. To rectify the 

practice the law of the People’s Republic of China in non-contentious areas through the employment of 

46   Regulations on the Administration of Foreign-Invested Construction Enterprises, Ministry of Construction, Ministry of Foreign Trade and Economic Cooperation and the 
Ministry of Commerce, 2002, viewed 7th April 2018, <http://www.mofcom.gov.cn/article/bh/200301/20030100064300.shtml>

47   th 
April 2018, <http://data.stats.gov.cn/easyquery.htm?cn=C01>

48  Catalogue for the Guidance of Foreign Investment Industries ( th June 2017, viewed 29th June 
2018, <http://www.gov.cn/xinwen/2017-06/28/content_5206424.htm>

49   Special Administrative Measures on Access to Foreign Investment 2018 (Negative List), Ministry of Commerce, 29th June 2018, viewed 31st July 2018, <http://english.
mofcom.gov.cn/article/policyrelease/announcement/201807/20180702765903.shtml>
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International relay left embargoed by service limitations 

International relay is the practice of a company that carries cargo from China to an international 
destination on its own vessels, and then transfers that cargo to another company vessel in a different 
Chinese port. For example, in Tianjin a container destined for Manila is put on a company ship bound 

company bound for Manila. The vessels both stop in Shanghai and the containers are then transferred to 
the opposite vessel bound for their respective destinations. 

Currently, this is only permitted for Chinese-flagged vessels of wholly-owned Chinese enterprises, 

relay. Instead, the containers and vessels from the above example may have to pass off the containers 
at an overseas port which, in this example, would need to be done in South Korea, Japan or a Southeast 
Asian country. Any of those destinations would require one or both vessels to deviate substantially 

international relay to all companies and all vessels would allow for optimised routes to be taken, shorten 
transit times, and lower costs and pollution, all while boosting demand for Chinese port facilities. 

Overlapping regulations and interdepartmental communication 

Good regulation necessitates clarity and uniformity. When regulations overlap, or multiple regulators 
apply different policies in the same area, compliance becomes impossible for businesses. Additionally, 
ambiguity caused by such overlaps opens the door to exploitation as unscrupulous companies might take 
advantage of the confusion. 

different ways. One key example is the provision of cash loans, a service that is regulated differently 
depending on whether it is provided online or offline. This makes the sector rife with rent-seeking 
behaviour through repeat borrowing, improper debt collection, abnormally high interest rates and privacy 

It was therefore welcome news on 1st December 2017 when the 
of the ‘Cash Loan’ Business was promulgated.50 The notice aims to homogenise regulations for online and 

regulators to implement it in a timely manner. At the same time, the regulations should be reconsidered to 
optimise the sector, and stakeholders should be consulted to create the best system possible. Doing so 
can lead to a uniform approach for regulating compliant and licensed companies that protect data privacy 

Who can do what now? And who is responsible for overseeing it? 

As China continues to upgrade its manufacturing industries, the need for volatile and dangerous materials 

50   , 1st December 2017, viewed 3rd

zc/201712/t20171201_128858.html >
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Current regulations generally require that a supplier with an appropriate licence and the required facilities 
handle the storage and transportation of dangerous goods, but this is not always the case. For example, 
according to China’s Fire Bureau, lithium-ion batteries require a dangerous goods licence for storage, 
but lithium-ion batteries are not even classified as dangerous goods according to the Safety Bureau. 
Differences also exist from province to province, or even rail terminal to rail terminal, when transporting 
dangerous goods throughout China. 
 

they put people’s lives at risk. The limited coordination between departments or different locales can be 
improved by creating uniform lists for dangerous goods at the national level. Similarly, creating national 
standards for how dangerous goods need to be stored and transported, as well as what qualifies a 
business to obtain a licence to do so, would be helpful. As important as producing homogenised policies 

these rules. This will require training to develop expertise, as well as the appropriate tools and materials 
to carry out the work. 

Procurement 

All governments and public entities engage in a variety of tasks that require the procurement of goods 
and services from the private sector. Everything from the construction and management of infrastructure 
to the healthcare system relies on a fair and transparent procurement system. In certain sectors, China 
has struggled to create a fair and transparent system based on global best practices. This not only raises 
a fundamental concern about the cost and quality of goods and services that are being procured, but 
also how these procurement systems, and the wide scope of China's Bidding Law, are being used as 
a form of state aid. With President Xi having announced China’s ambition to fully accede to the World 
Trade Organization (WTO) Agreement on Government Procurement, it is of special importance that this is 
addressed.51  

Fair procurement can energise the Belt and Road Initiative (BRI)

While many sectors are worried about procurement practices for the BRI, the energy sector is especially 
concerned. Whether a natural gas pipeline from Russia, an oil pipeline from Pakistan, or the development 
of green energy across Central Asia, BRI projects are often energy-centric. European companies have 
much to offer in order to bring these projects up to world-class standards and create new opportunities in 
the involved regions, an ambition often trumpeted by Chinese state media.52 However, the procurement 

is simply too high to indicate a fair system. The Center for Strategic and International Studies reported in 
January 2018 that 89 per cent of BRI-related projects were awarded to Chinese companies.53  

The problems this creates are considerable. In addition to concerns about costs and quality, unfair 
procurement under BRI projects raises serious consternation across the world. There is a contradiction 
between China’s stated ambition to become a champion of globalisation and the rules-based economic 

51   Transcript: President Xi Addresses the 2018 Bo’ao Forum for Asia in Hainan, US-China Perception Monitor, 11th April 2018, viewed 25th July 2018, <https://www.uscnpm.org/
blog/2018/04/11/transcript-president-xi-addresses-2018-boao-forum-asia-hainan/>

52   China’s Promotion of BRI Brings New Opportunities to Foreign-Invested Enterprises, Xinhua, 28th April 2015, viewed 28th April 2018, <http://www.xinhuanet.com/
fortune/2015-04/28/c_1115121344.htm>

53   Hillman, Johnathan, China’s Belt and Road Initiative: Five Years Later, Center for Strategic and International Studies, 25th January 2018, viewed 25th July 2018, <https://
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order, and the use of its signature BRI as a source of support for national champions. This can be 
remedied by addressing the lack of transparency and ensuring fair opportunities for all companies, 
regardless of national origin. Transparency can be improved by mandating that all projects and contracts 
under the BRI publish their engineering, procurement and construction tendering information online and 
release the appropriate information about the winning bidders and suppliers for any given contract in line 
with international best practices.54 Equal opportunities can be realised by legally removing any distinction 

it can directly control how such procedures work. Additionally, Chinese leaders should encourage the 
relevant governments in other countries to align their procurement policies with international norms to 
ensure that the BRI is an exemplar of fair and open development.  

Healthcare equipment – short-term thinking risks long-term outcomes 

At the national level, the Chinese Government has taken steps to encourage competition and fight 

.55 This affects procurement systems by 
working against the all too common preference for awarding contracts to local companies. Despite this 
policy, the medical device industry periodically struggles with local and provincial level policies that 
weigh procurement opportunities in favour of local producers. The Sichuan Health and Family Planning 

that, on top of cutting back procurement more broadly, stated that the “use of imported high-value medical 
devices must be seriously restricted.”56 Another procurement issue is found in Fujian Province’s Notice on 
the Progress of Transparent Procurement of Medical Devices (Disposable Devices), which mandates that 
manufacturers choose distributors that have their business registered within the province, which further 
complicates the process of securing a bid.57 This is problematic, as distributors are in charge of providing 
service and maintenance, training, commissioning of devices and other specialised work. There is no 
guarantee that a local distributor can provide the necessary level of service, thus limiting the value of 
medical devices in the province. 

This hurts Chinese patients in both the short and long term. Lower priced goods often mean lower quality, 

also often results in them being more frequently replaced as such products tend to have much shorter 
lifespans than higher quality ones. The net result is the risk of worse health outcomes as well as higher 
costs over the lifetime of a patient. To collect the health and cost-saving dividends of using better quality 
medical devices, all levels of government should replace policies that engender a preference for locally 

system needs to be developed to appropriately weigh the value of a medical device based on cost,  
lifespan and projected outcomes. 

54    Transparency, OECD Public Procurement Toolbox, viewed 25th July 2018, <http://www.oecd.org/governance/procurement/toolbox/principlestools/transparency/>
55    th December 2017, viewed 5th May 2018, <http://www.gov.cn/xinwen/2017-12/12/content_5246226.

htm>
56　Urgent notice on strengthening accountability and strictly controlling unreasonable growth of medical expenses, Sichuan Health and Family Planning Commission, 10th 

th May 2018, <https://tieba.baidu.com/p/5449562416?red_tag=1912952024>
57   Notice on the Progress of Transparent Procurement of Medical Devices (Disposable Devices), Medical Health Insurance Committee of Fujian Province, 23rd July 2018, 

viewed 1st
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State-owned Enterprises (SOEs)

Chinese SOEs played important roles in China’s early years of reform and opening up. Historically, they 
were integral for economic production while also holding key social responsibilities, like employment of 
large sections of the population. However, as China’s economy matures and relies more and more on 
efficiency, SOEs have become an economic liability. Still reliant on SOEs to fulfil social functions, the 
government has propped up these struggling giants that absorb an increasing amount of resources that 

just SOE reform, but will necessitate simultaneous efforts to replace their social responsibilities with an 
effective social safety net. 

SOEs dominate and crowd out multiple sectors  

A variety of sectors are heavily dominated by SOEs to the point where competitive forces are suppressed. 
While few sectors are left unaffected by the state-owned economy, the most pronounced areas in which 
SOEs often crowd out healthy competition are the agricultural, aviation, banking, chemicals, construction, 
energy, environment, insurance, shipbuilding, shipping, and quality and safety services sectors. The 
degree of SOE dominance has a significant effect on the meaning of recent opening in sectors like 
shipbuilding or banking, for example. After all, entering a market with unnaturally beefed-up ‘national 
champions’ as your competition is no easy task. 

A pressing horizontal issue that impacts the private sector for European and Chinese firms alike is 
the decreasing access to funding due to SOEs. While finding local financing is a perennial issue for 
international companies in China, particularly for small and medium-sized enterprises (SMEs), it is only 
becoming more problematic as funding is soaked up by the increasingly large state-owned economy. 
While SOE reform has been, at least nominally, at the top of the current government’s agenda for a while 

largest SOEs. However, increasing the size of an organisation does not necessarily lead to increased 

of this emerging trend, funding for the private sector is sparse. As pointed out in the July 2018 Australian 

almost doubled over the same period—from 35 per cent to 69 per cent.”58 

Such a massive misallocation of funds to inefficient SOEs is especially problematic – it is a hugely 

SOE ‘reform’ is resulting in an increasingly large amount of resources being allocated to investments that 
would never be made based on market forces, thus calling into question the Third Plenum commitment 
to allow the market to play “the decisive role in resource allocation.”59 To realise this commitment and see 

58  Private Sector Development, th July 2018, <https://press.anu.edu.au/node/4267/
download> 

59   Decision of the Central Committee of the Communist Party of China on Some Major Issues Concerning Comprehensively Deepening the Reform, Communist Party of 
China, 16th January 2014, viewed 30th July 2018, <http://www.china.org.cn/china/third_plenary_session/2014-01/16/content_31212602.htm> 
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As reported by the International Monetary Fund (IMF) in 2017, four major steps need to be taken:60  

2. Harden budget constraints. Implicit guarantees, such as preferential access to credit, should be 

3. Reduce entry barriers and phase out restrictions that give state-owned enterprises a privileged role. 

framework for insolvency and resolution of state-owned enterprises”

Standards 

Standard setting, either formally through government policy or through voluntary adoption, aims to 
address concerns such as quality, safety, environmental protection and consistency. When standards fall 
out of line with global best practices, they end up limiting the outcomes they were created to facilitate. As 
China strives to become a standard setter that contributes to global best practices, it should also look to 

Remanufactured auto parts and the circular economy 

components from entering China for remanufacturing purposes.61 International standards differentiate 
between the ‘core’ of a used auto part, which can be remanufactured and used again, and the 'waste' 
and scrap that cannot be reused. As China is the fourth largest exporter of auto components in the world, 
there is a strong industrial foundation to import used cores for remanufacturing.62 However, current 

This brings significant costs to the Chinese economy. First, it denies the market additional economic 
opportunities by depriving remanufacturing, an important part of the circular economy, of the inputs it 
needs. Second, it impacts consumers by withholding refurbished auto components from the market, 
decreasing their choices and leaving prices higher due to the low supply of auto parts.

The solution to this issue is quite simple, as several sets of standards exist outside of China that could be 

clear distinctions are made between waste and used equipment intended for repair and refurbishment.63  
Auto components are specifically covered by agreed-upon definitions from four international industrial 
associations, including the Remanufacturing Committee of the China Association of Automobile 

64 Adopting these international standards would be 
a simple way to resolve these issues and bring new opportunities and choices to Chinese consumers. 

60    Lam, Raphael, and Schipke, Alfred, Getting China’s ‘Trusted Sons’ Back in Shape th April 2017, viewed 27th July 2018, <https://www.

61   Old mechanical and electrical products prohibited import directory" (second batch), Ministry of Commerce, General Administration of Customs and the General Administration 
of Quality Supervision, Inspection and Quarantine, 27th December 2001, viewed on 1st August 2018, <http://www.mofcom.gov.cn/aarticle/b/e/200207/20020700031667.html>

62   Workman, Daniel, Automotive Parts Exports by Country, World’s Top Exports, 27th June 2018, viewed 25th July 2018, <http://www.worldstopexports.com/automotive-parts-
exports-country/>

63   The technical guidelines on transboundary movements of electrical and electronic waste and used electrical and electronic equipment, in particular regarding the distinction 
between waste and non-waste under the Basel Convention, Basel Convention, 30th September 2015, viewed 24th July 2018, <http://www.basel.int/Implementation/

64    CLEPA, 13th September 2016, viewed 24th July 2018, <https://clepa.eu/wp-content/uploads/2016/09/
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Diverging paths – international standards and domestic regulations in the chemicals sector
 
Self-established standards in the chemicals industry have strengthened considerably in the last two 
decades with the Responsible Care (RC) approach to environmental and safety standards being 
adopted by over 60 countries, including China as of 2014.65 This has led to many European chemical 
companies in China self-regulating and applying standards that go beyond those mandated in regulations. 
Unfortunately, policies from the Chinese Government have focused on a ‘one-size-fits-all’ approach 
to regulating the entire industry, which is problematic considering how diverse it is. Policies have also 
taken a blanket approach to dealing with things like air quality. The extensive closing of chemical plants 
throughout the winter of 2017–2018, as part of the fight for blue skies in northern China, is the most 
pronounced example of this.66

down in order to hit local air quality index targets. 

Such an approach brings significant costs. Closing down compliant chemical producers has a direct 
impact on the company and its workers, but the impact on downstream producers that rely on their 

67 Without the right supplies, factories are forced to shut down or adjust 
their supply lines at great costs, ultimately leaving the consumer with a higher price tag. Solving these 
issues will require a rethinking of the current approach taken by regulators. Rather than applying the ‘one-

Furthermore, government support of international best practices, including through the framework of RC 
and the encouragement of voluntarily imposing even higher standards, would contribute to a safer and 
greener future for the industry. 

Transparency 

Transparency is a crucial component of an efficient and fair government. If the mechanisms that 
determine policies and enforce regulations cannot be clearly seen and understood by those that they 
affect, both the ability to comply with those rules and the sense of trust in government are diminished. 

Standards developing organisations (SDOs) play a critical role in the ICT sector's development in China. 
As standard setting becomes an ever more important task, it is increasingly necessary to promote 
transparency of the processes by which they are determined. This is necessary for creating the best 
possible standards, promoting better understanding of the standards themselves, which improves 
compliance, and for fostering trust in the systems that they underpin. Calls from the highest levels of 
China’s leadership and from the State Council have unambiguously called for international players to 
participate in China’s standards setting process. Both the revised Standardisation Law and the Guidelines 
on Foreign Invested Enterprises’ (FIEs’) Participation in China’s Standardisation Work aim to level the 

65    Responsible Care, International Council of Chemical Associations, viewed 25th July 2018, <https://www.icca-chem.org/responsible-care/>
66  China Anti-Pollution Drive Takes Heavy Toll, Chemicals Industry News and Analysis, 11th December 2017, viewed 24th July 2018, <https://chemical-materials.elsevier.com/

chemicals-industry-news-and-analysis/china-anti-pollution-drive-takes-heavy-toll/>
67  China to pause before tightening again on pollution, ICIS, 1st March 2018, viewed 24th July 2018, <https://www.icis.com/resources/news/2018/03/01/10198376/china-to-

pause-before-tightening-again-on-pollution/>
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of standards and making the process open and transparent.68&69 In the ICT sector, there has been 

70 which 
recently opened up membership to non-Chinese participants. Allowing membership is a step in the right 
direction, but European participants report that they are not extended equal membership status and are 
blocked from participating in some activities and working groups in these organisations. For example, 
a number of TC260’s working groups, including the important Working Group 3 on Cryptographic 
Solutions, are only open to domestic participants. Similar problems exist for the International Mobile 

of 5G in China, as international companies are barred from having full membership in certain working 
groups. Recent expansions in the organisational roles these international companies can play is indicative 
of a trend towards greater involvement. That is welcomed, but European firms are eager to be fully 
involved in the standards-setting process. 

To facilitate better industry outcomes and to deepen trust between European companies and regulators, 
full participation and greater transparency are needed. Opening SDOs to allow international players full 
membership and unfettered participation, and requiring SDOs and regulators to develop more open and 
transparent processes that are clearly communicated would be a positive start. 

Dearth of approvals lays bare the costs of opaque criteria

When it comes to approval criteria for new goods in China, transparency issues exist across a broad 
range of sectors. One notable example of this is in the agriculture, food and beverage sector with regard 

approved a variety of new food ingredients and additives that were based on both traditional techniques 
as well as GM technology. Unfortunately, starting in 2010, the former MOH stopped approving GM-based 

GM-based product approval, but with the additional requirement for approval from the new Ministry of 

requirements incomplete and functionally impossible to use. 

In 2017, experts from China Agricultural University were given the task of drafting the Guidance on Safety 
Evaluation of GMMs (and Products) for Food Use (Guidance
have disclosed any content from the Guidance. Without greater transparency on how to access this 
content, such as recommended approval processes, requirements and timeframes, private sector players 
are unable to properly prepare for approval. 

As no new food materials or additives derived from GM technologies have been approved in the last 
eight years, many products are still waiting for access to the Chinese market. This means that Chinese 
consumers are deprived of nutritious and useful food products. In fact, this deprivation will continue for 

68  Standardisation Law of the People’s Republic of China th st July 2018, <http://www.npc.gov.cn/npc/
xinwen/2017-11/04/content_2031446.htm>

69  Guidelines on FIEs’ Participation in China’s Standardisation Work th

viewed 31st July 2018, <http://www.sac.gov.cn/szhywb/sytz/201711/t20171129_324590.htm>
70   National Information Security Standardisation Technical Committee Website, viewed 31st July 2018, <https://www.tc260.org.cn/>
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begin preparation for bringing their products to the Chinese market.

To help resolve this situation, the Guidance should be published as soon as possible. Following 
that, greater transparency is required to clearly define approval procedures, which should then be 
communicated to the relevant industries so they can adequately prepare. 

Unclear regulations and unpredictable enforcement 

The purpose of well-formulated regulations is to steer businesses into compliance and, as a result, 
produce positive outcomes and/or avoid negative ones. Regulation cannot achieve these ends if 
the measures it employs are unclear or ambiguous. European businesses in China want to be in full 
compliance with local policies, but rules are often opaque and leave too much room for interpretation. This 

position where punitive action could be taken against them. 

Evaluation metrics – a blemish on China's cosmetics sector 

The regulatory framework surrounding the cosmetics industry is complicated, especially with regard to 
new ingredients. Registration of new products and ingredients is necessary, and the requirements are 
high, the procedures rigorous and the duration lengthy. This is not inherently problematic, but it becomes 
arduous due to the ambiguous standards and opaque evaluation metrics, especially for new ingredients. 
Since the implementation of a new ingredient registration management system in 2009, only four new 
ingredients have been approved. Furthermore, low-risk, non-functional ingredients used across the globe 
also require registration and evaluation prior to entering the Chinese market. 

As a consequence of these unclear regulations and criteria, many cosmetic products are out of reach 
for Chinese consumers. This is inconsistent with other recent developments, such as the recent cut to 
tariffs on many consumer goods, including a number of cosmetics products. Duties on these products 
were roughly halved,71 which was welcome news to Chinese consumers who consumed euro (EUR) 
33.34 billion in imported cosmetics in 2017.72 Clearly, the government wants to improve access to global 
products, but at the same time it raises de facto barriers through ambiguous evaluative criteria. The 

of recently lowered tariffs on cosmetics through regulatory reform. The aim of the reform should be to 
provide clear standards that align with international norms to make it easier for global brands to comply. 

Clear regulations but unpredictable implementation  

major shifts in the economy.73 Implementation of environmental protection measures has swung heavily 
in the right direction, and the clearer skies over northern China indicates progress.74 Unfortunately, this 
came at the expense of many businesses being forcibly shut down without clear explanation. Beginning 
just after the 19th Party Congress in October 2017, implementation of environmental regulations became 

71   Most favoured nation tariff adjustment table for imported consumer goods, Ministry of Finance, 31st May 2018, viewed 26th July 2018, <http://gss.mof.gov.cn/zhengwuxinxi/
zhengcefabu/201805/P020180531717000728789.pdf?mc_cid=4b79f7dc70&mc_eid=9caa937cd4>

China’s Cosmetics Market, HKTDC Research, 23rd July 2018, viewed 26th July 
2018, <http://china-trade-research.hktdc.com/business-news/article/China-Consumer-Market/China-s-Cosmetics-Market/ccm/en/1/1X000000/1X002L09.htm>

73   Xi Vows Tough Battle Against Pollution to Boost Ecological Advancement, Xinhua, 19th May 2018, viewed 12th July 2018, <http://www.xinhuanet.com/english/2018-05/19/
c_137191441.htm>

74   , Green Peace East Asia, 11th January 2018, viewed 11th April 2018, <http://
m.greenpeace.org/eastasia/high/press/releases/climate-energy/2018/PM25-  in-Beijing-down-54-nationwide-air-quality-improvements-slow-as-coal-use-increases/>
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being unexpectedly restricted and then suddenly permitted, and companies that had long been compliant 
with environmental policies were frequently treated no differently from violators. 

The lack of clear and consistent implementation and enforcement of regulations and limited oversight 
resulted in substantial economic losses and serious harm to the sector’s trust in government. With the 
issuance of the Three-year Action Plan on Fighting for Blue Sky by the State Council and the Plan on 
Strengthening the Inspection on Key Areas for the Fight for Blue Sky in 2018–2019 by the Ministry of 
Ecology and Environment (MEE),75&76 government enforcement and inspections are set to become 
even stricter in the future, which is welcome news provided they are fairly and consistently enforced. 
Fortunately, on 28th May 2018, the MEE formulated the Opinions on Prohibiting the ‘One Size Fits 
All’ Approach to Enforcement on Environmental Protection.77 This should lead to regulations being 
appropriately applied to individual companies, but it will require significant efforts on the part of the 
central government to ensure that such measures are implemented properly at the working level. It will 
also necessitate that the government provide clear guidance to companies on how to avoid production 
disruptions.

Unequal/unfair treatment 

Fairness and equal treatment are the cornerstones of a market economy. Differentiated treatment not only 
harms economic outcomes, but also is out of line with the principle of reciprocity. Furthermore, national 
treatment, as outlined both through the WTO and in Chinese policy, is a crucial component of the global 
economy that underpins all trade and investment between countries. As China becomes increasingly 
mature and competitive, it is imperative that it ends formal and informal protections extended to its 
domestic companies. 

Under the current legal framework, all companies registered in China fall under the measures found in 
the Company Law.78

of policies. This creates a legal distinction for non-native companies compared to indigenous ones. This 
continued legal differentiation stands contrary to the commitment made by President Xi at the 19th Party 
Congress in October 2017 that, “all businesses registered in China will be treated equally.”79 Furthermore, 
it lays the legal foundation for differentiated treatment and provides a potential barrier to legal recourse 
after unfair treatment is experienced in the business environment. Unfortunately, this distinction looks 
unlikely to disappear, as it remains in the current draft Foreign Investment Law.80 

In the past, differentiated treatment may have been tolerated due to the economic conditions of the time. 

75   Announcement on the Issuance of the Three-year Action Plan on Fighting for Blue Sky, State Council, 3rd July 2018, viewed 12th July 2018, <http://www.gov.cn/zhengce/
content/2018-07/03/content_5303158.htm>

76    Announcement on the Issuance of the Plan on Strengthening the Inspection on Key Areas for the Fight for Blue Sky in 2018–2019, MEE, 7th June 2018, viewed 12th July 
2018, <http://www.mep.gov.cn/gkml/sthjbgw/sthjbwj/201806/t20180612_442954.htm>

77  , MEE, 5th June 2018, viewed 8th June 2018, <http://www.mee.gov.cn/gkml/sthjbgw/
qt/201805/t20180528_441554.htm>

78    Company Law, CSRC, 28th December 2013, viewed 25th July 2018, <http://www.csrc.gov.cn/pub/shenzhen/ztzl/ssgsjgxx/jgfg/zh/201506/t20150612_278979.htm>
79   Full Text of President Xi Jinping’s Report at the 19th CPC National Congress, Xinhua, 3rd th July 2018, <http://www.xinhuanet.com/english/

special/2017-11/03/c_136725942.htm>
80   Foreign Investment Law (Draft), MOFCOM, 19th January 2015, viewed 11th August 2018, <http://tfs.mofcom.gov.cn/article/as/201501/20150100871010.shtml?>
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economic growth slows and margins become tighter, unfair practices that were once overlooked due 
to the sheer scale and potential of the market will become all the more acute and may seriously impact 

than ever. Doing so is simple: remove the distinction of ‘FIE’ and have a single Company Law under which 

New energy vehicles (NEVs), same old preferential treatment 

policies range from free licence plates (a big deal in cities that heavily restrict plates to limit congestion) 
to production and consumption subsidies. While on paper these are all equally available to all makes and 

81 
A token few European models can be found on lists, but European producers report that they are the 

totals in order to remain compliant.82 Essentially, they are being forced to compete on a very uneven 

This is, ironically, a concern shared by Chinese companies trying to compete overseas. In October 2017, 

certain policies, the conditions for granting subsidies and the amounts of subsidies” made available for 
83 This submission also raised concerns about the availability of those 

subsidies to non-US producers. If this is enough of an issue for China to raise in the WTO, then it should 
be worth resolving domestically. Solving these issues would require putting an end to unambiguous 
measures and differentiated treatment, as well as clear means of recourse and appeal for when unequal 
treatment occurs. 

SMEs in China deserve a fair chance to make it big 

SMEs in China not only face all of the problems covered thus far, but doubly so. They often struggle 
to participate in activities like standards setting and consultation on new regulations, leaving them 
without a voice in the decision-making process and without a better understanding of how to comply 
when regulations and standards are eventually released. Complex administrative procedures, unclear 
regulations and overlapping rules and policies are especially challenging for many SMEs, as they lack 
the resources to employ an in-house government affairs team and/or legal team to help them navigate 
these issues. IPR protection is another issue that is more pronounced for smaller firms, as they lack 
the resources to deal with legal challenges. The dominance of SOEs is also highly problematic in some 
sectors, as many SMEs rely on supplying larger firms for business, and international SMEs are often 

As China’s economic growth continues to slow, it cannot be so selective about the investment it receives. 

81    Schwartz, Jan, Jourdan, Adam, Global automakers call on China to ease “impossible” electric car rules, Reuters, 13th July 2017, viewed 26th July 2018, <https://www.reuters.

82    The management of the average fuel consumption of passenger vehicles and the new energy vehicle management method, Ministry of Industry and Information Technology, 
27th September 2017, viewed 25th May 2018, <http://www.miit.gov.cn/n1146290/n4388791/c5826378/content.html>

83　Miles, Tom, , 14th October 2017, viewed 26th July 2018, <https://www.reuters.com/article/us-usa-
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market are already here, so attracting new foreign direct investment will require looking at smaller 

tomorrow. In the meantime, they contribute to growth, innovation, employment and taxes. SMEs are the 
barometer of a business environment: the fairer the system, the better chance SMEs have at succeeding. 
If China truly wants to create a fair economic system, it should look more seriously at solving the biggest 
challenges facing SMEs.   
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Conclusion

The European business community in China appreciates the Chinese leadership’s rhetoric and calls for 
greater opening and reform, and acknowledges the areas of progress that have been seen throughout 
the last year. However, relative to the expectations set by multiple high-level speeches, as well as policies 
promulgated by the top levels of government, progress has fallen short. 

Understanding that reform does not happen overnight, the European Chamber nevertheless believes that 
the pace of change needs to accelerate in order to satisfy not only the needs of international companies, 
but also the needs of China's economy. Moving towards a fair and open business environment calls for 

for international companies.

It is for this reason that the European Chamber encourages China to adopt the recommendations found 
throughout this year’s European Business in China Position Paper. Drawing on the experiences of the 
European Chamber’s more than 1,600 member companies, the 828 recommendations provided in 

European companies to resolve these challenges, the Chinese Government can begin the process of 
addressing current shortcomings in its reform agenda. 

The European Chamber stands ready to cooperate and engage with the authorities at all levels to ensure 
that China’s economy reaches its full potential and becomes an example of openness, fairness and 
reciprocity. 
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Horizontal Issues

The position papers in this section will address the main horizontal issues that affect European businesses 
in China, produced by the following working groups:

1. Compliance and Business Ethics 
2. Environment
3. Finance and Taxation
4. Human Resources
5. Intellectual Property Rights
6. Inter-Chamber Small and Medium-sized Enterprise
7. Investment
8. Legal and Competition
9. Research and Development
10. Quality and Safety Services
11. Standards and Conformity Assessment

Despite some improvements to China’s regulatory environment and hopes for a more streamlined 
administration, ambiguous rules and regulations, administrative issues and discretionary enforcement are 
still the top three obstacles European businesses face when operating in China, according to the European 

.1 These are also the main issues working groups 
have discussed in this section on horizontal issues. 

The Legal and Competition Working Group examines the prerequisites for a more stable, transparent and 
predictable legal system, which can best be addressed by strengthening the rule of law. The Compliance 
and Business Ethics Working Group provides information on the challenges of complying in a business 
environment that suffers from a lack of transparency and regulatory ambiguity, a common theme 
throughout all papers in the horizontal section.

In regard to China’s investment environment, the government maintains a separate investment regime 
for foreign companies that will soon be governed by the Foreign Investment Law. The current draft law 
contains several fundamental changes, including the introduction of a new negative list in the Special 

People’s Congress and is expected to be deliberated in December 2018. However, the Investment Working 
Group sees a fundamental contradiction between high-level announcements promising national treatment 
for all companies and the drafting of a foreign investment document that includes more than 170 articles. 
Instead of aligning existing foreign investment frameworks with their domestic counterparts, it creates a 
new autonomous legal framework for foreign investment in China. The working group believes that clarity 
and predictability should be created by introducing a single legal framework, which would require amending 
the Company Law, so it covers foreign and domestic enterprises alike, rather than introducing a separate 
foreign investment regime. 

1　 , European Union Chamber of Commerce in China, June 2018, p. 25, viewed 1st August 
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The government’s commitment to improving all aspects of environmental protection is reflected in the 
Environment Working Group’s position paper. Actions range from high-level messages delivered by 
President Xi Jinping on 19th May 2018, on ecological and environmental protection during a tone-setting 
meeting in Beijing, to detailed regulations such as the Administrative Measures on Pollutants Discharge 
Permit (Trial Implementation) and the 
Discharge Permit-General Programme released in January and July 2018 respectively.2&3 In addition, 2018 
saw the Law on Environmental Protection Tax and related implementation measures come into effect. 
While these measures are welcomed, and European businesses are ready to follow these new rules, to 
comply they still need more transparency, predictability and consistency in their implementation, especially 
at the local level. 

Another important part of China’s development policy that plays to the strength of European businesses, 
is the drive for China to become more innovative by attracting research and development. At the third 
EU-China Innovation Cooperation Dialogue in June 2017, the European Commission and the Ministry 
of Science and Technology agreed to renew the China-EU Co-funding Mechanism on Research and 
Innovation for 2018–2020, to support joint research and innovation-related projects under the framework 
of Horizon 2020.4 From 2016 to 2020, over euro (EUR) 500 million from the European Union (EU) and 

agriculture and biotechnology, environment, sustainable urbanisation, surface transportation, space, 
healthcare and more.5 However, here too, clarity and predictability are key for European companies to be 
able to participate. 

While high-level dialogue is important to develop China’s innovation capacity, more needs to be done 
to establish a truly internationally innovative ecosystem. To achieve this, China will need to improve the 

with legal assurances, all while supporting sustainable development. 

Protecting intellectual property (IP) and ensuring that the transfer of technology happens on a voluntary 
basis are two concerns that still need to be fully addressed. While there have been some improvements, 
including the promulgation of the Anti-unfair Competition Law in late 2017, and a call for comments on 
the revised Trademark Law, many issues surrounding trademark protection, copyrights and patents 

free transfer of IP have also been voiced by Intellectual Property Rights (IPR) Working Group members 
following the release of the Work Measures for External Transfer of Intellectual Property Rights (For Trial 
Implementation) (Work Measures) by the State Council in March 2018. The Work Measures granted the 
Ministry of Commerce certain powers to review IP transfers out of China which are discussed in detail in 
the Intellectual Property Rights Position Paper. 

In January 2018, the Human Resources Working Group welcomed the publication of the Implementation 
2　Administrative Measures on Pollutants Discharge Permit (Trial Implementation), Ministry of Ecology and Environment, 10th January 2018, viewed 12th July 

2018, <http://www.zhb.gov.cn/gkml/hbb/bl/201801/t20180117_429828.htm>
3   , Ministry of Ecology and Environment, 8th February 

2018, viewed 12th July 2018, <http://www.mep.gov.cn/gkml/hbb/bgg/201802/t20180211_431303.htm>
4   Horizon 2020 is the largest EU research and innovation programme ever created, with nearly EUR 80 billion in funding available over seven years (2014–

What is Horizon 2020?, 
European Commission, viewed 10th July 2018, <https://ec.europa.eu/programmes/horizon2020/en/what-horizon-2020>

5    Notice on Issuing the Application Guidelines for the First Batch of Projects for the 2018 under the Intergovernmental International Science, Technology and 
Innovation Cooperation Key Project of the National Key R&D Programme, Ministry of Science and Technology, 22nd March 2018, viewed 2nd May 2018, 
<http://www.most.gov.cn/mostinfo/xinxifenlei/fgzc/gfxwj/gfxwj2018/201803/t20180326_138789.htm>
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Measures for Foreign Talent Visa System (Measures) which provided details on the newly-created R-visa 
designed for “high-level skilled personnel required by China,” as well as for “specialists urgently needed.” 6 
This will serve as an improved business visa, with greater freedom in traveling in and out of the country. 
However, it is only available to A-level talent. Therefore, the HR Working Group recommends that these 
facilitative measures be partially extended to non-A-level talent. This category of workers comprises 
the majority of foreigners living in China, and despite living in the country on a long-term basis they still 
face legal uncertainty in their work and residence applications. These issues are detailed in the Human 
Resources Working Group Position Paper. 

China’s regulatory tax system continues to evolve, with the new regulations on transfer pricing and the 
withholding tax deferral treatment on dividends for foreign investment in encouraged sectors coming into 
effect in 2018. However, despite these recent developments China’s tax environment remains complex. 
According to the World Bank’s Doing Business 2018 Report,7 China’s score in “ease of paying taxes” 

such as refunds and audits, making tax compliance challenging for both domestic and foreign companies.

The Standards and Conformity Assessment Working Group saw the long-awaited Standardisation Law 
come into effect in January 2018. This piece of legislation is central to revising China’s standardisation 
system, however questions still remain regarding its implementation. At the same time, the Quality and 
Services Sub-working Group continues to advocate for improved coordination between agencies and 
testing laboratories to ensure high-quality products and consumer safety. 

The Inter-Chamber Small and Medium-sized Enterprise (SME) Working Group continues to address 
challenges that European SMEs experience while operating in the Chinese market, including but not 

6　Notice of the MPS, the Ministry of Foreign Affairs of the State Administration of Foreign Affairs on the Issuance of Measures for the Implementation of the 
Foreign Talent Visa System, SAFEA, 28th st May 2018, <http://www.safea.gov.cn/content.shtml?id=12750108>

7　Doing Business 2018: China, World Bank, 2018, viewed 4th
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Section Two: Horizontal Issues

Compliance and Business Ethics Working Group

Key Recommendations
1.  Ensure a Uniform Approach to Anti-bribery Legislation and Enforcement in 

Line With International Standards
Refer to international standards and other jurisdictions, such as the UK Bribery Act and the Foreign 
Corrupt Practices Acts, for best practices.
Increase cooperation and joint enforcement actions with foreign and international investigatory 
agencies.

2.  Increase the Clarity of Anti-bribery Legislation, Including the Establishment 
of Clear Criteria to Determine Whether a Certain Act Constitutes an Act of 
Commercial Bribery or is a Legitimate Business Practice

Clarify who should be considered a recipient of a bribe, as listed in the Anti-unfair Competition Law 
2017, by utilising case studies and examples. 
Provide investigation manuals to law enforcement bodies at different levels to ensure consistent 
and uniform enforcement of the law.
Grant companies the right to legal defence in the face of corruption charges.

3.   Raise Compliance Standards in Collaboration with Companies
Consider internationally recognised best practices / compliance systems as a valid ground of 
defence and allow companies to claim leniency or be exonerated from vicarious liability as a 
reward for establishing a robust compliance system.
Provide guidance to companies on what is meant by ‘adequate procedures’ and ‘good compliance’ 
through case studies and examples.
Reinforce awareness of anti-bribery regulations within the business community and encourage all 
companies to adopt modern and sophisticated compliance systems and policies. 
Strengthen dialogue between business communities and governmental enforcement agencies and 
demonstrate companies’ efforts and practices to combat corruption and bribery.
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Introduction to the Working Group
The main responsibility of a corporate citizen is to earn 
money and survive without help from others. To do 
otherwise diverts key resources away from areas of 
society that need them more. Corporate citizens also need 
to ensure that their operations do not negatively impact 
the environment and society at large, by continuously 
improving themselves. At a minimum, a corporate citizen 
should attempt to prevent their employees, and known 
associates, from violating any laws, rules, regulations or 
norms. 

The compliance function consists of any and all efforts 
a company makes to exert control and address any 
negative impacts that may arise from their internal 
operations. Effective compliance management and 
ethical practices not only reduce the compliance risks of 
a given company but also help build trust in businesses. 
They can also substitute for state-led law enforcement 
activities and uphold the rule of law.

Created in 2015, the Compliance and Business Ethics 
Working Group provides a trusted environment for 
European Chamber members to discuss management 
practices, including any successes or failures they 
have experienced in compliance and business ethics. 
Working group members meet in an effort to advocate 
for greater clarity on compliance-related legislation and 
to better understand how businesses can comply with 
existing regulatory structures. By sharing experiences, 
the working group helps its members learn and 
develop while enhancing compliance practices across 
China. The working group is active in Shanghai and 
Beijing, and membership is open only to industry 
representatives that are in-house counsels, compliance 

Recent Developments

corruption remains one of the government’s primary 
political objectives, a problem that may put China's 
long-term sustainable economic development at 
risk.1&2 Investigations into officials and business 
affiliates continue to increase at an unprecedented 

1　Xi Jinping’s Speech at Press Conference for 18th Standing Committee of the Political 
Bureau to Meet Chinese and Foreign Press, CCTV, 15th th 

April 2018, <http://news.cntv.cn/china/20121115/103853.shtml>
2　Anti-graft Watchdog Continues Corruption Clampdown, China Daily, 19th October 

2017, viewed 24th April 2018, <http://www.chinadaily.com.cn/a/201710/19/
WS5a0ce580a31061a738406aee.html>

rate,3 particularly with respect to corruption inside the 
Communist Party. Anti-corruption efforts also go hand in 
glove with major efforts made by the central government 
to gain greater control over local governments, 
particularly with respect to finances. On 23th March 

was officially inaugurated to strengthen oversight and 
supervise all public servants.4 

For the past six years, over one million Chinese government 
5 with the anti-graft campaign 

even going international. The government has tried to 
draft extradition treaties with the United States (US), 
Australia and others for the purpose of prosecuting 

to China, and these efforts have not subsided.

Anti-corruption efforts have not been limited to 

robust compliance programmes has increased for 
multinational, local, private and state-owned businesses 
in China. This increase has motivated companies to 
look more closely at their own internal compliance 
procedures and has facilitated the acceptance of 
compliance protocols by third parties, especially at 
state-owned enterprises (SOEs). The Compliance 
and Business Ethics Working Group welcomes these 
developments as a positive step in China’s reform 
process. However, uncertainty and inconsistency 
remain in law enforcement and government efforts at 
reform. Uncertainty and inconsistency in compliance 
regulations increases the risk of an unintentional 
infraction and can encourage non-compliance among 
businesses. 

Amendment to the Anti-unfair Competition Law
On 4th

to the Anti-unfair Competition Law,6 which took effect 
on 1st January 2018. The working group welcomes 

3    Press Conference: The Supreme People’s Court and the Supreme People's Procuratorate 
Issued Interpretation on Several Issues Concerning the Application of Law in the Handling of 
Criminal Cases of Embezzlement and Bribery, The Supreme People’s Court, 18th April 
2016, viewed 23rd April 2018, <http://www.court.gov.cn/zixun-xiangqing-19562.html>

4　China Inaugurates National Supervisory Commission, Xinhua, 23rd March 
2018, viewed 24th April 2018, <http://www.chinadaily.com.cn/a/201803/23/
WS5ab4d311a3105cdcf6513ed0.html>

5　Charting China's 'Great Purge' under Xi, BBC, 23rd October 2018, viewed 24th April 2018 
<http://www.bbc.com/news/world-asia-china-41670162>

6　 th

2017, viewed 19th April 2018, <http://www.npc.gov.cn/npc/xinwen/2017-11/04/
content_2031584.htm>
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the revisions made to the law, since its promulgation 
in 1993, including the monitoring of internet/online 
business behaviour, increased clar i ty on what 
constitutes commercial bribery and the introduction 
of severer forms punishment. The Compliance and 
Business Ethics Working Group is pleased with the 
update to the Anti-unfair Competition Law and hopes to 
see similar changes elsewhere.  

Compliance Management Guidelines and Standards
On 29th December 2017, the former General Administration 
of Quality Supervision, Inspection and Quarantine7  
and the Standardisation Administration of China 
(SAC) published the 
Management Systems – Guideline, which came into 
effect on 1st July 2018.8 This references international 
compliance standards, such as those issued by the 
International Organization for Standardization (ISO) and 
the International Electrotechnical Commission. 

In July 2017, the Shenzhen City Government began 
piloting its anti-bribery management system, which is 
based on ISO 37001. It requires the implementation of 
a series of measures, such as an anti-bribery policy, 
and the appointment of someone to oversee policy 
compliance, the vetting and training of employees, 
the undertaking of risk assessments on projects and 
business associates, the implementation of financial 
and commercial controls, and the institution of reporting 
and investigation procedures.9 The creation of voluntary 
standards at both national and local levels shows 
the Chinese Government is paying more attention to 
corporate compliance issues.

New State Market Regulatory Administration
According to the institutional restructuring plan submitted 

th 
March 2018, a new state market regulator called the 
State Administration for Market Regulation (SAMR) 
was established. Responsibilities of the administration 
include comprehensive market supervision and 
management, market entity registration and market 

7　After the government restructuring, in March 2018, the General Administration of Quality 
Supervision, Inspection and Quarantine was dissolved, and its functions were shifted to 
the SAMR.

8　 , SAMR and the 
SAC, 29th December 2017, viewed 19th April 2018, <http://www.gb688.cn/bzgk/gb/newG
bInfo?hcno=D7DDF05AABC6F235C3E6F1C986923C78>

9　City to Pilot Anti-Bribery Management System, Shenzhen Government Online, 19th June 
2017, viewed 25th June 2018, <http://english.sz.gov.cn/ln/201706/t20170619_7168671.
htm>

order maintenance.10 The original antitrust enforcement 

Commission, the State Administration for Industry and 
Commerce (SAIC) and the Ministry of Commerce have 
been consolidated into the SAMR. This restructuring of 
the anti-bribery and anti-trust enforcement apparatus 
has been requested for years, and the working group 
hopes that with this newly unified and streamlined 
regulator the efficiency and consistency of business 
compliance enforcement will increase.

Key Recommendations
1.  Ensure a Uniform Approach to Anti-

bribery Legislation and Enforcement 
in Line With International Standards

Concern
Anti-bribery legislation in China often diverges from 
international standards, which adds an additional 
burden to international companies' daily operations.

Assessment
While the United Kingdom’s UK Bribery Act and the 
US’ Foreign Corrupt Practices Act (FCPA) are the 
most widely enforced anti-corruption laws, more and 
more countries are adopting their own sophisticated 
anti-bribery and -corruption legislation with complex 
compliance requirements. Facing increasingly strict 
regulatory requirements for compliance both at home 
and abroad, companies around the world are focusing 
more on building up their corporate compliance 
management capabilities. 

Because Chinese anti-bribery legislation diverges 
from international standards it adds additional strain to 
multinational companies’ daily activities, as globally 
implemented compliance programmes need to 
be modified to adapt to local circumstances. The 
Compliance and Business Ethics Working Group 
therefore encourages Chinese authorities to introduce 
and implement regulations that align with international 
standards. Replicating best practices laid out in foreign 
legislation will not only contribute to the clarity of the 
regulatory process and governmental investigations but 
will also contribute to the efficiency and development 
of international trade. A regulatory environment that 
is effective, predictable and transparent will promote 

10 China to Form State Market Regulatory Administration, Xinhua, 13th March 2018, viewed 
21st  April 2018, <http://www.xinhuanet.com/english/2018-03/13/c_137035669.htm>
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foreign investment in China and increase trust in 
Chinese companies among non-Chinese parties. It 
will also help increase Chinese investment abroad as 
Chinese companies will be more prepared to meet 
foreign stakeholders’ expectations. 

Dialogue between Chinese and foreign anti-bribery 

influence in different industries, can create a healthy 
dynamic that will contribute towards improving levels 
of compliance. Meeting compliance standards can 
become a competitive advantage for both Chinese and 
foreign companies alike.

Recommendations
Refer to international standards and other jurisdictions, 
such as the UK Bribery Act and the FCPA, for best 
practices.
Increase cooperation and joint enforcement actions 
with foreign and international investigatory agencies.

2.  Increase the Clarity of Anti-bribery 
Legislation, Including the Establishment 
of Clear Criteria to Determine Whether 
a Certain Act Constitutes an Act of 
Commercial Bribery or is a Legitimate 
Business Practice

Concern
Since its introduction in 1993, and subsequent update 
in 2017, the Anti-unfair Competition Law has never 
clearly distinguished between commercial bribery and 
legitimate business practices, which has resulted in 
related laws and sanctions being implemented in a non-
transparent manner. 

Assessment
The Compliance and Business Ethics Working Group 
is pleased that comprehensively advancing the rule 
of law in China was a central topic of the Fourth 
Plenum of the 18th Communist Party of China’s 
Central Committee and that China’s campaign against 
corruption has continued to advance. The working 
group acknowledges the significant efforts made by 
various government authorities over the years: (i) the 

Interim Provisions 

on Banning Commercial Bribery;11 (ii) the provision of 
policy guidelines to follow in the Opinions Concerning 
Correctly Mastering Policy Lines in the Special Tasks 
for Handling Commercial Bribery Cases;12 (iii) the 
clarification of what constitutes corruption in the 
Interpretation of the Supreme People's Court and the 
Supreme People's Procuratorate on Several Issues 
Concerning the Specific Application of Law in the 
Handling of Criminal Cases of Offering Bribes;13 and (iv) 
the limiting of the scope of commercial bribery in the 
2017 revision of the Anti-unfair Competition Law. 

The 2017 Anti-unfair Competition Law prohibits a 
business operator from using cash, property or other 
means to seek a competitive advantage by bribing any 
of the following entities or individuals: (i) employees 
of a transaction counterparty; (ii) entities or individuals 
entrusted by a transaction counterparty to handle any 
relevant affairs; and (iii) entities or individuals that use 
their authority or power to influence a transaction. 
The 2017 Anti-unfair Competition Law retains the 
provisions that permit incentives to be provided in the 
form of discounts to the counterparty or commissions 
to middlemen, provided that such discounts or 
commissions are faithfully recorded in their respective 
accounts. 

The Compliance and Business Ethics Working Group 
acknowledges the legislature’s efforts in providing 
clearer guidance on the scope of commercial bribery. 
That being said, from the working group’s point of 
view, much still needs to be done to clarify the scope 
of commercial bribery. For example, uncertainties and 
ambiguities still surround certain categories of bribery 
under the Anti-unfair Competition Law 2017. 

It remains possible that a counterparty to a transaction 
may be considered a bribe recipient in certain 

the Anti-monopoly and Anti-unfair Competition Bureaus 

is or is not a counterparty is viewed on a de facto basis. 

11 Interim Provisions on Banning Commercial Bribery, SAMR, 15th

24th

html>
12 Opinions Concerning Correctly Mastering Policy Lines in the Special Tasks for Handling 

Commercial Bribery Cases, State Council’s Leadership Team on Handling Commercial 
Bribery, 28th May 2007, viewed 30th April 2017, <http://www.waizi.org.cn/law/9067.html>

13 Interpretation of the Supreme People's Court and the Supreme People's Procuratorate 

Cases of Offering Bribes, the Supreme People’s Court and the Supreme People’s 
Procuratorate, 2012, viewed 24th April 2018, <http://www.spp.gov.cn/flfg/sfjs/201301/
t20130101_52307.shtml>
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For example, if a school purchases uniforms from a 
supplier, the students are the de facto purchasers and 
users. The school is considered to have been entrusted 
by the students to make the purchase and therefore can 
potentially be considered the recipient of a bribe.14 

Similar issues are also present for bribe recipients 
that are considered to have used their authority or 
influence in a transaction. An example would be the 
business arrangement between a hospital and a 
medical equipment company, if the hospital periodically 
purchases an agreed-upon number of consumables 
from the medical equipment supplier under the condition 
that the hospital is allowed to use the equipment free 
of charge. This business arrangement is legitimate in 
many countries as it provides more financial flexibility 
to the hospital, however, this type of transaction is still 
unclear in China under existing rules and regulations. 

Variations or inconsistencies in local practices further 
complicate issues. Consequently, companies operating 
nationwide often find no regulation or precedent that 
they can accurately rely on. An example is the provision 
of hospitality to employees of one's business partners 
(e.g. dealers, agents, brokers, or channel partners). 
While, in general, a company can provide hospitality 
to business partners’ employees, there is a lack of 
guidance in determining how to differentiate acceptable 
hospitality from commercial bribery. This uncertainty 
impairs business operators’ ability to formulate and 
enforce company policy against commercial bribery.

With sound and consistent law enforcement, there 
comes a greater willingness and ability to cooperate. 
Today, it remains unclear what the rights of companies 
and employees are if they were to be investigated by 
Chinese authorities. Due process should be followed, 
and legal counsel should be available. Companies 
need to be provided with more detail on what their 
rights may be while under investigation in China. The 
working group believes that it is in the interests of both 
the authorities and businesses under their oversight to 
receive timely access to legal representation, allowing 

allegations.

14 The Interview with the Director General of the Anti-monopoly and Anti-unfair Competition 
Bureau of the SAIC on the New Anti-unfair Competition Law, China Industry and 
Commerce News, 9th th April 2018, <http://home.saic.gov.cn/
zw/zcfg/jd/201711/t20171109_270236.html>

Recommendations
Clarify who should be considered a recipient of a 
bribe, as listed in the Anti-unfair Competition Law 
2017, by utilising case studies and examples. 
Provide investigation manuals to law enforcement 
bodies at different levels to ensure the consistent 
and uniform enforcement of the law.
Grant companies the right to legal defence in the 
face of corruption charges.

3.   Raise Compl iance Standards in 
Collaboration with Companies

Concern
Companies setting high compliance standards are not 
rewarded for their efforts.

Assessment
Currently, good corporate compliance measures or 
policies adopted by a company do not constitute a 
valid defence when a bribery issue arises. The involved 
company does not receive lenient treatment by the 

Article 7 of the Anti-unfair Competition Law 2017 states 
that an employee’s bribery activity shall be considered 
company activity except when the company has 
evidence to prove that the activity does not relate to 

business transaction or some other form of competitive 

Anti-unfair Competition Bureau explained in an interview 
that a company can put up a defence against vicarious 
liability if it can demonstrate that it has adopted proper 
compliance policies and measures, has implemented 
effective measures to supervise and control its 
employees’ activities and did not indulge either openly 
or in a disguised form in the bribery activity.15 

The explanation provided by the official supports a 
concept widely recognised by competent foreign law 
enforcement bodies that the adoption of a robust 
compliance system is a valid defence. However, Article 
7 has not incorporated this concept. As it currently 
stands, a company with a sound and robust internal 
compliance system has no legal right assert this fact in 
their defence when facing charges of bribery. 

15　Ibid.
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At present, the UK Bribery Act is recognised as the 
gold standard in anti-bribery legislation. Both under 
UK legislation and Chinese legislation, companies 
can be held liable for acts perpetrated by employees. 
However, it is recognised that no regime is capable of 
preventing all possible instances of bribery. Therefore, 
UK legislation recognises the defence of adequate 
procedures, which means that if companies could show 
they took certain actions to prevent bribery they may be 
‘rewarded’ with a partial or full defence. Other factors 
remain relevant, such as the willingness to cooperate 
with the authorities.

The defence of adequate procedures will depend on 
the circumstances of the offence, including the scale 
and complexity of the organisation and any risks the 
potential act of bribery exposed the organisation to. 
Procedures are expected to be proportionate to the risk.

This approach promotes greater transparency and 
compliance as companies are encouraged to improve 
their internal compliance systems. This statutory 
defence may also provide guidance and incentives 
for other companies to assess what constitutes best 
practices and, based on those recommendations, 
implement strong compliance systems. Consequently, 
it leads to continuous improvement by authorities, 
companies, their shareholders and society as a whole, 
contributing to a reduction in bribery risk.

The ‘adequate procedures’ concept covers the following 
six principles:

1)  Proportionate procedures
Companies need to put  in  p lace pol ic ies and 
procedures that are clear, practical, accessible, 
effectively implemented and enforced. These measures 
will help to maintain an anti-bribery stance and create 
an anti-bribery culture. Such procedures can address 
a wide range of subjects, e.g. due diligence, gifts 
and hospitality, different third-party relationships, the 
disclosure of information, whistle-blowing procedures, 
communication, training and monitoring.

2)  Top-level commitment
Top-level management should foster a culture in which 
bribery is never acceptable. Management should be 
involved in key decisions in order for anti-bribery policies 
to be effective, including explaining why it is important 
to have clear rules on this issue, and elaborating on 

the benefits of complying with company rules, along 
with how the employee would be punished if they 
choose not to follow company policy. Furthermore, top-
level management should be committed to mobilising 
the necessary resources to make the stated policies 
effective.

3)  Risk assessment
Depending on the nature of its business and its size, 
each organisation will need to introduce a form of risk 
assessment, which covers bribery, in order to limit 
the effects of the bribe and undertake precautionary 
measures to prevent a risk of recurrence. Such 
assessments should include both external risks (e.g. 
country, market, transaction, business opportunity 
and business partnership risk) and internal risks (e.g. 
deficiencies in training, incentives, governance or 

Risk assessments will need to be carried out on a 
regular basis in order to keep up with the quickly 
changing economic environment. Accurate and 
appropriate documentation on risk assessment is an 
important element of assessing risk and contributes to 
organisational transparency.

4)  Due diligence
Due diligence plays an important role in mitigating 
the risk of bribery. This effort could encompass the 
selection process of third-party agents and distributors, 
but it would need to be done with an understanding of 
the risks associated with having a joint-venture partner 
or business. Recruitment processes may also include a 
form of due diligence.

5)  Communication
Training increases awareness and understanding of 
both employees and third parties. It also provides the 
knowledge and skills required to apply the company’s 
policies and procedures in an effective manner and 
be able to deal with any compliance matters when 
they arise. Training should meet the varied needs of a 
multifaceted organisation.

While internal communications should emphasise the 
tone handed down from the top of the organisation, 
external communications should reassure third parties 
of what the company stands for. Typically, an annual 
report will include a chapter on compliance. Internal 
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communications and processes must include a whistle-
blower procedure that is accessible to all employees.

6)  Monitoring and review
Companies  shou ld  moni to r  and eva luate  the 
effectiveness of Anti-bribery policies and procedures, 
amending them when necessary in order to meet both 
internal and external demands. This monitoring can 
be done, for example, through staff questionnaires, 
compliance audits, and external verification. Peers' 
practices can also be one of the references.

The Compliance and Business Ethics Working Group 
is pleased to see that the Chinese authorities are 
making efforts to promote and encourage companies to 
adopt internal compliance systems. The working group 
notes that the Shenzhen Administration for Market 
Supervision issued the local standard of Anti-bribery 
Management Systems (Shenzhen Standard) on 12th 
June 2017.16 The Shenzhen Standard references the 

 and 
other internationally recognised best practices, which 
include the six principles of ‘adequate procedures’. 

If the Shenzhen Standard or other internationally 
recognised compliance policies/measures can be 
legally incorporated as a statutory ground of defence 
for breaching Article 7 of the Anti-unfair Competition 
Law, this would incentivise and motivate companies to 
establish a robust compliance system. 
 
Recommendations

Consider internationally recognised best practices / 
compliance systems as a valid ground of defence and 
allow companies to claim leniency or be exonerated 
from vicarious liability as a reward for establishing a 
robust compliance system.
Provide guidance to companies on what is meant 
by ‘adequate procedures’ and ‘good compliance’ 
through case studies and examples.
Reinforce awareness of anti-bribery regulations 
within the business community and encourage 
all companies to adopt modern and sophisticated 
compliance systems and policies. 
Strengthen dialogue between business communities 
and governmental enforcement agencies and 
demonstrate companies’ efforts and practices to 
combat corruption and bribery.

16 , Market Supervision 
Administration of Shenzhen Municipality, 12th June 2017, viewed 18th April 2018, <http://
www.sz.gov.cn/cn/xxgk/zfxxgj/tzgg/201706/P020170619418093153663.pdf>

Abbreviations
FCPA   Foreign Corrupt Practices Act
ISO  International Organization for   
  Standardization

SAC  Standardisation Administration of China
SAIC   State Administration for Industry and  
  Commerce
SAMR  State Administration for Market   
  Regulation
SOE   State-Owned Enterprise
UK   United Kingdom
US   United States
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Environment Working Group

Key Recommendations
1. Increase the Transparency of Environmental Regulations, Rules and Standards 

at all Levels of Government, and Consult with and Provide Clear Guidance to 
Relevant Industries in order to Increase the Consistency and Predictability of 
Environmental Protection Enforcement

 Enforce the Environmental Protection Law in a transparent fashion.
 Communicate environmental enforcement plans well before the winter season and discuss any 
potential impact they might have with the relevant industries.
 Agree and accept transition plans for partially-compliant companies.
 Provide clear guidance on how to avoid production disruptions due to enforcement of the 
Environmental Protection Law.
 Apply the law consistently and ensure that compliant companies are protected.
 Implement a mechanism for administrative review and whistle blowing in order to notify the central 
government authorities of any issues related to environmental enforcement.

2. Improve the Fairness and Transparency of China’s Water Management Market
 Build a fair and transparent public-private partnership (PPP) market by ensuring PPP project 
requirements, and other related information, are released to the public well in advance of the 
bidding process. 
 Increase the market access threshold of the environmental protection sector via the effectiveness-
based payment mechanism of PPP projects.

investments in industrial pollution treatment.
 Develop an innovative investment-return mechanism for PPP models to further motivate private 
sector investment.
 Design outcome-orientated performance targets to encourage contributions to companies’/
investors’ expertise, and link government payment to the project’s performance evaluation. 

3. Promulgate Clear, Flexible and Adaptable Policies to Strengthen Sludge 
Management and Take into Account Distinct Local Features and Conditions

 Consider sludge treatment solutions during the early planning and design stages of wastewater 
treatment plants.
 Localise sludge treatment solutions to suit different local conditions.
 Increase wastewater treatment fees so that the cost of sludge treatment can be covered.

4. Work with Relevant Stakeholders to Encourage High-level Government Agencies to 
Promote a Circular Economy, in Order to Address Problems with the Treatment of 
both Industrial and Municipal Waste

 Take a more active role in promoting circular-economy-related legislation and coordinate with all 
relevant ministries in order to attract different stakeholders. 
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 Introduce a well-defined waste management hierarchy and establish recycling and reuse as a 
higher priority over energy recovery in the municipal solid waste sector. 
 Set a binding target for recycling of housing and industrial waste with a mid- to long-term roadmap, 

 Establish clearly defined mid- and long-term targets and a roadmap for the development of the 
circular economy. 
 Define the packaging recycling rate as a key part of the circular economic system as related to 

 Enhance China’s hazardous waste traceability system to prevent illegal treatment, to allow the 
recycling industry to thrive and to include products generated from hazardous waste. 
 Introduce a waste management hierarchy as a means of managing waste in China and use pilot 
projects with local governments to demonstrate best practices.

to ensure that any such company can only accept a defined range of recycled waste and has 
adequate facilities to do so safely and with controlled environmental impacts.

5. Improve the Regulatory Framework for the Remediation of Contaminated Land,  
Encourage Government at all Levels to Develop Efficient and Reliable Action 
Plans for Soil Pollution Remediation, and Introduce Advanced Soil Pollution 
Processing Technology from the European Union (EU)

 Introduce specific guidelines on soil monitoring based on the potential harm of the pollution 
generated. 
 Set comprehensive technical guidelines on land contamination monitoring, assessment and 
remediation at the national level as soon as possible. 
 Revise and integrate existing rules and regulations related to soil contamination to comply with 
the principles of the newly revised Environmental Protection Law and the upcoming Law on Soil 
Pollution Prevention and Control.
 Accelerate the commercialisation of the land remediation system by encouraging the formation of 
specialist environmental liability transfer companies with strong balance sheets that can purchase 
and remediate contaminated land under government supervision and sell the land use rights later 

 Introduce an ‘orphan linkage’ system, so if no owner or occupier can be found those that would 
otherwise be liable are exempted by one of its statutory provisions.
 Encourage the development of a pollution insurance market by government agencies at all levels. 
 Introduce advanced technology from the EU to process polluted soil or contaminated land.

accessible solution for manufacturers. 
 Increase penalties for secondary pollution of hydrocarbon-contaminated soil process and encourage 
the use of advanced process technology to ensure there are no additional emissions resulting from 
the decontamination process.
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Introduction to the Working Group
There is only one earth and it has a finite amount of 
resources. The negative environmental impacts that 
result from human activities have, in the past 100 years, 
threatened the global ecosystem. Thus, environmental 
protection should be the highest social responsibility for 
any organisation.  

Ecological and environmental protection, particularly 
the prevention and control of pollution, is now a top 
priority in China, not only for the government, but for 
industries and the general public as well. At the 19th 
Party Congress, China's leadership emphasised the 
necessity of developing an ecological civilisation. China 
has clearly stated its intention to continue promoting 
green development, address prominent environmental 
problems and reform the environmental regulatory 
system.1  

For European companies, complying with environmental 
protection laws and regulations is an uncompromising 
commitment. European companies in China are driven 
by a desire to contribute to economic development. 
They bring advanced manufacturing technologies 
with them and help to cultivate a highly competent 
workforce. All of these things are done with a sense of 
social responsibility and environmental awareness.

Established in 2006, the Environment Working Group 
currently consists of more than 150 member companies 
involved in engineering, manufacturing, construction, 

from a variety of industry sectors, such as waste, water, 
smart grid, chemicals, pharmaceuticals, petroleum, 
biochemistry and logistics. Environmental technology 
service providers, environmental consultants and 
lawyers are also active members of the working group.

The working group serves as a channel for government 

Ministry of Ecology and Environment (MEE)2 and 
the Ministry of Industry and Information Technology 
(MIIT), along with local bureaus. The working group 
also provides regular feedback on environmental 

1   19th National Congress of the Communist Party of China, Communist Party of 
China, 18th October 2017, viewed 9th April 2018, <http://cpc.people.com.cn/
n1/2017/1028/c64094-29613660.html> 

2   Previously known as the Ministry of Environmental Protection (MEP). It was 
restructured into the MEE at the end of March 2018. 

regulations, standards and technologies in China. 
Additionally, the working group provides a platform 
for companies to share best practices, experiences, 
solutions and recommendations on how to best protect 
the environment.

Recent Developments
As highlighted in the 2017 Government Work Report,3 
delivered by Premier Li Keqiang in March 2018, 

Chinese People's Political Consultative Conference 
(Two Sessions), in the past five years the Chinese 
Government has taken major steps to address 
pollution and achieved notable progress in ecological 
conservation. A drop of over 30 per cent has been 
witnessed in the average density of fine particulate 
matter (PM 2.5) in key areas. Central government 
inspections for the purpose of improving environmental 
protection accountability were launched, and a number 
of violations of environmental protection laws were 
investigated and subsequently prosecuted. In 2018, 
China stated its intention to ‘make the skies blue again’ 
by implementing various environmental protection 
measures, strengthen the existing efforts to prevent and 
control water and soil pollution, and move forward with 
general ecological conservation and improvement. 

On 19th May 2018, high-level messages were delivered 
by President Xi Jinping on ecological and environmental 
protection during a tone-setting meeting on national 
environmental protection in Beijing. President Xi 
stated that China would work towards developing an 
“ecological civilisation” and would channel more energy 
into resolving environmental issues.4   

China has already started to carry out environmental 
inspections, implement new guidelines to control 
air, water and soil pollution, and publish its own 
plans for realising the 2030 Agenda for Sustainable 
Development. In line with this new push for protecting 
the environment, the following six principles were 
emphasised to help China become an ecological 
civilisation: 

3   th National People’s 
Congress th March 2018, viewed 20th May 2018, <http://www.gov.cn/
zhuanti/2018lh/2018zfgzbg/zfgzbg.htm>   

4   Xi Vows Tough Battle Against Pollution to Boost Ecological Advancement, 
Xinhua, 19th May 2018, viewed 12th July 2018, <http://www.xinhuanet.com/
english/2018-05/19/c_137191441.htm> 
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- Humanity and nature must be in harmony. 
- Bodies of water and mountains in China are valuable 

and should be protected.
- A sound ecological environment is necessary for 

people’s well-being. 
- Mountains, rivers, forests, farmlands, lakes and 

grasslands are all connected. 
- Protecting the environment requires streamlined 

institutions and a strict rule of law. 
- It is important to work together on cultivating an 

ecological civilisation globally, to engage in global 
environmental governance and to work together with 
other countries to tackle climate change.5   

To highlight the significance of the above tasks, on 
6th June 2018, the Communist Party of China (CPC) 
and the State Council jointly issued the Opinions on 
Strengthening Comprehensive Protection on Ecology 
and Environment and Combat Against Pollution,6 and on 
10th July 2018, the 13th

passed the Decision on Strengthening Comprehensive 
Protection on Ecology and Environment and Supporting 
the Combat Against Pollution in Accordance with the 
Law.7   

European businesses in China have also been affected 
by the above policies. Thus, the Environment Working 
Group calls for clear, transparent, consistent and 
predictable enforcement by the competent government 
authorities at all levels on these issues.  

The beginning of 2018 saw the Environmental 
Protection Tax Law come into effect.8 In an attempt to 
facilitate a smooth transition from a fee-based system 
to a tax collection system, and for the convenience 
of taxpayers in terms of calculating taxes, the State 
Council issued the Implementing Regulations on the 
Law on Environmental Protection Tax.9  

5　Ibid. 
6   Opinions on Strengthening Comprehensive Protection on Ecology and 

Environment and Combat Against Pollution, CPC and the State Council, 24th 

June 2018, viewed 12th July 2018, <http://www.gov.cn/zhengce/2018-06/24/
content_5300953.htm>

7   Decision on Strengthening Comprehensive Protection on Ecology and 
Environment and Supporting the Combat Against Pollution in Accordance 
with the Law th July 2018, viewed 12th July 2018, <http://www.gov.cn/
xinwen/2018-  07/10/content_5305581.htm>

8   Law on Environmental Protection Tax th December 2016, viewed 10th 
March 2018, <http://www.npc.gov.cn/npc/xinwen/2016-12/25/content_2004993.
htm>

9　Implementing Regulations on the Law on Environmental Protection Tax, State 
Council, 30th December 2017, viewed 12th July 2018, <http://www.gov.cn/
zhengce/content/2017-12/30/content_5251797.htm>

On 30th March 2018, the Ministry of Finance (MOF), the 
State Administration of Taxation (SAT) and the MEE, 
jointly issued the Announcement on Issues Concerning 
Environmental Protection Tax,10 to clarify the methods 
used for calculating the amount of taxable air, water, 
solid waste pollutants and noise. 

Taking into account the costs associated with installing 
the necessary automatic monitoring equipment, the 

issued preferential taxation policies stipulated in the 
Announcement on the Issuance of the Catalogue on 
Preferential Enterprise Income Tax Concerning Water 
and Energy Conservation Equipment and the Catalogue 
on Preferential Enterprise Income Tax Concerning 
Environmental Protection Equipment.11     

To implement a pollutants discharge permitting system, 
the Administrative Measures on Pollutants Discharge 
Permit (Trial Implementation) and the Technical 
Specifications for Application and Issuance of the 
General Pollutants Discharge Permit Programme were 
released in 2018.12&13  

To step up environmental supervision on licensed 
enterprises, the above regulations require industrial 
enterprises to do the following: apply for the relevant 
pollutants-discharge permits, undertake pollutant 
discharge control measures, perform self-monitoring, 
establish a comprehensive environmental management 
account and supply periodic reports that establish a 
complete environmental compliance chain. The notices 
state that environmental protection departments at all 
levels should be fully involved in the application and 
control process.

Two special campaigns may also draw the attention of 
European business in China: the 2018 Environmental 
Protection Campaign on Treatment on Urban Black 

10  Announcement on Issues Concerning Environmental Protection Tax, MOF, SAT 
and the MEE, 30th March 2018, viewed 12th July 2018, <http://www.chinatax.gov.
cn/n810341/n810755/c3375495/content.html>

11 Announcement on the Issuance of the Catalogue on Preferential Enterprise 
Income Tax Concerning Water and Energy Conservation Equipment and the 
Catalogue on Preferential Enterprise Income Tax Concerning Environmental 
Protection Equipment th September 
2017, viewed 12th July 2018, <http://www.mof.gov.cn/mofhome/shuizhengsi/
zhengwuxinxi/zhengcefabu/201709/t20170925_2710919.html>

12 Administrative Measures on Pollutants Discharge Permit (Trial Implementation), 
MEP, 10th January 2018, viewed 12th July 2018, <http://www.zhb.gov.cn/gkml/
hbb/bl/201801/t20180117_429828.htm>

13 
Permit-General Programme, MEP, 8th February 2018, viewed 12th July 2018, 
<http://www.mep.gov.cn/gkml/hbb/bgg/201802/t20180211_431303.htm>
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and Odorous Water Bodies and the 2018 Environmental 
Protection Campaign on Treatment on Combating Against 
Illegal Undertakings Relating to Solid Waste.14&15 These 
two campaigns present a number of investment-based 
opportunities for European technology, equipment and 
solution service providers in the environmental sector, 

local government authorities and local state-owned 
enterprises (SOEs). 
 
To realise all the targets set out in the various 
environmental protection policies the public, industry 
associations and enterprises must all be allowed to 
participate. The Environment Working Group is pleased 
to see recent policy support for private investment in 
the environmental sector through the increase of public-
private partnership (PPP) projects as stipulated in the 
Guiding Opinions on Encouraging the Participation of 
the Private Sector in PPP Projects.16 The working group 

at the local level—in the tendering process as they help 
eliminate any bias that may exist towards international 
enterprises operating in China. In addition, European 

the Opinions of the NDRC Concerning Innovation and 
the Improvement of the Price Mechanism to Facilitate 
Green Development.17 

entered into a memorandum of understanding (MOU) 
on the Circular Economy at the 2018 EU-China Summit 
on 16th July 2018. Cooperation under this memo may 
include, but is not limited to, the following: 

- Dialogue on the design, planning and implementation 
of strategies, legislation, policies and research in 
areas of mutual interest, including new initiatives. 

- Strategic exchanges on management systems 
and policy tools such as eco-design, eco-labelling, 

14 Launch of 2018 Environmental Protection Campaign on Treatment on Urban  
Black and Odorous Water Bodies, MEE and the Ministry of Housing and Urban-
rural Development, 7th May 2018, viewed 12th July 2018, <http://www.zhb.gov.cn/
gkml/sthjbgw/qt/201805/t20180507_436554.htm?COLLCC=3364006016& >

15 Launch of 2018 Environmental Protection Campaign on Treatment on Combating 
Against Illegal Undertakings Relating to Solid Waste, MEE, 9th May 2018, 
viewed 12th July 2018, <http://www.zhb.gov.cn/gkml/sthjbgw/qt/201805/
t20180509_438314.htm>

16 Guiding Opinions on Encouraging the Participation of Private Section in PPP 
Projects th th July 2018, <http://www.ndrc.
gov.cn/zcfb/zcfbtz/201711/t20171130_871870.html>

17 Opinions of NDRC Concerning Innovation and Improvement on the Price 
Mechanism to Facilitate Green Development st June 2018, viewed 12th 
July 2018, <http://www.ndrc.gov.cn/gzdt/201806/t20180629_891470.html?gs_ws
=weixin_636661427201889858&from=singlemessage&isappinstalled=0>

extended producer responsibility and green supply 
chains. 

- Strategic exchanges on best practices of the circular 
economy in key fields such as industrial parks, 
chemicals plastics and waste.

- Exchanges on investments in and financing of the 
circular economy.  

The Environment Working Group is ready to contribute 
to all fields of cooperation under the MOU, not only 
from a technological and business perspective, but also 
in the design and standardisation of policy for relevant 
industries.  

Key Recommendations
1. Increase the Transparency of Environmental 

Regulations, Rules and Standards at 
all Levels of Government, and Consult 
with and Provide Clear Guidance to 
Relevant Industries in order to Increase 
the Consistency and Predictability of 
Environmental Protection Enforcement

Concern
Local government agencies are being encouraged 
to publish more rigorous environmental protection 
legislation on top of existing strict rules, regulations 
and standards, which has resulted in inconsistent and 
unpredictable environmental enforcement.  

Assessment
Apart from routine inspection and enforcement on 
environmental protection by local environmental 
protection departments, two new rounds of central 
government inspections related to environmental 
protection were initiated in 2017. 

Throughout 2017, 233,000 environmental violations 
were investigated and prosecuted—a year-on-year 
increase of 69 per cent—with penalties totalling Chinese 

were penalised with production restrictions, suspension 
orders, daily monetary penalties, property seizures, 
transfers for detention and transfers for judicial 
proceedings, a year-on-year increase of 74 per cent.18   

18 MEE Working-level Meeting on National Enforcement on Environmental 
Protection, MEE, 23rd May 2018, viewed 12th July 2018, <http://www.zhb.gov.cn/
gkml/sthjbgw/qt/201805/t20180523_441053.htm>   
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These inspections spurred the local government 
authorities to take more action with regard to pollution 
prevention and control, which has unfortunately resulted 
in local environmental laws and regulations being 
inconsistently enforced. This has resulted in local supply 
chains becoming endangered for a variety of industries, 
posing a risk to European businesses operating in 
China.    

On 18th August 2017, an action plan for winter 2017/2018 
was released by several provincial governments and 

environmental standards for air quality, and to 
significantly reduce air pollution in the Beijing-Tianjin-
Hebei area.19 The effectiveness of the plan was 
significant, and it was widely reported in the media. 
According to Greenpeace East Asia, “Levels of toxic 
[particulate matter] PM2.5 in Beijing, Tianjin and 26 
surrounding cities declined 33.1 per cent year on year 
in the fourth quarter of 2017.”20  

In order to ensure that the plan was fully implemented 
by the local authorities the MEE increased the number 
of audits by central inspectors.

Although it led to a clear improvement in air quality, the 
way the plan was implemented created a lot uncertainty 
for manufacturing companies. For example, in some 
cases controls put in place by central institutions like 
the MEE led to overzealous implementation by the 
local authorities. In extreme cases it resulted in the 
temporary closures of all manufacturing companies that 
were found to be non-compliant by an MEE auditor. In 
other cases manufacturing plants that were found to 
be compliant with environmental standards were still 
forced to shut down in order to avoid exceeding overall 
air pollutant thresholds. 

If enterprises that are fully compliant with environmental 
standards are forced to close manufacturing plants, either 
completely or partially, they may ultimately reconsider 
whether to invest in clean technologies and active 
environmental protection in China. This of course 

19 Action Plan of Comprehensive Control Campaign against Air Pollution in Beijing-
Tianjin-Hebei Integrated Area and Neighbouring Areas During Autumn & Winter 

, MEP, 21st August 2017, viewed 11th April 2018, <http://www.zhb.gov.
cn/gkml/hbb/bwj/201708/t20170824_420330.htm> 

20 
coal use increases, Green Peace East Asia, 11th January 2018, viewed 11th 

April 2018, <http://m.greenpeace.org/eastasia/high/press/releases/climate-
energy/2018/PM25-in-Beijing-down-54-nationwide-air-quality-improvements-
slow-as-coal-use-increases/>

would be counter-productive to the government’s 
environmental protection goals.

In addition, temporary shutdowns will directly lead 
to a loss of earnings and revenue. This is not only 
detrimental to profitability, but also to domestic and 
international customer relationships if factories are 
unable to deliver on time as per their contractual 
commitments.

This lack of clear, transparent and consistent oversight 
has a negative impact on business decisions in 
China. It also goes against the goals of achieving 
moderate economic growth and establishing a modern 
manufacturing industry. 

With the issuance of the Three-year Action Plan on 
Fighting for Blue Sky by the State Council and the 
Plan on Strengthening the Inspection on Key Areas for 
the Fight for Blue Sky in 2018–2019 by the MEE,21&22  
government enforcement and inspections are set to 
become even stricter in the future. On 28th May 2018, 
the MEE formulated the Opinions on Prohibiting the ‘One 
Size Fits All’ Approach to Enforcement on Environmental 
Protection. Perfunctory actions and orders by the local 
government shall be prohibited, such as the shutting 
down of factories without valid reasons. For those 
enterprises that have legitimate permits, or licences that 
have met the requirements for environmental protection, 
the local government and relevant departments shall 
not undertake measures to shut them down. For the 
enterprises with legitimate permits or licences that fail 
to meet environmental protection requirements, the 
local government and relevant departments will impose 

For enterprises without legitimate permits or licences 
that fail to meet environmental protection requirements, 
the local government and relevant departments should 

suspended and production ceased as necessary, 
particularly for small-sized enterprises with inadequate 
compliance programmes. The Environment Working 
Group is pleased to see that the central government has 
realised the issues that have arisen from inconsistent 

21 Announcement on the Issuance of the Three-year Action Plan on Fighting for 
Blue Sky, State Council, 3rd July 2018, viewed 12th July 2018, <http://www.gov.
cn/zhengce/content/2018-07/03/content_5303158.htm>

22 Announcement on the Issuance of the Plan on Strengthening the Inspection 
on Key Areas for the Fight for Blue Sky in 2018-2019, MEE, 7th June 2018, 
viewed 12th July 2018, <http://www.mep.gov.cn/gkml/sthjbgw/sthjbwj/201806/
t20180612_442954.htm>
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and excessive enforcement of environmental protection 
measures. However, there are still many issues at the 
local level, so the Environment Working Group urges 
the government to thoroughly implement the above 
opinions in a timely manner.  

Additionally, in order for the local environmental 
protection departments to provide clearer orders to non-
compliant enterprises or industrial facilities, the MEE 
is currently revising the Measures for the Issuance by 
Competent Environmental Protection Departments of 
the Orders on Restricting Production or Suspending 

 to introduce more transparent 
enforcement procedures. The European Chamber 
suggests incorporating an administrative review system, 
particularly for cases when there are disagreements with 
enforcement of environmental protection measures, 
along with a whistle-blowing mechanism to submit 
detailed observations on local enforcement situations to 
the central government. 

Recommendations
Enforce the Environmental Protection Law in a 
transparent fashion.
Communicate environmental enforcement plans well 
before the winter season and discuss any potential 
impact they might have with the relevant industries.
Agree and accept transition plans for partially-compliant 
companies.
Provide clear guidance on how to avoid production 
disruptions due to enforcement of the Environmental 
Protection Law.
Apply the law consistently and ensure that compliant 
companies are protected.
Implement a mechanism for administrative review and 
whistle blowing in order to notify the central government 
authorities of any issues related to environmental 
enforcement.

2. Improve the Fairness and Transparency 
of China’s Water Management Market

Concern
Despite some progress in China's water management 
market over the past decade, obstacles still exist that 
prevent international investment.

Assessment
Since the 10th Five-year Plan, from 2001 to 2005, and 
the 2017 amendment to the Law on Water Pollution 

Prevention and Control ,  investment in China’s 
environmental sector has grown rapidly despite a 
gap existing between the supply and demand  of 
environmental protection services. Several major 
policies were recently announced with the intention of 
bolstering environmental protection. 

Although the PPP system is theoretically open to non-
domestic companies, European Chamber members 
have found it difficult to participate. This is despite 

2017, by the State-owned Assets Supervision and the 
Administration Commission of the State Council, which 
limited SOE participation in PPP projects,23 and recent 
measures were issued by the MOF to better manage 
PPP project information.24 

The promotion of PPP models in the environmental 
protection sector is in line with the policy trend of 
the Chinese Government to promote private-sector 
cooperation in investment projects. 

The PPP model has become increasingly common 
throughout China, as it fills the gap between the 
increased demand for public environmental protection 

It is a method that companies can use to contribute 
their expertise on different environmental projects, 
particularly in sewage and waste disposal.25 Investment 
from the private sector, particularly from international 
businesses, is one of the key components of the PPP 
model that can make environmental protection services 

of environmental protection in the domestic market.

Government payments to the private sector for the 
operation and maintenance of PPP projects are 
guaranteed in public budgets. However, under some 
circumstances, the Party or local government is not able 
to meet its payment obligations in the manner stipulated 

any resolution or settlement to the dispute. 

23 Notice on Strengthening Risk Control in SOE’s Participation in PPP Projects, 
State-owned Assets Supervision and Administration Commission, 17th 

th April 2018, <http://www.pppcenter.org.cn/zcfg/
zyly/201711/164343jdP.html>  

24 Notice on Regulating the Comprehensive Information Platform and Project 
Database of PPP, MOF, 10th th April 2018, <http://jrs.
mof.gov.cn/zhengwuxinxi/zhengcefabu/201711/t20171116_2751258.html>

25 Notice on Carrying out PPP Model by Government in Projects of Sewage 
and Waste Disposal, MOF, 1st July 2017, viewed 11th April 2018, <http://
www.mof.gov.cn/mofhome/jinjijianshesi/zhengwuxinxi/zhengcefagui/201707/
t20170718_2652033.html >
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Recommendations
Build a fair and transparent PPP market by ensuring 
PPP project requirements, and other related 
information, are released to the public well in advance 
of the bidding process. 
Increase the market access threshold of the 
environmental protection sector via the effectiveness-
based payment mechanism of PPP projects.

rate to support environmental companies’ investments 
in industrial pollution treatment.
Develop an innovative investment-return mechanism 
for PPP models to further motivate private sector 
investment.
Design outcome-orientated performance targets to 
encourage contributions to companies’/investors’ 
expertise, and link government payment to the project’s 
performance evaluation. 

3. Promulgate Clear, Flexible and Adaptable 
Policies to Strengthen Sludge Management 
and Take into Account Distinct Local 
Features and Conditions

Concern
Although China’s wastewater treatment market is 
mature, sludge disposal remains a major issue due 
to the fact that government agencies do not have a 
technical roadmap.

Assessment
While municipal wastewater treatment plants in China 
purify millions of tonnes of effluents every day, they 
also produce sludge which can cause secondary 
pollution if not properly treated. According to the 
Ministry of Housing and Urban-rural Development 
(MOHURD), by the end of December 2017, there were 
5,027 wastewater plants in cities and counties that 
were capable of treating 188 million cubic metres of 
wastewater every day. Based on that, more than 45 
million tonnes of sludge, that is 80 per cent water, is 
produced annually; however, 70 per cent is not treated 
properly.26 

In 2015, China released the ambitious Water Pollution 

26 Summary of Status Quos on Sewage Treatment in China by the End of 
, 21st March 2018, viewed 11th April 2018, <http://

www.water8848.com/news/201803/21/108599.html> 

Prevention and Control Action Plan,27 noting that by 
2020, sludge treatment rates should reach over 90 
per cent in cities that are prefecture-level and above. 
Technically, sludge can be treated in two ways:
1. Sludge can be treated on site. In this situation, 

it would be directly treated or recycled while the 
residues are treated as waste.

2. Sludge can be transported elsewhere for further 
processing, with or without limited treatment.

However, both of these approaches face major 
challenges in China. First, the wastewater treatment 
fee is not enough to cover sludge work. Even though 
the Water Pollution Prevention and Control Action Plan 
stipulates that the urban wastewater treatment fee 
should not be lower than the cost of wastewater and 
sludge work, at the local level, due to payment delays 
and untimely water price adjustments, the fee is barely 
able to cover the wastewater work, let alone the sludge.

Second, sludge management loopholes tend to arise. 

world, it is more economical to treat sludge in a central 
facility. Every day, masses of sludge from wastewater 
treatment plants are transported to sludge facilities for 
integrated treatment. Although China is also known for 
its fast-growing mega cities, due to a lack of general 
planning similar centralised solutions are still rare. 
At the same time, in some less-populated areas of 
China where decentralised sludge treatment solutions 
are needed there are none, meaning that sludge has 
nowhere to go.

Recommendations 
Consider sludge treatment solutions during the early 
planning and design stages of wastewater treatment 
plants.
Localise sludge treatment solutions to suit different 
local conditions.
Increase wastewater treatment fees so that the cost of 
sludge treatment can be covered.

27 State Council’s Notice on Action Plan of Preventing and Control Water Pollution, 
State Council, 16th April 2015, viewed 11th April 2018, <http://www.gov.cn/
zhengce/content/2015-04/16/content_9613.htm>
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4. Work with Relevant Stakeholders to 
Encourage High-level Government Agencies 
to Promote a Circular Economy, in Order to 
Address Problems with the Treatment of both 
Industrial and Municipal Waste

Concern
Although China has shown ambition over the past 
decade to develop a circular economy, institutional 
arrangements for promoting this within government 
are weak, as is coordination among different agencies, 
whose pol icies and development plans can be 

Assessment
Having a circular economy refers to an industrial 
economy that is, by design or intention, restorative 
and one in which resources are managed in a circular 
way. The successful implementation of a circular 
economy needs a holistic design and overarching policy 
approach.

A circular economy is not only about recycling, its 
success also depends on the use of recycled raw 
materials and products in the manufacture of new 
products, to eventually achieve a closed loop. However, 
the concept, as defined in the Circular Economy 
Promotion Law, is rather narrow as it only focuses 
on recycling, reuse and reduction.28 In practice the 
circular economy covers a wide range of sectors, 
including cleaner production, remanufacturing, green 
manufacturing and standards, low-carbon emission and 
waste management.   

This concept is well-accepted in China, with the 
main benefits found in the reduction of waste volume 
and increased resource efficiency. China’s central 
government has come up with many initiatives to 
promote the creation of a circular economy, such as 
promoting industrial symbiosis systems, setting up 
recycling industrial parks, encouraging household solid 
waste separation and recycling. 

However, various government departments are 
approaching these problems from a different angle, and 
coordination between different parts of government has 

th December 2008, viewed 12th July 
2018, <http://www.npc.gov.cn/npc/zt/2008-12/25/content_1494750.htm> 

macro-level policy; the Ministry of Commerce is in 
charge of the trading systems; the MIIT is responsible 
for green production and re-manufacturing; the 
MOHURD is in charge of controlling sanitation services, 
waste disposal and source separations; and the MEE 
looks after hazardous waste, environmental standards 
and inspections. 

This results in a lack of regulatory coherence among 
the different departments. For example, the MOHURD 
has recently been promoting the concept of source 
separation for household waste, where recoverable 
waste and organic waste will be separately collected, 
transported and processed. However, at the same time, 
the MOHURD has also been pushing the expansion of 
waste incineration capacity in China. 

A waste incineration plant is regarded as a necessary 
part of the municipal infrastructure, including the 
land that is allocated by the local government, while 
a recycling collection and sorting plant is not, which 

In addition, waste incinerators do not endorse source 
separation as it will reduce the volume of overall waste 
that goes into their plants and consequently reduces 
their revenue. If source separation becomes successful, 
there is a high risk that waste incineration capacity will 
then sit idle, which would be a waste of investment.

With respect to industrial waste treatment, large 
companies are now building expanded facilities for 
domestic industrial waste treatment in China. The 
capital this is attracting is boosting development of a 
more structured industry, which should, within a few 
years, balance supply and demand.

At the same time, because the current Law on Solid 
Waste Pollution Prevention and Control remains out of 
date and cannot meet the current challenges,29 there 
is still a problem with the hazardous waste traceability 
management system put  in  p lace by Chinese 
authorities. A striking example is that many companies 
in China sell ‘recycled oils’ as substitute fuel. These are 
in fact oils blended with hazardous waste that contain 
harmful materials such as chlorine, sulphur and heavy 
metals. The main users of these substitute fuels are 

29 Law on Solid Waste Pollution Prevention and Control st April 2005, 
amended 7th th July 2018, <http://www.npc.gov.cn/
wxzl/gongbao/2017-02/21/content_2007624.htm>
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companies operating industrial boilers. These industrial 
boilers are designed to burn fossil fuels and have no 
capability to prevent or control combustion of the afore-
mentioned contaminants. For instance, it is a well-
known fact that without proper combustion conditions, 
and adequate flue gas treatment facilities, chlorinated 
waste combustion will generate dioxins, which are very 
harmful to the environment and people’s health. Dioxins 
may cause reproductive and developmental problems, 
damage the immune system, interfere with hormone 
levels and possibly lead to cancer. The relative absence 
of hazardous waste solvents on the Chinese market 
is another sign that some hazardous waste escapes 
proper treatment routes. 

Recommendations
Take a more active role in promoting circular-economy-
related legislation and coordinate with all relevant 
ministries in order to attract different stakeholders. 

and establish recycling and reuse as a higher priority 
over energy recovery in the municipal solid waste 
sector. 
Set a binding target for recycling of housing and 
industrial waste with a mid- to long-term roadmap, 

Establish clearly defined mid- and long-term targets 
and a roadmap for the development of the circular 
economy. 

circular economic system as related to municipal waste, 

materials.
Enhance China’s hazardous waste traceability system 
to prevent illegal treatment, to allow the recycling 
industry to thrive and to include products generated 
from hazardous waste. 
Introduce a waste management hierarchy as a means 
of managing waste in China and use pilot projects with 
local governments to demonstrate best practices.
Implement a specific permitting system for industrial 
companies using recycled hazardous waste to ensure 
that any such company can only accept a defined 
range of recycled waste and has adequate facilities to 
do so safely and with controlled environmental impacts.

5. Improve the Regulatory Framework for 
the Remediation of Contaminated Land,  
Encourage Government at all Levels to 
Develop Efficient and Reliable Action 
Plans for Soil Pollution Remediation 
and Introduce Advanced Soil Pollution 
Process ing  Techno logy  f rom the 
European Union (EU)

Concern
Unclear remediation guidelines coupled with strict 
remediation targets can result in approved projects that 
generate large volumes of lightly contaminated soil, 
which then need to be sent off-site during short project 
implementation periods.

Assessment
Due to the complexity of soil pollution treatment, 
relevant government authorities have spent a long 
time drafting and revising the Law on Soil Pollution 
Prevention and Control.30 The Environment Working 
Group hopes this new law can be released by the end 
of 2018 to better regulate the market.

Organization, the major threats to soil quality include 
deforestation, population growth, urban expansion, 
industrial pollution, waste treatment, climate change 
and unsustainable soil management. All these threats 
have had an impact on the soil quality in China, leading 
to severe soil deterioration as China industrialised over 
the past 40 years. According to Chinese government 

Quality Monitoring Sites have been polluted.31 The 

disclosed a high pollution percentage of 19.4 per cent 
for arable land.

There are many soil pollution and land contamination 
accidents that have harmed the health of China’s 
population. Taking heavy metals as an example, there 
were more than 60 related accidents reported between 
2005 and 2010.32 

30 Legislation Process of the Law on Soil Pollution Prevention and Control
viewed 11th July 2018, <http://www.npc.gov.cn/npc/lfzt/rlyw/node_32834.htm> 

31 Explanation on the Draft of the Law on Soil Pollution Prevention and Control, 
th December 2017, viewed 11th April 2018, <http://www.npc.gov.cn/npc/

lfzt/rlyw/node_32834.htm>
32 12th Five-Year Plan on the Comprehensive Prevention and Treatment of Heavy 

Metals, MEE, 2011, viewed 11th April 2018, <http://www.mep.gov.cn/gzfw_13107/
ghjh/zxgh/201605/P020160522268332644308.pdf>
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Overall, the issue of soil pollution has become a major 

a moderately prosperous society by 2020.

In the past, Chinese legislators did not differentiate 
regulatory treatment for soil in agricultural land 
from the land slated for development projects. The 
Environmental Quality Standard for Soils (GB15618-
1995) generally applies to all soils.

In fact, the environmental quality of agricultural soil 
is directly connected with food safety, making it a 
natural priority. Chinese environmental regulators 
have recognised this and have developed a dedicated 
environmental quality standard that assigns a higher 
protection level for agricultural land than land for 
development.33 This new standard has assigned a risk 
screening value (RSV) and a risk intervention value 
(RIV) for major pollutants. Any organic or inorganic 
pollutant with a concentration under the RSV will be 
deemed acceptable from a food safety perspective. Any 
pollutant with a concentration over the RIV will trigger 
stricter environmental and food safety monitoring.

Being aware of how serious the situation is with soil 
pollution, the Chinese Government has recently 
become more active in the prevention of soil pollution 
by improving public communication, legislation and 
enforcement. 

under the theme Healthy Soils for a Healthy Life, in 
order to raise the importance of soil protection among 
the public. During this event, China reviewed its soil 
pollution status and re-committed to protecting a 
minimum of 120 million hectares of healthy arable land. 

In 2016, the State Council published its overall action 
plan for soil pollution prevention. It sets a goal to curb 
soil deterioration by 2020, slightly improve soil quality 

In 2017, the MEE released its comprehensive th 

Five-year Plan for the Development of Environmental 
Protection Standards to support the implementation of 
the three national action plans for soil, water and air.34 

33 Soil Environmental Quality Risk Control Standard for Soil Contamination of 
Agricultural Land (Trial Implementation), 28th June 2018, 1st August 2018, <http://kjs.
mep.gov.cn/hjbhbz/bzwb/trhj/trhjzlbz/201807/t20180703_446029.shtml>

34 They are also cited as 10 Soil Rules, 10 Water Rules, and 10 Air Rules by 

In March of 2018, China went one step further and 
revised the constitution to elevate environmental 
protection to be a top priority for the whole nation. 
Accordingly, the central government was reorganised 
to establish the MEE to better integrate legislative and 
enforcement authorities.

The Chinese Government is adopting more science-
based approaches to developing and enforcing soil 
quality regulations. It is also implementing customised 
regulatory measures for different land types and is 
emphasising pollution prevention rather than pollution 
remediation. For the major pollutants, such as heavy 
metals, crop protection products and fertilisers, the 
government is trying to focus on a very small group of 
substances with demonstrated hazards like cadmium, 
lead, mercury, chromium, arsenic, polycyclic aromatic 
hydrocarbon and petroleum hydrocarbon. In addition, 
when the Chinese Government now develops a 
new regulation or revises existing regulations, the 
background pollutant concentration is taken into 
consideration. The Chinese Government has also 
released the Administrative Rules on the Management 
of Key Pollutant-discharging Enterprises to focus on 
industries with higher pollution risks.

A risk-based framework similar to the one adopted 
by several countries in the EU, such as the United 
Kingdom (UK), should be introduced. Such a framework 
should draw out the distinctions between toxicity, 
hazards and risks that exist throughout environmental 
science.

A contaminated land remediation system should 
define the nature of contaminated land and set down 
procedures for apportioning liability in environmental 

should be instituted that determines the commercial 

China has adopted a ‘polluter pays’ approach to 
contaminated land liability apportionment. However, it 

they have often closed down or gone bankrupt before 
contamination hazards are unearthed. Furthermore, a 
large proportion of historical contamination has been 
caused by SOEs, which means liability often falls on 
the government. So, if sites in China need remediation 
but the responsible party cannot be found the enforcing 
authority should adopt an ‘orphan linkage’ system like 
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the one applied in the UK, where those that would 
otherwise be liable are exempted by a statutory 
provision.

In order to establish the sustainable and proper means 
to prevent and remediate contaminated lands, the 
government should encourage the development of 
a pollution insurance market. The conditions for its 

risks associated with land contamination, and a well-
constructed information dissemination system based 

These factors, together with robust training for 

necessary for a compulsory insurance scheme that can 
tackle land contamination issues.

incentivising clean-up projects should be introduced. 
Furthermore, commercialisation of the land remediation 
system should be accelerated by encouraging the 
formation of specialist environmental liability transfer 
companies with strong balance sheets that can 
purchase and remediate contaminated land under 
government supervision and then later sell the land use 

So far, different solutions have been tried in China 
but no mature technology has been able to effectively 
remove contaminated oil from soil. The existing solution 
results in three per cent hydrocarbon, or even higher, 
remaining in the soil after processing. Some European 
companies are able to provide proprietary advanced 
technology to process polluted soil by using a retorting 
kiln to process hydrocarbon contaminated soil. The soil 
would then be treated without additional emission and 

be recovered leaving no testable residual hydrocarbon 
in the soil. This technical advantage would benefit 
contaminated soil recovery in China.

Recommendations 
Replace or refine the term ‘heavy metals’ in the draft 
Law on Soil Pollution Prevention and Control. 

on the potential harm of the pollution generated. 
Set comprehensive technical guidelines on land 
contamination monitoring, assessment and remediation 
at the national level as soon as possible. 
Revise and integrate existing rules and regulations 

related to soil contamination to comply with the 
principles of the newly revised Environmental 
Protection Law and the upcoming Law on Soil Pollution 
Prevention and Control.
Accelerate the commercialisation of the land 
remediation system by encouraging the formation of 
specialist environmental liability transfer companies 
with strong balance sheets that can purchase and 
remediate contaminated land under government 

Introduce an ‘orphan linkage’ system, so if no owner or 
occupier can be found those that would otherwise be 
liable are exempted by one of its statutory provisions.
Encourage the development of a pollution insurance 
market by government agencies at all levels. 
Introduce advanced technology from the EU to process 
polluted soil or contaminated land.
Provide financial support for the development of 
provincial process capability, which provides an 
accessible solution for manufacturers. 
Increase penalties for secondary pollution of hydrocarbon-
contaminated soil process and encourage the use of 
advanced process technology to ensure there are no 
additional emissions resulting from the decontamination 
process.

Abbreviations

CPC  Communist Party of China
EU  European Union 
MEE  Ministry of Ecology and Environment
MEP  Ministry of Environmental Protection
MIIT  Ministry of Industry and Information   
  Technology
MOF  Ministry of Finance
MOHURD Ministry of Housing and Urban-Rural  
  Development
MOU  Memorandum of Understanding

  Commission 

PPP  Public-Private Partnership 
RIV  Risk Intervention Value
RSV  Risk Screening Value
SAT  State Administration of Taxation 
SOE  State-Owned Enterprise
UK  United Kingdom
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Key Recommendations
1. Take Further Steps to Attract Foreign Investment into China

Replace the withholding tax (WHT) deferral system with a combination of a WHT exemption and 
minimum holding period for the shares obtained through re-investment, similar to the pre-conditions 
under the re-organisation rules of the Ministry of Finance’s (MOF’s) Notice on Enterprise Income 
Tax Treatment of Enterprise Re-organisation ( ). 
Consider whether the preferential WHT treatment could be applied if the new investment comes 

Clarify unclear technical areas in a practical way, e.g. whether a refunded WHT has to be reinvested 
into the encouraged project as well.
Align the requirements for preferential tax treatment with foreign exchange restrictions.

2. Address Concerns Regarding Customs Valuation Rules and Authorised 
Economic Operator (AEO) Status to Facilitate Businesses’ Routine Operations

Consider economic and commercial arrangements for the customs valuation of dutiable items.
Introduce penalty criteria for a downgraded AEO status that is proportional to the yearly actual value 
of import and export declarations.
Allow companies to preserve their AEO status and customs rating without suspension or 
downgrading by paying extra duty and import taxes, except for non-compliance cases related to 

3. Further Implement Value-added Tax (VAT) Reform
Continue reducing the number of VAT rates from three to two. 

Expand the scope of zero rating and ease the administrative requirements on zero-rating 

Provide a clear definition and guidance on the concept of ‘fully consumed outside China’, 
particularly with regard to ‘services unrelated to goods and real estate in China’. 

particularities.
Relax the restrictions on the condition of deemed exports to include entities registered in free trade 
zones (FTZs).

4. Release the Potential of Research and Development (R&D) and Innovation

core intellectual property rights (IPR) to local enterprises.
Encourage entrusted R&D activities by granting corporate income tax incentives.
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5. Modernise Tax Rules for Corporate Reorganisation
Clarify the scope of tax deferred reorganisations found in the introduction of the MOF’s 

. 

shareholder chain or to transfer shares to an indirectly wholly-owned subsidiary. 
Provide clearer guidance and criteria to tax authorities on how to assess what constitutes “proper 
commercial reasons” for reorganisation under special tax treatment.  
Label the recording of taxes paid / capital gains that were realised from an indirect transfer, as 
increased cost basis within the next transfer in the context of the Announcement Regarding Certain 
Corporate Income Tax Matters on Indirect Transfer of Properties by Non-Tax Resident Enterprises, 
( ). 
Elaborate on how to calculate China’s relevant capital gain within an overall transaction price as it 
pertains to . 

Introduction to the Working Group
Taxes, customs and other levies are the essential tools 

government functions and other public expenditures. 
Societies without functional financial systems cannot 
adequately cater to their citizens’ needs and will struggle 
to develop. One prerequisite is citizens’ willingness to 
pay taxes. Therefore, efficient, transparent and non-
corrupt public entities are essential to maintaining 

Taxes and customs may have multiple, and sometimes 
contradictory, political and economic purposes. To 
address this, tax and customs policies may need to 
incentivise certain activities while discouraging others or 
risk market distortions. Hence, the tax system’s design 
is at the core of public governance.

Businesses in China, including European ones, 
contribute to public development by paying government 
levies. Their investment decisions in China are less 
influenced by favourable tax policies and more by 
open and fair competitive landscapes, and rational and 

The Finance and Taxation Working Group consists 
of member companies that range from multinational 

China. The objective of the working group is to engage 
in an effective dialogue with regulators in order to 
develop a more workable, coherent and integrated 
set of taxation, finance and accounting rules, in line 

with international best practices. The working group's 

the interests of all member companies of the European 
Chamber. 

Recent Developments
The working group appreciates efforts made by authorities 
in promulgating new regulations and reinforcing the 
existing tax administration. The authorities have 
executed reforms to meet international standards, such 
as the business tax to value-added tax (VAT) reform, 
while other taxes, such as the consumption tax1 have 
been upgraded as well. 

China has been a very active player in anti-tax avoidance, 
tax transparency and compliance, through the 
implementation of common reporting standards,2 and 
strongly advocating for the G20 and the Organisation for 
Economic Co-operation and Development’s (OECD's) 
Base Erosion and Profit Shifting (BEPS) programme.3  
Cooperation between China and the OECD reached a 
milestone in 2017, as China became a signatory to the 
Multilateral Convention to Implement Tax Treaty Related 
Measures to Prevent BEPS, also called the Multilateral 

1　 , 27th April 2016, viewed 
4th June 2018, <http://www.china-briefing.com/news/2016/04/27/guide-
consumption-tax-china.html>

2　A brave new world in tax transparency: CRS in China, Hong Kong and Taiwan, 
International Tax Review, 28th th June 2018, <http://
www.internationaltaxreview.com/Article/3772293/A-brave-new-world-in-tax-
transparency-CRS-in-China-Hong-Kong-and-Taiwan.html>

3    , OECD, 2018, viewed 4th June 2018, <http://www.
oecd.org/tax/beps/>
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Instrument.4&5 

Despite these developments, the tax environment in 
China remains extremely complex. According to the 
World Bank’s Doing Business 2018 report, China’s 
score in “ease of paying taxes” remains mediocre, 
especially in terms of the time required to comply with 
taxes and post-filing processes, such as refunds and 
audits.6 

From the working group’s perspective, some concerns 
for the future of China’s tax environment are tax legislation 
failing to keep pace with economic development, the 
increased pressure that local authorities feel to produce 
tax revenue and the impact key performance indicators 
have on the tax administration.

Key tax updates, in 2017 and 2018, include the new 
Environmental Protection Tax Law (which went into 
effect starting 1st January 2018),7 the new regulations 
on transfer pricing,8 the new withholding tax (WHT) 
deferral treatment on dividends for foreign investment 
in encouraged sectors (announced on 21st December 
2017 and retroactively effective starting 1st January 
2017),9 and the Draft Individual Income Tax Law 
Amendment (Draft Amendment), announced on 29th 
June.10 In the light of the Draft Amendment, the working 
group welcomes the alignment of local tax practices 
with international standards, as recommended by the 
International Monetary Fund (IMF).11 However, China’s 

4   Multilateral Convention to Implement Tax Treaty Related Measures to Prevent 
, OECD, 24th th June 

2018, <http://www.oecd.org/tax/treaties/multilateral-convention-to-implement-tax-
treaty-related-measures-to-prevent-BEPS.pdf>

5　Active with the People’s Republic of China, OECD, March 2018, viewed 4th June 
2018, <http://www.oecd.org/china/active-with-china.pdf>

6   Doing Business 2018: China, World Bank, 2018, viewed 4th June 2018, <http://
www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Profiles/

7　Environmental Protection Tax Law th December 
2016, viewed 4th June 2018, <http://www.npc.gov.cn/npc/xinwen/2016-12/25/
content_2004993.htm>

8　Bulletin on the Administrative Measures for Special Tax Investigation and 
, SAT, 

17th March 2017, viewed 4th June 2018, <http://www.chinatax.gov.cn/n810341/
n810755/c2538695/content.html>

9　Notice Regarding the Provisional Deferral Treatment for Withholding Tax on 

Ministry of Commerce, 28st December 2017, viewed 4th June 2018, <http://szs.
mof.gov.cn/zhengwuxinxi/zhengcefabu/201712/t20171228_2789812.html>

10 Individual Income Tax Law Amendment (Draft) open for comments
People’s Congress, 2nd July 2018, viewed 1st August 2018, <http://www.gov.cn/
fuwu/2018-07/02/content_5302706.htm>

11 People’s Republic of China: Tax Policy and Employment Creation, IMF Country 
th March 2018, viewed 1st August 2018, <https://www.

imf.org/en/Publications/CR/Issues/2018/03/28/Peoples-Republic-of-China-Tax-
Policy-and-Employment-Creation-45765>

attractiveness to international businesses would be 
called into question if the upcoming implementation 
rules did not address some concerns regarding the 
tax treatment applicable to foreign and talented 
professionals, social security contributions, and 
housing, healthcare and schooling deductions. 

approved a cabinet re-organisation plan, the most 
ambitious in decades.12 According to the planned 
changes, national and local taxation systems will be 
merged at and below the provincial level. These newly 
integrated offices will be responsible for collecting all 
taxes and non-tax revenue, along with its administration. 
The State Administration of Taxation (SAT) will be the 

local administration.

The working group welcomes the authorities’ efforts 
to build more efficient institutions and expects a fast 
reorganisation and smooth transition so that companies 
avoid uncertainty when doing business in China. The 
working group expects that this tax administration 

by addressing the obstacles to paying taxes in China 
highlighted by authoritative institutions such as the 
World Bank.13 

Key Recommendations
1. Take Further Steps to Attract Foreign 

Investment into China

Concern 
With the Notice Regarding the Provisional Deferral 
Treatment for Withholding Tax on Distributed Profits 
used for Direct Re-investment by Foreign Investors 
( ),14 China has created a deferral 
system for dividend withholding tax (WHT) for cases 
where the dividend is directly invested into encouraged 
investment projects. While the idea is to encourage 
investment into China, this deferral system creates 

12  Institutional Reform Program, State Council, 14th March 2018, viewed 21st March 
2018, <http://www.gov.cn/guowuyuan/2018-03/14/content_5273856.htm>

13 Doing Business 2018: China, World Bank, 2018, viewed 4th June 2018, <http://
www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Profiles/

14 Notice Regarding the Provisional Deferral Treatment for Withholding Tax on 

28st December 2017, viewed 4th June 2018, <http://szs.mof.gov.cn/zhengwuxinxi/
zhengcefabu/201712/t20171228_2789812.html>



Finance and Taxation Working Group

Section Two: Horizontal Issues

57

European Business in China Position Paper 2018/2019

uncertainty and unduly burdens taxpayers and the 
tax authorities by forcing them to track long-term 
outstanding WHTs.  

Assessment
On 8th August 2017, the State Council issued the Notice 
of the State Council on Several Measures for Promoting 
Foreign Investment (State Council Document, Guofa 

),15 which, together with the previous Notice 
of the State Council on Several Measures on Promoting 
Further Openness and Active Utilisation of Foreign 
Investment 

,16 aims to improve the business environment for 
foreign investors in China. Specifically, State Council 

 has 22 specific measures to help 
achieve this goal. One of the prominent measures 
already contained within this State Council document, 
is the allowing of foreign investors to enjoy a WHT 

distributed from Chinese tax resident enterprises into 
“encouraged” projects. 

Announced on 28th December 2017, 
88, as planned in , 
allows a non-resident enterprise to obtain a deferral 
treatment for the WHT on dividends being re-invested. 
On 2nd January 2018, the SAT released its Guidance on 
the Re-Investment Dividend Withholding Tax Deferral 
Scheme, ( ),17 which 
provided guidelines for implementing 
88. 

The working group believes the new WHT deferral 
for re-investments, even though it was created for the 
right reasons, may not truly help in attracting more 
investment into China. Taxpayers may only view the 
WHT deferral as a temporary tool for delaying their tax 
payment, jeopardising the regulation’s effectiveness. 
There are several reasons for this:

 - Given the potentially long period between WHT 
deferral and potential claw-back of  the WHT upon 

15 Notice of the State Council on Several Measures for Promoting Foreign 
Investment, State Council, 8th August 2017, viewed 14th March 2018, <http://
www.gov.cn/zhengce/content/2017-08/16/content_5218057.htm>

16 Notice of the State Council on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment, State Council, 
17th January 2017, viewed 4th June 2018, <http://www.gov.cn/zhengce/
content/2017-01/17/content_5160624.htm>

17 Guidance on the Re-Investment Dividend Withholding Tax Deferral Scheme, 
, SAT, 2nd January 2018, viewed 4th June 2018, 

<http://www.chinatax.gov.cn/n810341/n810755/c3033019/content.html>

disposal of the re-investment, non-resident investors 
may find it administratively complex and hard to 
track if there is still a deferred tax liability on the 
investment and consequently they may run the risk 
of making late payments.

 -
a deferred tax payment if the potential tax cost needs 
to be accrued as a liability in overseas accounting.  

 - For strategic reasons, some foreign investors prefer 
to have different Chinese subsidiaries owned by 
different overseas entities, which is an approach not 
covered by the current WHT deferral system. 

 - For a WHT refund, tax authorities may refund WHT 
to a local entity in case preconditions for the deferral 
treatment are fulfilled but the WHT has still been 
paid. In this situation, it is unclear if the WHT refund 
could be given to an overseas investor or if it has to 
be re-invested the same way as a net dividend.

 - For encouraged re-investment in the form of a share 
acquisition, foreign exchange restrictions may apply 
to the dividend-distributing Chinese subsidiary when 
it must pay the distribution directly to the overseas 
seller of a Chinese target company. 

Consequently, the working group recommends 
replacing this with a clearer and simpler system of 
incentives to increase China’s potential for attracting 
foreign investment. The recommendations listed below 
would create incentives that are less complex than 
the current dividend WHT deferral system and would 

foreign-invested enterprises operating in China, in the 
line of the World Bank’s Doing Business 2018 report.18 

Recommendations 
Replace the WHT deferral system with a combination 
of a WHT exemption and minimum holding period for 
the shares obtained through re-investment, similar to 
the pre-conditions under the re-organisation rules of 
the Ministry of Finance’s (MOF’s) 

. 
Consider whether the preferential WHT treatment 
could be applied if the new investment comes from 

entitled to the dividends.  
Clarify unclear technical areas in a practical way, e.g. 
whether a refunded WHT has to be reinvested into 

18 Doing Business 2018: China, World Bank, 2018, viewed 4th June 2018, <http://
www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Profiles/
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the encouraged project as well.
Align the requirements for preferential tax treatment 
with foreign exchange restrictions.

 

2. Address Concerns Regarding Customs 
Valuation Rules and Authorised Economic 
Operator (AEO) Status to Facilitate 
Businesses’ Routine Operations

Concern
The rules of the General Administration of Customs 
(GAC) for customs valuation of dutiable items do not 
provide specific cases for reference, which generates 
uncertainty for taxpayers and potentially leads to 
disputes with the authorities. Additionally, a relatively 
small fine imposed as a consequence of minor non-
compliance cases can result in the loss of AEO 

routine operations.

Assessment
a) Custom Valuation Rules
On 25th December 2013, the GAC issued the Measures 
on Determination of Dutiable Value for Imports and 
Exports ( ), which determines the 
customs valuation adjustments on royalty payments and 
various non-trade payments.19 According to 

, when customs authorities determine the dutiable 
values of imported goods on the basis of transaction 
prices, an adjustment is made to the dutiable price by 
including any royalties that meet certain criteria outlined 
in the dutiable value – this causes the payable import tax 
and VAT to rise. However, as of 2018, 

 still generates uncertainties for taxpayers.    

 states that any royalties paid 
under a licensing agreement are deemed as non-
dutiable, provided that either of the following criteria are 
met:

Royalties are not related to imported goods. 
Royalties do not constitute a sales condition for 
imported goods. 

on intellectual property rights (IPR), which are related to 
imported goods, and are considered dutiable if they are 
as follows:

Imported goods that consist of IPR. 

19 Measures on Determination of Dutiable Value for Imports and Exports, Order 
, GAC, 25th December 2013, viewed 4th June 2018, <http://www.

customs.gov.cn/publish/portal0/tab49660/info688746.htm >

Imported goods that are produced by using IPR.
Imported goods that are specifically designed or 
produced to apply for IPR. 

For the second criterion, there are several ways royalty 
payments are considered a precondition for the sale of 
imported goods:

If the imported goods cannot be purchased without 
paying royalties.
If the imported goods cannot be delivered according 
to the terms of the contract without paying royalties.

As such, for multinational businesses around the 
world, the basis for royalty payments can be derived 
by subtracting intercompany purchases from revenue 
(the royalties paid in each market are for onshore 
manufacturing activities). Although these criteria are 
principally adopted by the World Trade Organization 
(WTO), Chinese customs authorities have in certain 
cases adopted a broader interpretat ion of the 
GAC’s  and have disregarded 
any technologies that are required for onshore 
manufacturing and other commercial arrangements. 
The working group encourages the GAC to align with  

of commercial arrangements for transfer pricing purposes. 
Such an approach would help the GAC to mitigate risks 
that stem from customs non-compliance.

Additionally, as disputes between taxpayers and the 
authorities increase, the working group recommends 
the GAC to issue a list of reference cases for Order 

 to clarify any ambiguity and facilitate 
taxpayers’ assessment. 

b) AEO Status

(WCO’s) Framework of Standards to Secure and 
Facilitate Global Trade (SAFE Framework) as, “A 
party involved in the international movement of goods 
in whatever function that has been approved by or 
on behalf of a national customs administration when 
complying with WCO or equivalent supply chain security 
standards”.20 This concept, which originally appeared in 
The Community Customs Code, issued by the European 
Union Council,21 is one of the core areas found in 

20 Framework of Standards to Secure and Facilitate Global Trade, WCO, June 
2005, viewed 5th June 2018, <http://www.customs.gov.cn/publish/portal0/
tab34180/module77917/info65884.htm>

21  The Community Customs Code, EU Council, 12th October 1992, viewed 5th June 
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the SAFE Framework. In the AEO system,22 customs 

additional competitiveness and effectiveness in the 
facilitation of the international supply chain by reducing 
customs clearance lead time and cost. The AEO 

credit system and customs authorities could use it to 
reduce any conflict that may arise between customs 
supervision and trade facilitation.

For the AEO certification application, the GAC uses 
similar measuring standards as the SAFE Framework, 
such as analysing a company’s internal control 

an enterprise is found comprehensively capable. 

The working group is concerned about one of the 
reasons a business can lose AEO certification, stated 
in the GAC’s Announcement on Criteria of Certified 
Enterprises of Customs Administration (Announcement 

.23 According to this announcement, “The 
importer of record has not been penalised with a fine 

of Customs’ regulation for a single case within a year; 
at the same time, the total fine should not exceed 

not exceed either five times or 0.1 per cent of the 

imposed by customs after the enterprise self-disclosure 
is excluded)”. This standard clearly states that any 
enterprise will be downgraded and will lose its AEO 

consequence of minor non-compliance can result in the 

impact their daily operations.

This rule has prompted renewed interest in operational 

particularly exposed, due to their large trade volumes, 
when the aforementioned penalty standards are directly 
connected with import shipment valuation. Indeed, 

22 , GAC, January 2015, viewed 5th June 

939.pdf>
23 

, GAC, 18th 

th June 2018, <http://www.customs.gov.cn/publish/
portal0/tab49661/info724300.htm>

to minor non-compliance cases. 

Given that this regulation introduces a percentage of 
accurate import declarations as one of the standards 

when the fine is considered getting downgraded. This 
might be done by setting up a common percentage for 
every company, or by applying different criteria as a 
function of trade volume.

Recommendations 
Issue reference cases on the dut iable i tem 

Consider economic and commercial arrangements 
for the customs valuation of dutiable items.
Introduce penalty criteria for a downgraded AEO 
status that is proportional to the yearly actual value 
of import and export declarations.
Allow companies to preserve their AEO status and 
customs rating without suspension or downgrading 
by paying extra duty and import taxes, except for 
non-compliance cases related to smuggling, when 
underpaid duty and import taxes do not exceed a 

3. Further Implement VAT Reform

Concern
In order to be more in line with international norms, 
further changes to China's indirect tax system are 
needed.

Assessment
Overall, VAT reform has resulted in positive outcomes 
for businesses in the service sector. The Chinese 
experience will certainly be a valuable case study in tax 
implementation for global tax authorities. 

In order to clarify VAT policies, Chinese policymakers 
have issued several circulars such as the Notice on 
Fully Expanding the VAT Pilot Program (

).24

explained below. In addition, as noted in last year’s 

24 , MOF 
and the SAT, 23rd March 2016, viewed 2nd May 2018, <http://www.chinatax.gov.
cn/n810341/n810755/c2043931/content.html>
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there are still some confusing aspects of the VAT roll-
out that need to be addressed by policymakers. 

a)  Convergence of multiple VAT rates and pieces of 
VAT legislation
China’s VAT system has three different VAT rates 
(six per cent, 10 per cent and 16 per cent)26 and two 
levy rates (three per cent and five per cent). The 
application of multiple VAT rates obviously increases 
the complexity for businesses – especially when similar 
services are subject to VAT at different rates. A typical 
example occurs in the transportation services sector 
where these services are subject to 10 per cent VAT, 
but ancillary services (such as logistics) are subject to 
six per cent VAT. Multiple VAT rates create confusion 
among stakeholders and may lead to an economy-wide 
distortion of consumer behaviour.

Chinese policymakers have recognised the necessity 
of reducing the number of applicable VAT rates. The 
working group welcomes the removal of the former 
13 per cent rate, effective on 1st July 2017. Moreover, 
in the interests of modernising China’s VAT system 
and enacting more formal VAT legislation in the near 
future, it is expected that the Chinese policymakers will 
gradually reduce the number of VAT rates to emulate 
modern international VAT regimes. While pleased to 
observe that in the Government Work Report 2018 
Premier Li Keqiang announced plans to consolidate 
the existing three VAT rates down to two,27 the 
working group would like to suggest that the business 
community be consulted before formulating the two 
new VAT rates. Generally speaking, after the original 
policy governing VAT was adopted in 2012,28 a low VAT 
rate should have been applied to non-capital intensive 
service sectors while a higher VAT rate could have 
applied to the sale of goods and the provision of capital 

25 , European Union 
Chamber of Commerce in China, 2017, pp. 60–62, viewed 1st May 2018, 
<http://www.europeanchamber.com.cn/en/publications-archive/560/European_
Business_in_China_Position_Paper_2017_2018>

26 , MOF and the SAT, 4th 
April 2018, viewed 1st May 2018, <http://www.chinatax.gov.cn/n810341/n810755/
c3377945/content.html> 

27 Government Work Report 2018, State Council, 5th March 2018, viewed 4th June 
2018, <http://www.gov.cn/zhuanti/2018lh/2018zfgzbg/zfgzbg.htm >

28 “Capital intensive type businesses” (e.g., transportation, telecommunication) 

businesses” (e.g., consulting), due to the fact that salary and staff costs would 
make up a significant portion of the business costs and no input VAT credit 
would be available from these costs, these types of businesses would be subject 

intensive services. 

b)  Zero-rating concession for cross-border services
VAT neutrality in cross-border trade is achieved by 
applying the destination principle, i.e. that tax should be 
collected in the country where the service is consumed. 
The current Chinese VAT place of supply rules appear to 
be much wider than international norms. The place would 
be in China if either the service provider or recipient is 
located in China. While few cross-border services are 
zero-rated under VAT regulations,29 including offshore 
outsourcing services, research and development (R&D) 
services, and broadcasting services, most cross-border 
services are exempt. Consequently, VAT is effectively 
borne by the domestic supplier on their inputs, in violation 
of the destination principle.

Moreover, the claiming of zero-rating in China is a very 
complex and administratively cumbersome process. 
It also requires approval by multiple government 
agencies, depending on the type of services that are 
provided. For example, those that apply for zero-
rating offshore outsourcing services must obtain the 
approval of the Ministry of Commerce (MOFCOM), 
while those claiming zero-rating for R&D services must 
obtain approval of the Scientific and Technological 
Commission. The administrative practices of tax 
authorities differ from province to province and the 
approval schedules are not coordinated among different 
government agencies. It turns out that, in practice, the 
zero-rating concession for designated cross-border 

tax authorities deny the zero-rating concession with no 

The working group hopes that policymakers will further 
expand this concession to additional cross-border 
services and towards the application and enforcement 
of the destination principle. Approval processes should 
also be simplified. These measures would enhance 
Chinese service providers’ competitiveness, especially 
when compared to jurisdictions where there is no VAT 
(e.g. Hong Kong) or where the exportation of services 
enjoys a VAT and goods and services tax refund via 
zero rating (e.g. Singapore and Australia). The working 
group believes that expanding the VAT concession to 
additional cross-border services will further promote the 

29  The zero-rating concession means that a taxpayer does not pay VAT on the 
services it performs but is entitled to full input VAT credits for the related 
expenses it incurs.
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ongoing transformation of China’s tax system from an 
indirect tax towards a direct tax.

c)  Export of services
Under the VAT regime, the export of services is 
generally exempt if services are fully consumed 

services. The working group would like to point out to 
Chinese policymakers that, according to the OECD 
VAT Guidelines, any service should be taxed in the 
jurisdiction where it is consumed. 

To qualify for VAT exemption, the regulations stipulate 
that services must be “fully consumed outside of 
China”.30 The working group acknowledges that the 
recipient of the service should be located outside China 
and that services should not be related to goods and 
real estate inside the country. However, it is unclear 
whether the relationship between exported services, 
and Chinese goods and real estate shall be regarded 
as directly and/or indirectly related. The lack of 
relevant guidance creates uncertainty for businesses. 
The working group suggests the SAT further clarify 
these uncertainties and issue a formal notice stating 
that indirect services, at the very least, qualify for the 
exemption.

d) Practical difficulties with VAT rules for foreign 

Since 1st

to VAT. The VAT rules set in the MOF's and the SAT’s 
Notice on Fully Expanding the VAT Pilot Programme 
( ),31 and subsequent circulars, 

32 and how 

institutions, businesses and operations. This is the case 
for the Notice on the New VAT Rules Applicable to the 

30 , MOF 
and the SAT, 23rd March 2016, viewed 5th June 2018, <http://www.chinatax.gov.
cn/n810341/n810755/c2043931/content.html>

31 
, MOT and the SAT, 29th April 2016, 

viewed 5th June 2018, <http://www.chinatax.gov.cn/n810341/n810755/c2111190/
content.html>

32 Supplementary Notice on VAT Policies for Interbank Dealings of Financial 
, MOF and the SAT, 30th June 2016, viewed 5th 

June 2018, <http://www.chinatax.gov.cn/n810341/n810755/c2202213/content.
html>

Newly Transitioned Sectors ( ),33  

behind certain VAT treatments that are applicable to the 
financial sector, especially in asset management, but 
ignores the case where the asset manager is a foreign 

The working group would like to highlight the importance 

the rules are applied coherently to both domestic and 

e)  Export of goods from Free Trade Zones (FTZs)
A sale of goods without overseas goods flow is 
deemed exportable if delivered to a Customs Special 
Supervision Area (CSSA) or they are sold to a foreign 
or Chinese entity registered in a CSSA.34   

Domestic suppliers having deemed exports can enjoy a 
VAT export refund. While a number of FTZs are created 
to help facilitate business, the conditions of deemed 
exports have become an obstacle for entities registered 
in FTZs, as FTZs are excluded from CSSAs. 

Given the business model for exporting goods is in 
conformity with the export VAT refund principle, the 
working group appreciates that restrictions on deemed 

as well. 

Recommendations
Continue reducing the number of VAT rates from 
three to two. 

of supply.
Expand the scope of zero rating and ease the 
administrative requirements on zero-rating applications, 

of ‘fully consumed outside China’, particularly with 
regard to ‘services unrelated to goods and real estate 
in China’. 
Consider treating foreign financial institutions fairly 

33 Notice on the New VAT Rules Applicable to the Newly Transitioned Sectors, 
, MOF and the SAT, 21st December 2016, viewed 

5th June 2018, <http://szs.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/
t20161221_2494189.html>.

34  Notice on the VAT and Consumption Tax Rules of Exported Goods and Services, 
, MOF and the SAT, 25th May 2012, viewed 1st January 

2018, < http://www.dl-n-tax.gov.cn/pop/20120907/2012-39.html>.



Finance and Taxation Working Group

Se
ct

io
n 

Tw
o:

 H
or

izo
nt

al
 Is

su
es

62

when issuing the VAT rules, given their intrinsic 
particularities.
Relax the restrictions on the condition of deemed 
exports to include entities registered in FTZs.

4. Release the Potential of R&D and Innovation

Concern
Creating and optimising R&D incentives, such as 

status, for businesses is needed to further transform 
China into a global innovation hub.

Assessment
The following proposals are intended to optimise tax 
incentives for R&D activities in China.

a) Relax the requirements on ownership of core IPR 
for preferential tax treatment
Since the new Corporate Income Tax Law went 
into effect on 1st January 2008,35 the government 
has launched a series of preferential tax policies to 

upgrading of existing industrial infrastructure and 
accelerate the transformation of China's economic 
model. Preferential tax policies have significantly 
reduced the burden of taxpayers and improved their 
market competitiveness.

only obtained the right to use core technologies through 
licensing agreements with their parent company, 
without actually having ownership. Currently, this makes 
them ineligible for tax incentives that are dependent on 
core IPR ownership, unless these legal entities obtain 
exclusive rights for the use of core IPR. 

In order to optimise global industrial production and 
supply chains, companies should be allowed to 
manage their core IPR in a flexible and economical 
manner, including non-exclusive licences. International 
businesses often grant technology licences to non-

These IPR allow local companies to use the most 

progress in reducing their impact on the environment. 
Consequently, the working group advocates for relaxing 

35 Corporate Income Tax Law of the People’s Republic of China, State Council, 
16th March 2007, viewed 4th June 2018, <http://www.gov.cn/flfg/2007-03/19/
content_554243.htm>

requirements on receiving tax incentives that depend 
on the ownership of core IPR and grant preferential tax 

core IPR.

b) Corporate income tax (CIT) incentives for entrusted 
R&D activities 
Entrusted R&D act iv i t ies provide employment 
opportunit ies for many Chinese scient ists and 
engineers. Participants contribute to improving 

international R&D teams. Additionally, funds used in 
these projects help to save money for local enterprises 
and relieve financial pressure, as they are mainly 
provided by overseas entrusting companies. Therefore, 
the working group believes that CIT incentives for 

should be provided. 

c) Expand the scope of accelerated depreciation 

by HNTEs for operational purposes.
A series of tax regulations have been issued since 
September 2014 by the MOF and the SAT to help 
implement the new FA accelerated depreciation policy 
(New Policy).36 The New Policy expands the scope of 
FA for the purpose of applying ADMs, underneath the 
Corporate Income Tax Law, to CIT deductions. It is 
expected that by doing so, relevant companies’ cash 

technology industries will increase. 

Pursuant to the New Policy, all FA acquired on or 
after 1st January 2014, by enterprises in six specified 
industries, and on or after 1st January 2015, in another 
four specified industries may be depreciated when 
using ADMs.37&38 However, as the New Policy states, 

industries, the ADMs only apply to FAs that are used for 
R&D activities rather than for operational purposes.

Further expanding the scope of the New Policy to 

36 Notice on Accelerated Depreciation of Fixed Assets to Improve Corporate Income 
, SAT, 20th October 2014, viewed 4th June 2018, 

<http://www.chinatax.gov.cn/n810341/n810755/c1260992/content.html>
37  Ibid.
38 

manufacturing; railway, shipping, aerospace and other forms of transportation 
equipment manufacturing; computer, communications and other electronic 
equipment manufacturing; instrumentation manufacturing; and information 
transmission, software and information technology service industries. The other 
four industries are light industry, textile, machinery and automobiles.
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increase spending on R&D, to propel individual and 
corporate innovation, and to improve consistency 
when it comes to attracting foreign investment and 
technology.

Recommendations

the use right of core IPR to local enterprises.
Encourage entrusted R&D activities by granting CIT 
incentives.
Further expand the scope of ADMs to include FA 

5. Modernise Tax Rules for Corporate Re-
organisation

Concern 
Although China has a broad framework of rules regarding 
corporate re-organisations, certain rules are too restrictive 
for business practices by foreign investors and may 
not allow for reorganisations, which are nevertheless 
commercially necessary. 

Assessment
The MOF's Notice on Enterprise Income Tax Treatment 

39 
and Notice on Issues Concerning the Enterprise 
Income Tax Treatment for Promoting Enterprise 

40 and the SAT's 
Announcement Regarding Certain Corporate Income 
Tax Matters on Indirect Transfer of Properties by Non-

41 list a number of restructuring scenarios, such as 
mergers, splits, and asset and equity transfers, where 
tax neutrality can be achieved. However, this is not an 

the different ‘reasonable’ ways one would restructure. 
The following are examples not covered by these 
pieces of legislation:
 - Certain commercial ly driven reorganisations 

may face challenges when dealing with local tax 

39 Notice on Enterprise Income Tax Treatment of Enterprise Re-organisation, 
, MOF, 30th April 2009, viewed 4th June 2018, <http://www.

chinaacc.com/new/63_67_/2009_5_7_ha4164794017590021750.shtml>
40 Notice on Issues concerning the Enterprise Income Tax Treatment for Promoting 

, MOF, 25th December 2009, 
viewed 4th June 2018, <http://www.chinatax.gov.cn/n810341/n810755/c1451490/
content.html>

41 Announcement Regarding Certain Corporate Income Tax Matters on Indirect 

, SAT, 3rd February 2015, viewed 4th June 2018, <http://www.chinatax.gov.
cn/n810341/n810755/c1491377/content.html>

authorities. For instance, the merger of Chinese 
enterprises (owned by a foreign investor), the 
merger of a Chinese subsidiary with a Chinese 
parent company (upstream) or the merger of a 
Chinese parent company with a Chinese subsidiary 
(downstream).

 - Chinese reorganisation rules allow for a prolonged 
shareholder chain by providing a share contribution 
in return for new shares, but do not allow for the 
possibility that one would shorten the shareholder 
chain.

 -
proper commercial reason for the transaction would 
be acceptable to tax authorities and the little, if any, 
clarification on this comes years later when a tax 
audit takes place. 

 - For the indirect transfers of shares, it is unclear how 
China’s capital gains tax would result in a step up 
of investment cost and how this would could affect 
future direct or indirect transfers. 

 - It is also unclear how Chinese contributions to capital 
gains should be assessed in a situation where there 

Recommendations 
Clarify the scope of tax deferred reorganisations 
found in the introduction of the MOF’s 

 
Allow for more flexible tax-deferred, cross-border 
share transfers to effectively shorten the overseas 
shareholder chain or to transfer shares to an 
indirectly wholly-owned subsidiary. 
Provide clearer guidance and criteria to tax authorities 
on how to assess what constitutes “proper commercial 
reasons” for reorganisation under special tax 
treatment.  
Label the recording of taxes paid / capital gains, that 
were realised from an indirect transfer, as increased 
cost basis within the next transfer in the context of 

. 
Elaborate on how to calculate China’s relevant 
capital gain within an overall transaction price as it 
pertains to . 



Finance and Taxation Working Group

Se
ct

io
n 

Tw
o:

 H
or

izo
nt

al
 Is

su
es

64

Abbreviations
ADM   Accelerated Depreciation Method
AEO   Authorised Economic Operator

CIT   Corporate Income Tax

CSSA  Customs Special Supervision Area
FA   Fixed Assets
FIE   Foreign-Invested Enterprise
FTZ  Free Trade Zone
GAC   General Administration of Customs

IMF  International Monetary Fund
IPR  Intellectual Property Rights

MOF   Ministry of Finance
MOFCOM  Ministry of Commerce
OECD   Organisation for Economic Co-operation   
  and Developmet
R&D   Research and Development
SAT   State Administration of Taxation
VAT   Value-Added Tax
WCO   World Customs Organization
WHT  Withholding Tax
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Human Resources Working Group

Key Recommendations
1. Enhance Workforce Flexibility

 Relax the restrictions on labour dispatch to allow employers to hire based on business needs. 
 Introduce measures regulating employers’ disputes when workers are hired under part-time and 

full-time contracts simultaneously.
 Grant more flexibility to employers in employment and termination processes, and consistently 

implement this policy across China. 
 Facilitate visa renewal for foreign employees that are looking to change career paths.

2. Adapt Social Insurance and Individual Income Tax Systems to Take 
into Consideration an Individual’s Circumstances
 Tailor social insurance costs and tax exemptions to employees’ social and familial situations. 
 Distribute social security costs equally for part-time employees working for multiple companies, 

according to several factors such as income or time spent with each company.
 Adjust policies on pension and unemployment funds for foreign employees by implementing 

3. Simplify Visa and Work Permit Procedures and Relax Requirements 
on Acquiring a Visa
 Raise the legal working age of non-A-level foreign employees that work in China, to align with 

international standards.

 Provide information on updated visa and work permit policies in English in a timely manner.
 Reduce the approval period for visas and optimise approval procedures when foreign workers 

change employer.
 Treat dependent residence permit applications from heterosexual and homosexual married 

couples equally.
 Simplify the immigration practice China-wide and make foreign registration with the local police 

valid residence permit.

4. Support the Development of Practical Knowledge and Soft Skills in 
the Education System
 Encourage universities and enterprises to provide students and employees the hard and soft skills 

training required by a changing market.

to university students. 
 Develop the vocational education system by building joint programmes with companies in order for 

students to develop the skills they need when entering the job market.
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5. Implement a Fairer System to Employ and Include People with Disabilities
5.1  Support Companies in their Efforts to Hire and Include Employees with Disabilities
 Establish a transparent recruitment system that includes people with disabillities. 
 Facilitate access to proper educational and professional training for people with disabilities in order 

for them to be more involved in companies’ daily business operations.
5.2 Improve the Transparency of the Fund
 Implement the new policies proposed by Premier Li Keqiang on the collecting of contributions to 

the Fund.
 Adopt a more transparent approach to the collection and use of the Fund.

Introduction to the Working Group
The function of human resources (HR) is to improve 
a company’s operations and productivity by helping 
a company to effectively utilise their workforce. HR 
departments were traditionally expected to play a 
facilitative role in corporate social responsibility, 
sustainability and workplace ethics. However, HR 
management has recently adopted a more strategic, 
future-orientated approach, expanding their duties 
within an organisation. With the accelerating pace 
of technology and changes to the socio-economic 
and demographic makeup of Chinese society, HR 
departments have had to adapt to a work environment 
where employees’ skills have a limited shelf life. 
Successful organisations are more adaptive, resilient 
and quick to change direction. HR management should 
adopt a similar strategy and plan for what is to come 
while remaining competitive today. This is achieved by 
recruiting, retaining and providing relevant training to 
employees in order to better meet the company’s long-
term business objectives.

During the 19th Party Congress, President Xi Jinping 
stated:

"It is imperative that we develop a modernised 

growth through reform. We need to raise total factor 
productivity and accelerate the building of an industrial 
system that promotes coordinated development of the 
real economy with technological innovation, modern 

1 

The European Chamber’s Human Resources (HR) 
Working Group is currently active in Shanghai, with 

China (Guangzhou and Shenzhen). The working group 
is composed of HR professionals from European 
multinational corporations and small and medium-sized 
enterprises (SMEs) involved in a variety of industries. 
The working group represents European companies 
employing hundreds of thousands of people who 
contribute to social security funds and tax receipts, as 
well as HR service providers across China. 

The Human Resources Working Group provides a 
platform for exchanging information, experiences and 
best practices among member companies, as well as to 
promote awareness of HR- and labour-related issues. 
The working group regularly organises events and 
facilitates training sessions to share with members their 
acquired knowledge and expertise.

Recent Developments
Implementation of the Measures for Enterprise Annuities 
On 18th December 2017, the Ministry of Human 
Resources and Social Security (MOHRSS) and the 
Ministry of Finance (MOF) issued the new Measures for 
Enterprise Annuities (Measures),2 which came into effect 

1　 Full text of Xi Jinping's report at 19th CPC National Congress, China Daily, 4th 
th May 2018, <http://www.chinadaily.com.cn/china/19t

hcpcnationalcongress/2017-11/04/content_34115212.htm>
2　 China Employment Law Update March 2018, Bird & Bird, March 2018, viewed 

10th May 2018, <https://sites-twobirds.vuture.net/22/3450/march-2018/bird-
and-bird-frontline-china-employment-law-update-mar-2018.asp?sid=4adb14ab-
d3f5-4599-9cae-5a90e835b937>
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on 1st February 2018.3 The new Measures introduced 
Tentative 

Measures for Enterprise Annuities,4 including a 
reduction of the upper limits on fees paid by enterprises, 
the relaxation of entitlement requirements, the adding 
of additional channels for receiving enterprise annuities 
and the expansion of existing measures’ scope. The 
working group gladly welcomes the new Measures that 
echo recommendations made in the Human Resources 

5  

New Measures Issued to Lower Enterprise Costs
On 4th April 2018, the State Council executive meeting 
decided to take measures to further lower enterprise 
costs.6 The interim policy of reducing enterprises’ 
payment rates for employees’ pension insurance, 
unemployment insurance and employment injury 
insurance will be extended to 30th April 2019, and 
similar policies on public housing accumulation funds 
will be extended to 30th April 2020. Starting 1st May 
2018, eligible regions might lower work-related injury 
insurance premium rates by another 20 or 50 per cent. 
The disabled employment security fund payable by 
employers will also be reduced, from a maximum of 
300 per cent of the average local social salary to 200 
per cent. The working group also welcomes these 
measures and hopes that more measures will be taken 
in the future to lower enterprise costs.

The Implementation of R-visas 
On 9th January 2018, the State Administration of 
Foreign Experts Affairs (SAFEA), the Ministry of Foreign 
Affairs and the Ministry of Public Security (MPS) jointly 
published the Implementation Measures for Foreign 
Talent Visa System (Measures).7 The Measures 

2013 Administrative Regulations on Entry and Exit 

3　 Measures for Enterprise Annuities, MOHRSS, 18th December 2017, viewed 10th 
May 2018, <http://www.mohrss.gov.cn/gkml/zcfg/gfxwj/201712/t20171222_284833.
html>

4　 Tentative Measures for Enterprise Annuities, MOHRSS, 31st December 
2004, viewed 10th May 2018, <http://www.mohrss.gov.cn/shbxjj jds/
SHBXJDSzhengcewenjian/200412/t20041231_83954.html>

5　 , 19th September 2017, viewed 8th 
May 2018, <http://www.europeanchamber.com.cn/en/publications-archive/539/
Human_Resources_Working_Group_Position_Paper_2017_2018>

6　 The State Council on Reducing Fees for Enterprises, MOHRSS, 4th April 
2018, viewed 10th May 2018, <http://www.gov.cn/xinwen/2018-04/04/
content_5279906.htm>  

7　 Notice of the MPS, the Ministry of Foreign Affairs of the State Administration 
of Foreign Affairs on the Issuance of Measures for the Implementation of the 
Foreign Talent Visa System, SAFEA, 28th st May 
2018, <http://www.safea.gov.cn/content.shtml?id=12750108>

of Foreigners, is.8 It is designed for “high-level skilled 
personnel required by China” and for “specialists 
urgently needed”. It will serve as an improved business 
visa with perks only available to A-level talent. If 
successfully obtained, an R-visa may offer its holder 
more convenience while travelling, compared to the 
current M-visa. In the past, high-level talent frequently 
visiting China had to repeatedly apply for a business 
visa with limitations on its validity and number of times 
they could enter the country. Furthermore, if foreign 
talent intends to work in China later on, after being on 
an R-visa they will be able to more easily obtain work 

are listed as the first pilot regions to implement the 
Measures. The Human Resources Working Group 
welcomes this development and recommends that the 
Measures be extended, at least to some extent, to non-
A-level talent that represent the majority of today’s 
foreign workforce and contribute to China’s growth.

Newly Formed HR-related State Administrations
On 17th

State Council Institutional Reform 
Plan of 2018 which led to massive restructuring of 
the Chinese Government.9 Two newly-established 
departments, the State Medical Security Administration 
(SMSA) and the State Immigration Administration (SIA), 
are of particular relevance to the working group. 

The SMSA will be directly under the State Council and 
will be responsible for "formulating policies, plans and 
standards on healthcare systems in terms of medical 
insurance, maternity insurance and medical assistance, 
and ensuring their implementation." The new agency 
will take over certain functions from the Ministry of Civil 

and Family Planning Commission.10

The SIA will be responsible for "coordinating and 
formulating immigration policies and their implementation, 
border control,  administering fore igners '  s tay, 
management of refugees, taking the lead in coordinating 
the administration of foreigners who illegally enter, 

8　 Foreigner Entry-Exit Regulations, the Central People’s Government of the 
People’s Republic of China, 12th July 2013, viewed 10th May 2018, <http://www.
gov.cn/zwgk/2013-07/22/content_2452453.htm>

9　 The State Institutional Reform Plan of the State Council, State Council, 17th March 
2018, viewed 19th April 2018, <http://www.gov.cn/guowuyuan/2018-03/17/
content_5275116.htm>

10　Ibid.
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stay or are employed in China, and the repatriation of 
illegal immigrants." It will also take over the exit-entry 
administration and immigration inspection functions of 
the MPS.11 

The Human Resources Working Group hopes the newly 
created bodies will take the following recommendations 
into account when formulating new policies or adjusting 

retain foreign talent needed by China.

Key Recommendations
1. Enhance Workforce Flexibility

Concern
In the context of an increasingly fast-paced work 
environment, companies face difficulties in dismissing 
employees and employing a workforce on a more 

Assessment
According to the European Business in China Business 
Confidence Survey 2018, respondents consider rising 
labour costs to be the top HR challenge for European 
companies in China.12 Outsourcing labour would be an 
effective solution to this issue. However, current policies 
regulating dispatched labour are capped at 10 per cent 
of the total workforce which makes outsourcing labour a 

13  

Although current regulations do not forbid employees 
from signing full and part-time contracts at the same 
time, there is currently no legal framework in place to 
regulate disputes between employers if this were to 
take place. Introducing such a measure would protect 

employees. 

Workforce flexibility is easier to realise today with 
recent strides in information technology (IT) and cloud 

11　China Employment Law Update April 2018, Bird & Bird, April 2018, viewed 10th 
May 2018, <https://sites-twobirds.vuture.net/22/3610/april-2018/bird-and-bird-
frontline-china-employment-law-update-apr-2018.asp?sid=d7957e25-87ac-
4267-abae-d4227a9b24e0>

12   European Business in China Business Confidence Survey 2018, European 
Union Chamber of Commerce in China, 2018, viewed 20th June 2018, <http://

13   Interim Revisions on Labour Dispatch, MOHRSS, 26th January 2014, viewed 1st 

May 2018, <http://www.mohrss.gov.cn/gkml/xxgk/201401/t20140126_123297.htm>

computing.14 This provides workers with the possibility 
of undertaking tasks outside of the traditional workplace, 
while possibly looking after their family members, which 
increases their overall productivity.  

To safeguard employees’ interests, the current 
Labour Contract Law sets stringent rules for contract 

are renewed for a second time, the employee has the 
right to request an open-term labour contract with the 
employee. The termination of an open-term labour 

the current regulation. In addition, the implementation 
of these rules by authorities is inconsistent across 
China,15 causing unfairness in the labour market. For 
these reasons, the working group sees the need to 
ease current policies that regulate employee dismissal, 
in order to lower employment costs and raise the 
employment rate. 

Additionally, the notice period required for employees 
to terminate their contracts amounts to 30 days. Some 
local rules provide for longer periods, but their validity 
is unclear. A 30-day period for notifying the employer 
is often too short for companies to find a suitable 

should be increased nationwide and based on several 
factors, including the seniority level of the employee 
leaving the company. 

with regard to foreign workforce employmennt. 
Working group members report that foreign employees 
exploring job opportunities outside of their current 

their visas, but do not face obstacles when looking 
for positions that require the same hard skills as their 
previous occupation. 

This demonstrates that hard skills are much more 
valued than soft skills in China. However, the Future of 
Jobs report, conducted by the World Economic Forum,16 
found that skills related to cognitive ability, such as 
critical thinking and problem-solving, will be among the 

14  
NetEase News, 26th December 2016, viewed 1st May 2018, <http://news.163.

15   Labour Contract Law of the People's Republic of China, the Central People’s 
Government of the People’s Republic of China, 29th June 2007, viewed 7th May 

16   Preparing for the Future of Work, World Economic Forum, 2018, viewed 8th May 
2018, <https://www.weforum.org/projects/future-of-work>
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most in-demand by 2020. Research also shows that 
striving for something that is interesting to the employee 
dramatically increases their workplace performance.17  
Therefore, helping talented workers pursue a career 
that appeals to them, even if it is not consistent with 

companies and the economy as a whole.

Recommendations

employers to hire based on business needs. 

when workers are hired under part-time and full-time 
contracts simultaneously.

and termination processes, and consistently 
implement this policy across China. 

looking to change career paths.

2. Adapt Social Insurance and Individual 
Income Tax (IIT) Systems to Take 
into Consideration an Individual’s 
Circumstances 

Concern
The current social security framework does not 

companies feel obliged to financially compensate 
workers in other ways to make up for this failing. 

Assessment
In June 2017, Xu Shanda, former deputy head of the 
State Administration of Taxation (SAT), stated the 
importance of reducing the social insurance payment 
rate from the current 40 per cent to 20–30 per cent.18 
China is also among the 20 countries with the highest 
personal IIT, placing heavy burdens on both employers 
and employees, and increasing the cost of labour. 
This has a particularly negative impact on SMEs, as 
it affects their productivity and ability to attract talent. 
For instance, in Shanghai, the average 2018 salary 

maximum and minimum contributions to social security, 

17  Grit: Psychologist, Author Angela Duckworth Explains the Science Behind 
Success, Elon University, 5th April 2018, viewed 8th May 2018, <https://www.
elon.edu/e-net/Article/160637>

18  Xu Shanda: The Tax Needs to Continue to Adjust VAT is Still Not Fully 
Standardised, Caijing.com.cn, 17th June 2017, viewed 7th May 2018, <http://
economy.caijing.com.cn/20170617/4286564.shtml>

st April 2018.19 This raises 
social security costs for companies and makes China 
less attractive to foreign investment. 

Social security regulations often fail to adapt to the 
employee’s social and familial background. Current 
regulations do not take into consideration the size 
of a worker’s family, nor how many of them need 

20 Similarly, methods for calculating IIT 
exemptions should be revised to take into account the 
worker’s familial situation. Fairer treatment should also 
be extended to foreigners, such as giving employers 
tax breaks (e.g. private health insurance premiums for 
employees, premiums to overseas pensions systems, 
or tuition fees for foreign-run schools unable to offer 
fapiao) similar to governmental social insurance. This 
could be an interesting incentive to foreign employees, 
while at the same time it would make China more 
attractive as a work location. This type of tax break is 
already operational in several countries. In Germany, for 
instance, housewives are covered by their husbands’ 
social security funds. The working group recommends 
considering such best practices from abroad.

Part-time employees working for multiple companies 
are also subject to social insurance. However, 
social security costs are not fairly distributed among 
employers. Only one of the employers covers the 
employee’s social insurance.21 Therefore, in an attempt 
to ease the regulatory burden, especially on SMEs, 
changes must be made to distribute costs among 
employees, based on the amount of time spent at the 
company. 

Foreign employees are required to also pay for 
unemployment and pension insurance. However, 
current policies in many cases do not allow for 
retired or unemployed foreigners to reside in China. 
While bilateral agreements between China and 
several European countries regulate pension and 
unemployment insurance, a large portion of foreign 
employees does not benefit. The Human Resources 
Working Group suggests that the MOHRSS adjusts the 

19   China Employment Law Update April 2018, Bird & Bird, 25th April 2018, viewed 
7th May 2018, <https://www.twobirds.com/en/news/articles/2018/china/china-
employment-law-update-april-2018>

20  Social Insurance Law of the People’s Republic of China, MOHRSS, 25th 

June 2015, viewed 7th May 2018, <http://www.mohrss.gov.cn/gjhzs/

21   Views on Part-Time Employment, The Central People’s Government of the 
People’s Republic of China, 30th May 2003, viewed 7th May 2018, <http://www.
gov.cn/gongbao/content/2003/content_62263.htm>
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retrieval of unemployment and pension funds. When 
retrieval is not possible, it is recommended to put in 
place regulations to allow foreigners to stay in China 
for a period of time that corresponds to the amount of 
funds deposited. This would allow foreigners to look for 
new employment opportunities, while putting their funds 
to use. It is in the country’s interest to retain top foreign 
talent by helping them to be more flexible in their 
professional life. 

Recommendations

employees’ social and familial situations. 

time employees working for multiple companies, 
according to several factors such as income or time 
spent with each company.

for foreign employees by implementing specific 
regulations for those funds’ retrieval and deployment. 

3. Simplify Visa and Work Permit 
Procedures and Relax Requirements 
on Acquiring a Visa

Concern
With the adoption of the new foreigners’ work permit 
system, the application requirements are now more 
complex for the non-A-level talent that constitutes 
the majority of foreigners working in China and which 
continues to be very much needed by foreign and local 
companies.

Assessment
The new foreigners’ work permit system (FWP) started 
to be implemented on 1st April 2017.22 As a result, the 
nation has a unified application system for foreigners 
applying for work permits in China. This new system 
grades foreign talent on an 'ABC' scale based on their 
qualifications. Higher-level talent that obtains A-level 
status can enjoy more benefits from the new work 
permit system, such as not being subject to limitations 
in age, education background or work experience. 
Unfortunately, these benefits do not apply to most 
foreigners who also contribute to China’s growth 
and need more convenience in their visa application 
process, and the new permit system’s implementation 

22   Notice on Full Implementation of Foreigner’s Work Permit System, SAFEA, 
28th March 2017, viewed 1st May 2018, <http://www.safea.gov.cn/content.
shtml?id=12749533>

vastly differs from location to location. For example, 
while Shanghai considers references to existing 
tax payments above a pre-accepted threshold as 

accordance with the written law, Beijing has so far not 
implemented this policy despite clear statutory wording. 
Instead, in many cases the local government has 
insisted on a score of 85 on the application to receive 
an A-level visa, something that can be extremely 
difficult to obtain. As a consequence, the number of 
A-level expatriate workers in Shanghai is considerably 

foreigners have so far not been able to achieve A-level 
status in the capital. Furthermore, the new FWP system 
still needs to be developed so it is more convenient and 

Working age
The Human Resources Working Group notes that under 
the new system, the working age for non-A-level talent 
is still limited to 60. However, the retirement age in most 
European Union (EU) countries is much higher. This 
means that experienced employees who are eligible to 
work in their home countries cannot be employed by 
foreign-invested enterprises in China. Senior talent is 
highly valuable to foreign and local enterprises since 
they bring high-level expertise that companies need. 
Due to such limitations senior talent is not able to 
contribute to China’s growth. 

Interns
China eliminated the F-visa category for interns in 
2013.23 This posed a challenge to companies that had 
a tradition on offering young graduates internships in 
their business. The French Government reached a 
special agreement with the Chinese Government to 
exchange 1,000 interns each year.24 However, this is a 
limited amount and does not apply to other countries. 
According to new policies announced by the MPS in 
2017,25 in some special areas such as Zhongguancun 

23  Administration Rules on Entry and Exit of Foreigners, MPS, 1st September 2013, 
viewed 7th May 2018, <http://www.mps.gov.cn/n2254996/n2254998/c4221567/
content.html>

24   Thousand Intern Plan between the French and the Chinese Government, China 
Council for the Promotion of International Trade, 31st December 2015, viewed 7th 
May 2018, <http://www.ccpit.org/Contents/Channel_3590/2015/1231/555532/
content_555532.htm>

25  Further Release Policy Effect to Attract & Aggregate Foreign Talent --- 
Social Security Bureau Introduces Seven Policy Measures About Exit-Entry 

, MPS, 3rd 
September 2017, viewed 7th May 2018, <http://www.mps.gov.cn/n2253534/
n2253535/n2253537/c5657069/content.html>
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Innovation Demonstration Zone, and the Shanghai, 
Fujian and Guangdong Free Trade Zones, upon 
receiving an invitation from a company foreign talent 
can carry out internships by obtaining an S2-visa at the 
port of entry with an 'internship' note on their passport. 
Furthermore, starting from 2nd May 2018, international 
students who graduated from domestic or overseas 
‘famous’ universities can obtain a two years’ residence 
permit in Shanghai to be an intern or entrepreneur.26   
The Human Resources Working Group welcomes 
these developments, however the areas adopting such 
policies are still quite limited. Furthermore, China should 
consider the re-introduction of a visa type that expressly 
allows foreigners to be invited for short-term internships, 
with these measures being rolled out nationwide. This 
will help to attract and retain young talent that can 
contribute to China’s development.
 

The new FWP has set a bachelor’s degree as the 
educational threshold to qualify for a B-level visa. 
However, some EU countries have successfully adopted 
a dual education system for decades, combining 
vocational education and apprenticeships. For instance, 
in Germany, students do not receive a bachelor’s 
degree but instead a certificate issued by the local 
chamber of industry and commerce. This model has 

skill-gaps in the country’s workforce. People equipped 
with professional skil ls and experience develop 
into high-level managers. In China, having a solid 
educational background and workplace capabilities, this 
kind of talent could provide highly valuable knowledge, 
advance the industry and drive company performance. 
Therefore, the working group recommends that 
the appropriate government authorities grant work 
permission to certificate holders as well university 
graduates. Similarly, graduates who did not necessarily 
study at the world’s top universities still bring diversity 
and fresh ideas to companies that operate in China. 

An English translation of regulations  affecting foreign 
employees

On 3rd July 2017, the bilingual Flowchart for Foreigner’s 
Work Permit Application was published on the official 
service system for foreigners working in China by 

26  Implementing Methods on 2018 Shanghai Exit and Entry Talent Gathering 
Scheme, Sina News, 2nd May 2018, viewed 7th May 2018, <http://news.sina.
com.cn/o/2018-05-02/doc-ifzfkmth7695467.shtml>

the SAFEA.27 This was an important development 
because the English version of the Evaluation 
Criteria for Foreigners Employed in China (Trial for 
Implementation) was only released in December 2017,28 
approximately eight months after the Chinese version 
was published.29 However, to date, the English version 
of the integral points score table is not available and 
neither are the updates on foreign work permit renewal 
policies,30 which were announced on 7th December 
2017. The Human Resources Working Group urges the 
government to provide English translations of the newly 
issued regulations, which contain critical information 
for foreigners, in a timely manner so the non-Chinese 
speaking workforce has prompt access to them.   

The Human Resources Working Group notes that 
the government already simplified the application 
procedures for a foreigner’s work permit by waiving the 
requirements to provide invitation letters and making 
an effort to shorten approval procedures.31 However, 
in practice, foreigners who have obtained a Z-visa and 
have already entered China still need at least another 
three weeks to complete a health check to obtain their 
residence permits. During this period, foreigners cannot 
work. Furthermore, foreigners who need to change 
employer upon expiration of their current employment 
contract can only start to apply for a new work permit 
after the expiration of their current employment contract. 
During that period, foreign workers may have to leave 
China if they are unable obtain the new work permit in 
time.          

Non-discrimination for same-sex marriage in the 
visa and work permit application process 
China aims to implement a more proactive and open 

27  Flowchart for Foreigner’s Work Permit Application (Bilingual), SAFEA, 3rd July 
2018, viewed 16th April 2018, <http://fwp.safea.gov.cn/lhCmsArticleDisController.
do?cmsArticleContentPage&artType=4ae099b15ae9948e015aeacd61330024&
artId=bb7f31e75cf34146015d0684d96b00f5>

28   Evaluation Criteria for Foreigners Employed in China (Trial for Implementation), 
Shanghai Municipal Human Resources and Social Security Bureau, 
December 2017, viewed 16th Apri l  2018, <http://www.12333sh.gov.
cn/200912333/2009english/laws/201712/t20171205_1275714.shtml> 

29   Evaluation Criteria for Foreigners Employed in China (Trial for Implementation), 
SAFEA, 28th March 2017, viewed 16th April 2018, <http://fwp.safea.gov.cn/

30  Updates on Foreigner’s Work Permit Renewal Policies, SAFEA, 7th December 
2017, viewed 16th April 2018, <http://fwp.safea.gov.cn/lhCmsArticleDisController.
do?cmsArticleContentPage&artId=bb7f31e7602742ad01603044292c01bc>

31　Notice on Full Implementation of Foreigner’s Work Permit System, SAFEA, 
28th March 2017, viewed 1st May 2018, <http://www.safea.gov.cn/content.
shtml?id=12749533>
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policy to attract overseas talent.32 The new FWP 
system encourages hiring high-level talent, e.g. 
individuals that work at Fortune 500 companies. 
With worldwide progress on workplace lesbian, gay, 
bisexual and transgender (LGBT) equality, there is an 
increasing number of LGBT talent working in top global 
companies. There are 199 companies in the Fortune 
500 that are recognised as LGBT friendly companies 
by the Human Rights Campaign Foundation (HRC), 
one of the largest LGBT civil rights advocacy groups 
in the world.33 As of 20th December 2017, same-sex 
marriage is legally recognised, nationwide or in part, 
in 25 countries, including 15 in Europe.34&35 Despite 
the global progress on legally recognising same-sex 
marriage, the same-sex spouse whose marriage is 
legally recognised in their home country currently still 
struggles to obtain a dependent residence permit in 
China. In September 2017, the Hong Kong Court of 
Appeals ruled in favour of a lesbian expatriate whose 
application for a dependent visa was rejected by the 
Hong Kong Immigration Department.36  This landmark 
decision constitutes a precedent for changing traditional 
immigration policy and giving the green light for same-
sex spouses applying for dependant visas. The Human 
Resources Working Group urges the government to 
adopt new policies for same-sex spouses who apply for 
dependent residence permits in mainland China.

police for foreigners
Currently, foreigners are requested to register with the 
local police within 24 hours of arrival in China for every 
new entry into the country. Working group members see 
this policy as unnecessarily burdensome to foreigners 
that work in China and suggest that it only be required 
after the very first entry into China in instances when 
individuals still possess a valid residence permit.

32  New Visa Rules Streamline Process for Top Talent, China Daily, 5th January 
2018, viewed 2nd May 2018, <http://www.chinadaily.com.cn/a/201801/05/
WS5a4ea931a31008cf16da5267.html>

33   , Workplace Equality Program, May 2017, viewed 
17th April 2018, <http://assets2.hrc.org/files/assets/resources/CEI-2017-
FinalReport.pdf>

34   Factbox: State of Same-sex Marriage Around the World, Reuters, 21st August 
2017, viewed 2nd May 2018, <https://www.reuters.com/article/us-lgbt-marriage/

35   Australia Makes Same-Sex Marriage Legal, The New York Times, 7th December 
2017, viewed 2nd May 2018, <https://www.nytimes.com/2017/12/07/world/australia/
gay-marriage-same-sex.html>

36  , September 2017, viewed 2nd 

May 2018, <http://legalref.judiciary.hk/lrs/common/search/search_result_detail_

Recommendations

foreign employees that work in China to align with 
international standards.

for foreigners without a university diploma or for 
graduates that did not study at China-defined top 
overseas universities.

policies in English in a timely manner.

approval procedures when foreign workers change 
employer.

heterosexual and homosexual married couples 
equally.

make foreign registration with the local police only 

individuals are still in possession of a valid residence 
permit.

4. Support the Development of Practical 
Knowledge and Soft Skills in the 
Education System

Concern
A significant number of fresh graduates are not 
equipped with the competit ive skil ls needed to 
successfully function in the current work environment, 
which results in companies spending large amounts of 
time and money on training.

Assessment
In 2017, 7.36 million graduates entered the labour 
market.37

HR challenges faced by European companies in 2018, 
according to respondents to the European Business in 

.38 The latest 

for in candidates are team work, written  communication 
skills, problem-solving capabilities and a good work 

37  th February 
2018, viewed 1st May 2018, <http://www.stats.gov.cn/tjsj/zxfb/201802/
t20180228_1585631.html>

38  European Business in China Business Confidence Survey 2018, European 
Union Chamber of Commerce in China, 2018, viewed 20th June 2018, <http://
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ethic. Moreover, according to the 
Fresh Graduates’ Employment Survey, conducted 
by the Beijing Education College and Education 
Economic Institute, graduates that secure a job have a 
healthy attitude towards work and relevant internship 
experience.39 Critical thinking and problem-solving 
abilities are particularly needed, as they allow the 
employee to analyse issues, interpret data, make 
decisions accordingly and overcome problems by 
showing originality and inventiveness. These skills 
are considered top priorities for helping to support 
digitalisation and the workplace transformation that 
China needs in order to reach targets formalised in the 
13th Five-year Plan and the China Manufacturing 2025 
initiative. For this reason, soft skill training has become 
as important as hard skill training. As the government 
invests in higher education, institutions across China 
must be encouraged to provide both types of training so 
their graduates stay competitive on the job market.

As the importance of practical experience in the 
workplace increases, student internships have 
become a crucial part of a fresh graduates’ profile. 
However, internship programmes are rarely related 
to a student’s major, nor do they offer appropriate 
training, which highlights the need for project-based 

group recommends offering subsidies to employers 
that provide project-based internship positions. This 
calls for a mechanism to be put in place to evaluate 
the nature of such positions in order to direct funds to 
companies in a fair way. Vocational education training 
must be developed to meet international standards. 

in advancing the vocational education system to ensure
quality growth.

Recommendations

students and employees the hard and soft skills 
training required by a changing market.

employers that offer project-based internship 
positions to university students. 

building joint programmes with companies in order 
for students to develop the skills they need when 
entering the job market.

39   US Authoritative Employer Survey: What is the Most Important Quality of College 
Students?,  sohu.com, 5th July 2017, viewed 7th May 2018, <http://www.sohu.com/
a/154622665_270065>

5. Implement a Fairer System to Employ 
and Include People with Disabilities

5.1  Support Companies in their Efforts to Hire and 
Include Employees with Disabilities

Concern
Companies are facing multiple challenges when it comes to 
identifying, hiring and including skilful people with disabilities 
on their team.

Assessment
Companies are confronted with a lack of effective support 
when it comes to hiring people with disabilities in China. 

In 2007, China adopted a mandatory pro rata system for 
hiring people with disabilities. Companies are obliged to 
proportionally hire people with disabilities so they make up 
no less than 1.5 per cent of their total staff. If they are unable 
to do so, companies must pay into the Disabled Persons’ 
Employment Security Fund (Fund). Most companies are 

Among the 9.4 million people certified with disabilities in 
2017, only 727,000 of them were hired by companies that 
meet China’s statutory hiring ratio,40 while the rest of them 
are either self-employed, hired by non-profit organisations, 

with disabilities. Therefore, there is still room for businesses 
to recruit more employees with disabilities. However, when 
searching on hiring websites, working group members 
mentioned that they are not able to access information 
about the job applicants. When approached by the Human 
Resources Working Group regarding employee referral, 
the local Disabled Persons’ Federation stated that available 
information on disabled job candidates was very limited. 

Even though some companies find relevant candidates, it 
turns out that most disabled job applicants do not have the 
appropriate skill set required for the vacancies41&42 because they 
were not provided with substantial professional training. In 
order to hire them, companies must train them. Unfortunately, 
the training programmes offered by the relevant Disabled 

40　 , China 
Disabled Persons’ Federation, 25th April 2018, viewed 7th May 2018, <http://www.gov.cn/
shuju/2018-04/26/content_5286047.htm>

41  Dong, Hongyu, and Han, Xufeng, 2016, An Analysis of the Current Situation 
and Problems of the Employment of Persons with Disabilities in China, China 
Economist, issue 8, p.40, viewed 2nd May 2018, <http://xueshu.baidu.com/s?wd

42   Liu, Lei, 2016, An Analysis of the Current Situation of Employment of Persons with 
Disabilities, Business, vol. 31 p.50, viewed 2nd May 2018, <http://www.cnki.com.cn/
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Persons Federations are limited, and companies have to 
organise the training for disabled employees on their own, 
incurring additional costs.  

Recommendations

people with disabillities. 

training for people with disabilities in order for them to be 
more involved in companies’ daily business operations.

5.2  Improve the Transparency of the Fund

Concern
Companies are unaware of how the Fund is currently being 
used.

Assessment
With the issuance of the Methods on Levying, Use and 
Management of the Disabled Persons Employment Security 
Fund,43 in September 2015, the Fund is now formally 
levied by local governments. Companies unable to hire 
a sufficient number of people with disabilities must make 
contributions to the Fund on the basis of their employees’ 
average annual salaries from the previous year. 

The Human Resources Working Group took note of the 
policies issued by the MOF on 15th March 2017.44 To 
reduce the burden the mandatory contribution policy has 
on companies in China, a cap was put in place, which 
limited contributions to three times an employees’ average 
annual salary from the previous year. During the Standing 
Committee meeting of the State Council on 4th April 2018, 
Premier Li Keqiang mentioned that the contribution amount 
to the Fund will be further reduced with a cap that limits 
it to two times the average annual salary of employees 
from the previous year. However, the implementation 
of these policies is still subject to the decisions of local 
governments.

According to the Methods, the Fund can be used for 
occupational training, education or the recovery of 
expenses incurred from employees with disabilities. 
Subsidies can also be allocated to companies that hire 
persons with disabilities for expenses incurred from 

43   Methods on Levying, Use and Management of the Disabled Persons’ Employment 
Security Fund, SAT, 9th September 2015, viewed 2nd May 2018, <http://www.chinatax.
gov.cn/n810341/n810755/c1810262/content.html>

44  Notice on Relevant Policies regarding the Cancellation and Adjustment of 
Some Government Funds, the Central People’s Government of the People’s 
Republic of China, 17th March 2017, viewed 7th May 2018, <http://www.gov.cn/
xinwen/2017-03/17/content_5178330.htm>

purchasing facilities, undergoing renovation work 
or providing other supporting services in order to 
meet the needs of disabled hires.45 Working group 
members are eager to understand in more detail how 
the Fund is being collected and how it is being used.46  
Unfortunately, no relevant public information can be 
found to answer these questions. Furthermore, with the 
exception of certain training subsidies, companies hiring 
persons with disabilities are unable to get financial 
support for facilities, renovation or other supporting 
services. Working group members would welcome more 
transparency in this regard.

Recommendations

Li Keqiang on the collecting of contributions to the 
Fund.

and use of the Fund.

persons with disabilities.

Abbreviations

EU  European Union
FWP  Foreigner’s Work Permit 
HR  Human Resources
IIT  Individual Income Tax
LGBT  Lesbian, Gay, Bisexual and Transgender
MOHRSS Ministry of Human Resources and   
  Social Security 
MOF  Ministry of Finance
MPS  Ministry of Public Security

SAFEA  State Administration of Foreign   
  Experts Affairs
SAT  State Administration of Taxation
SIA  State Immigration Administration
SME  Small and Medium-Sized Enterprise
SMSA  State Medical Security Administration

45  Article 21 of the Methods on Levying, Use and Management of the Disabled 
Persons’ Employment Security Fund, SAT, 9TH September 2015, viewed 2nd 
May 2018, <http://www.chinatax.gov.cn/n810341/n810755/c1810262/content.
html>

46  Article 20 of the Methods on Levying, Use and Management of the Disabled 
Persons’ Employment Security Fund, SAT, 9th September 2015, viewed 2nd May 
2018, <http://www.chinatax.gov.cn/n810341/n810755/c1810262/content.html> 
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Intellectual Property Rights Working Group

Key Recommendations
1. Patents 

1.1 Introduce a More Flexible Mechanism for the Post-grant Patent Amendment
   Introduce effective alternatives to patent invalidation filings for amendments of post-granting patent 

claims.

 Implement revisions to the Guidelines for Patent Examination on acceptance of experimental data. 
 Provide clear guidance to patent examiners regarding what type of, and in which circumstances, post-

Law.

2. Civil Litigation
2.1 Expand the Scope of Written Arguments and Set Evidence Exchange Proceedings 

Well in Advance of the Hearings
 Expand the process and scope for written submissions of legal arguments and exchange evidence by 

if necessary rebuttal (also in writing).
 Introduce a formal requirement to conduct oral hearings on evidence in cases where complex questions 

of facts arise (for example, most patent cases).
2.2 Set Clear Guidelines for Judges on Granting Preliminary Injunctions, Evidence 

Preservation Orders and Property Preservation Orders
 Establish specific rules for judges on which inquiries to make, specific factors to consider and 

prerequisites to be met, in deciding to grant preliminary injunctions, evidence preservation orders and 
property preservation orders.

 Give courts formal and specific guidance on how to take into account continuing infringements and 
raise the level of compensation when injunctions are not granted.

2.3 Ensure Consistency and Uniformity in Intellectual Property (IP) Decisions Throughout 
the Entire Judicial System by Asking the IP Courts to Provide Clear Guidelines on IP 
Decisions to all Courts, and Publishing Court Decisions

 Ensure consistent decisions on disputes throughout all courts by asking IP Courts to provide ordinary 
courts with clear uniform guidelines and by publishing past case decisions.

 Consider publishing all cases so that best practices can be disseminated and adopted promptly.

3.  Trademarks
3.1 Stipulate that the Stock of Infringing Goods Detained by a Seller that Meets the 

be Disposed of Outside the Normal Channels of Commerce
 Stipulate that the stock of the infringing goods that were detained by a seller that meets the criteria of an 

channels of commerce.
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3.2 Create a Right to Request the Invalidation of a Trademark that Becomes Infringing After 
Transformation in Practical Use 

 Amend Article 49.1 of the Trademark Law so any person may apply to the Trademark Review and 
Adjudication Board to cancel the registered trademark if a registered trademark is altered to make it 
identical or similar to another party's registered trademark in respect of the same or similar goods, which 

by a Trademark Registrant 
 Permit cross-examination by the applicant for the revocation of evidence of use produced by the 

trademark registrant.
3.4 Improve the Administrative and Criminal Enforcement of Geographical Indications (GIs)

 Make use of the government restructuring in IPR administration to improve the criminal enforcement of 

 Provide sui generis GI protection through the implementation of a specialised law.

4.   Facilitate the Use of Preliminary Injunctions in Trade Secret Cases by Asking the 
Supreme People’s Court (SPC) to Issue Judicial Interpretations Pursuant to the 
SPC's Guiding Case System
 Invite the SPC to issue a judicial interpretation on fast-track procedures, and standards setting, for 

granting preliminary injunctions against the misappropriation of trade secrets.
 Promote a broader acceptance of preliminary injunctions from different courts under the SPC's case 

guiding system.

5. Strengthen the Protection of IP Online
5.1 Include the Domicile of the Plaintiff as Governing Jurisdiction for IP Cases Concerning 

IP Infringing Goods Sold Online
 Interpret the domicile of the plaintiff as the governing jurisdiction for IP cases concerning the infringement 

of goods sold online when ruling in the courts.
5.2 Collaborate with Online Portals and Platforms to Develop Unified Procedures and 

Requirements for Notices and Takedowns 
 Introduce rules to guide commerce platforms in dealing with IP disputes.
 Collaborate with online portals and platforms to improve notice and takedown procedures.

5.3 Outline how E-commerce Platforms Should Provide Necessary Information to Assist 
Infringed Parties in Cases of IP Infringement

 Outline the responsibility of e-commerce platforms for providing necessary information to assist infringed 
parties in cases of IP infringement.

 Explore different methods of deterring repeat infringers on online portals and platforms.
5.4 Clarify with E-commerce Platforms the Evidence Sufficient for Demonstrating 

Copyright Ownership
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Introduction to the Working Group
Intellectual property (IP) Laws protect human intellectual 
achievements by granting rights holders the exclusive 

created. Effective intellectual property rights (IPR) 
enforcement is crucial for innovating and competing 
in any market and for the facilitation of transnational 
partnership agreements. If there is a lack of trust in the 
IPR protection provided in a given economy, companies 
and individuals will be reluctant to bring their most 
valuable IP and will not be willing to develop cutting-
edge IP creations there.

The Intellectual Property Rights Working Group 
represents a wide range of European interests in 
China’s IP regulatory framework and its enforcement 
of IPR. Half of the working group’s more than 230 
corporate member companies are from the goods sector 
with the other half from the services sector. Over the 
last 17 years, the working group has witnessed China’s 
efforts to curb the dramatic increase of IPR violations 
that affect its economic order, innovation capacity and 
consumer rights. The working group serves as a bridge 

and European businesses. It offers support primarily 
through recommendations aimed at improving the 
efficiency and effectiveness of China’s IPR protection 
system.

Recent Developments
Key Legislative Tasks for 2018
According to its Legislative Work Plan 2018,1 the 
State Council will submit several draft laws to the 

2018, including the revised Patent Law, the revised 
Regulations on Patent Commissioning and the revised 

also released its legislative agenda in April 2018, with 
the deliberation of the draft E-commerce Law and 
revised Patent Law.2 The Intellectual Property Rights 
Working Group is pleased to see the revision of the 
Copyright Law is once again a priority for the Chinese 
Government.

1　Legislative Work Plan 2018, State Council, 2nd March 2018, viewed 3rd May 
2018, <www.gov.cn/zhengce/content/2018-03/14/content_5274006.htm>

2  Legislative Work Plan 2018 th April 
2018, viewed 3rd May 2018, <http://www.npc.gov.cn/npc/xinwen/2018-04/27/
content_2053820.htm>

Merger of IP Regulators
According to the institutional restructuring plan 
submitted by the State Council and approved by 

th March 2018,3 the State Intellectual 

under the supervision of the newly established State 
Administration for Market Regulation (SAMR). The main 
responsibilities of the SAMR include comprehensive 
market  superv is ion and management ,  market 
entity registration and market order maintenance.4 
After the restructuring, the SIPO will assume the 
trademarking administrative functions of the former 
State Administration for Industry and Commerce (SAIC) 
and the administration of Geographical Indications 
(GIs) of the former General Administration of Quality 
Supervision, Inspection and Quarantine (AQSIQ). 

Work Measures Relating to the External Transfer of IPR
On 29th March 2018, the State Council promulgated 
the Work Measures for External Transfer of Intellectual 
Property Rights (Trial Implementation) (Work Measures).5 
The Work Measures granted the Ministry of Commerce 
(MOFCOM) certain powers for reviewing IP transfers 
out of China, some of which include the following:

- Two categories of IP transfers may be subject to 
review, namely the transfer (assignment of and 
change of control over IP, as well as the granting of 
exclusive licences) of technology already on the list 
of restricted technology exports in the Catalogue of 
Technologies Prohibited or Restricted from Import by 
China6 and the international acquisition of Chinese 
enterprises.

- Two reasons for review are envisaged. These 
include when technologies need to be transferred as 
they are perceived to affect China's national security, 
or if the technologies affect China's innovative and 
development-based capabilities of key technologies 
in China's strategic industries.

- The fol lowing types of technologies may be 
reviewed, irrespective of whether they are still in 

3   The State Institutional Reform Plan of the State Council, State Council, 17th 
March 2018, viewed 19th April 2018, <http://www.gov.cn/guowuyuan/2018-03/17/
content_5275116.htm>

4   China to Form State Market Regulatory Administration, Xinhua, 13th March 
2018, viewed 21st April 2018, <http://www.xinhuanet.com/english/2018-03/13/
c_137035669.htm>

5　Work Measures for External Transfer of Intellectual Property Rights (Trial 
Implementation), State Council, 29th March 2018, viewed 23th May 2018, <http://
www.gov.cn/zhengce/content/2018-03/29/content_5278276.htm>

6   Catalogue of Technologies Prohibited or Restricted from Import by China, MOFCOM 
and the Ministry of Science and Technology, 16th September 2008, viewed 25th May 
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the application stage or have been already granted: 
patent rights, rights to semiconductor topographies, 
software copyright and rights to new plant varieties. 
However, upon careful reading it appears that the 
list is not exhaustive as “other intellectual property 
rights”, may also be reviewed.

Since the implementation and review rules for the Work 
Measures have yet to be drafted by the departments 
overseeing IP, it is somewhat premature to draw 
conclusions about their impact on European companies 
doing business in China. Having said that, the working 
group notes that some of the terms and definitions in 
the Work Measures will require clarification in order 
to determine their scope and impact. Some examples 
include how “control” over IP is to be interpreted, and 
the meaning of “key innovation and development 

these, and other similar definitions, will determine the 
impact these measures will have on European business 
in China.

Revision of the Anti-unfair Competition Law
On 4th

Anti-unfair Competition Law,7 and it came into force 
on 1st January 2018. This was the first significant 
amendment to the law since 1993. The main changes  
include the following:

1. Broader protection for all categories of marks used 
in commerce, provided that they “have a certain 
influence”. It is a lower requirement than the 
previous “famous” condition. The amendment affords 
protection to company abbreviations, fonts, names 
of social organisations, names of natural persons 
(including pen names, stage names and names in 
translation), domain names, website names and web 
pages. The phrase "sufficient to mislead a person 
into believing that a commodity is that of another 
person or has a particular connection with another 

is categorised as a new act that constitutes unfair 
competition. The amendment explicitly prohibits 
fraudulent "user ratings" and "the organisation of 
false transactions".

7　Anti-unfair Competition Law th th May 2018, 
<http://www.npc.gov.cn/npc/xinwen/2017-11/04/content_2031432.htm>

3. The infringement of trade secrets by a former 
employee or third party is explicitly dealt with. Apart 
from relaxing the definition of trade secrets (the 
initial requirements of 'practicability' having been 

secret infringement cases, it holds third parties acting 
in bad faith liable for trade secret infringement. 

4. I t  now addresses acts of unfair  competi t ion 
committed by using internet technology. Article 12 
explicitly prohibits conduct that may hinder and 
undermine the operation of network products or 
services provided lawfully by business operators.

5. Greater power has been granted to administrative 
enforcement of the law, and increased costs 
will be imposed on those that breach the law. 
Article 13 stipulates detailed measures that allow 
administrative enforcement authorities to exercise 
further investigatory powers when looking into acts of 
unfair competition. Such measures include the ability 
to enter business premises, request information 
and relevant materials, seize or impound property 
and enquire into bank accounts. The amended Anti-
unfair Competition Law also greatly increases the 
harshness of administrative penalties for acts of 
unfair competition.

6. Offending businesses are now required to change 
their names and provide compensation for statutory 

Considering the difficulties faced when trying to 
combat the bad-faith registration of business names, 
the amended Anti-unfair Competition Law offers a 
legal basis for administrative authorities to lawfully 
amend businesses’ names if they register in bad 
faith. 

The working group will continue to solicit feedback from 
members regarding the Anti-unfair Competition Law and 
its implementation.

Policy Encouraging Innovators’ Rights on Drugs 
and Medical Devices

The working group welcomes the Deepening the 
Reform of Evaluat ion and Approval System to 



Intellectual Property Rights Working Group

Section Two: Horizontal Issues

79

European Business in China Position Paper 2018/2019

Encourage Innovation in Drugs and Medical Devices,8 
issued on 8th October 2017, and the following statement 
that was released after an executive meeting of the 
State Council.9 Both documents state that a patent 
linkage system and a pilot patent term extension will be 
introduced. Tremendous efforts are still needed from 
various authorities (the SIPO and the courts) to ensure 
these proposed policies are implemented well. A well-
established and balanced patent protection system for 
drugs will benefit companies that produce innovative 
drugs, generic drugs and pharmaceutical innovations in 
general.

Fourth Revision of the Trademark Law
In April 2018, the Trademark Office issued a call for 
comments, until end of July 2018, for a fourth revision 
of the Trademark Law. The working group welcomes 
the opportunity to provide input on the many pending 
issues in trademark enforcement.

Trends in Trademark Infringement
Trademark infringement cases filed by administrative 
departments for industry and commerce have seen 
a slight drop in recent years.10 This is despite the 
number of trademark-related cases being accepted 
by the courts totalling 37,946 in 2017, an increase of 
40 per cent year-on-year. The working group has also 
observed an increase in the number of ‘look-alikes/
parasitic copies’, which need to be addressed by the 
courts.

Key Recommendations
1. Patents 
1.1 Introduce a More Flexible Mechanism for the 

Post-grant Patent Amendment

Concern

8   Deepening the Reform of Evaluation and Approval System to Encourage 
Innovation in Drugs and Medical Devices, General Office of the Communist 

8th October 2017, viewed 7th May 2018, <http://www.gov.cn/zhengce/2017-10/08/
content_5230105.htm> 

9　Premier Li Keqiang Presided over the Executive Meeting of the State Council, 
State Council, 12th April 2018, viewed 7th May 2018, <http://www.gov.cn/
premier/2018-04/12/content_5282000.htm>

10 
in 2017, compared to approximately 28,000 in 2016 and 27,379 in 2015. 2017 
Intellectual Property Rights Protection in China, SIPO, 2018, viewed 26th June 
2018, <http://www.sipo.gov.cn/docs/2018-04/20180425155906670179.pdf>; 
2016 Intellectual Property Rights Protection in China, SIPO, 2017, viewed 
26th June 2018, <http://www.sipo.gov.cn/zscqgz/2016zgzscqbhzkbps.pdf>; 

, SIPO, 2016, viewed 
26th June 2018, <http://www.sipo.gov.cn/docs/pub/old/gk/zscqbps/201605/
P020160512408444011272.pdf>.  

Under the current Patent Law,11 the only course of 
action for amending an imperfect patent is to undergo 
the patent invalidation procedure at the Patent Re-
examination Board, which limits the flexibility of 
companies seeking to alter their intellectual property.

Assessment
After a patent is granted, a patentee may need to 
correct or clarify claims due to imperfect drafting, closer 
examination during prosecution, translation error or 
typos that cause ambiguity regarding the scope of 
protection. Patent offices in different countries offer 
various mechanisms for amendment to claim and 
other parts of their granted patent.12 A European patent 
application or European patent may be amended in 
examination, opposition and limitation proceedings.13  
The United States (US) Patent and Trademark Office 
also allows patent amendments at different times, by 
different initiating parties or handling authorities, and 
with different reasons for making the amendments. 
Some options for amending patents include the 

ex parte re-
examination, inter parte review and post-grant review. 
Such mechanisms are particularly helpful to patentees 
preparing for an infringement lawsuit. 

The current patent regime in China only allows 
patentees to amend claims through the patent 
invalidation proceeding, which is either initiated by 
third parties or by the patentees themselves. The 
working group believes a more flexible post-grant 
amendment mechanism would be helpful to public 
patent enforcement and, more importantly, to expedite 
the resolving of patent disputes and to gain efficiency 
in patent invalidation and litigation. However, the post 
grant amendment should only be within the scope of the 
initial patent and not be used to broaden what could be 
claimed. 

Recommendation
Introduce effective alternatives to patent invalidation 
filings for amendments of post-granting patent 
claims.

11 th May 2018, <http://www.sipo.gov.cn/
zhfwpt/zlsqzn/zlfssxzsczn/201508/t20150824_1164886.html>; Rules for the 
Implementation of the Patent Law, Rule 69, State Council, 2010, viewed 
4th May 2018, <http://www.sipo.gov.cn/zhfwpt/zlsqzn/zlfssxzsczn/201508/
t20150824_1164885.html>

12  For example in Europe, US, Canada, Korean and Japan.
13 Guidelines for Examination

2017, viewed 21st June 2018, <https://www.epo.org/law-practice/legal-texts/html/
guidelines/e/h_i.htm> 
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of Experimental Data  

Concern
One year af ter  the new Guidel ines for Patent 
Examination (Guidelines)14 were adjusted to accept 
supplemental experimental data that was submitted after 

Assessment
The new Guidelines, which took effect on 1st April 2017, 
are definitely a positive step as they improve on the 
current approach taken by some Chinese examiners 
who reject any post-filing data. However, after one 

is to be taken into account, the de facto standard for 

as before the revision was introduced last year – this 

from April to December 2017.15 The study conducted 

inventiveness rejections. It still remains unclear how 
the term “can be obtained”16 will be interpreted and 
what kind of post-filing data will be accepted. Under 
current practices, examiners largely rely on ‘unexpected 
effects’, but rarely consider "whether there is technical 
inspiration combined with prior art" when evaluating 
the inventive step. However, the choice of the closest 
prior art is subjective and unpredictable, thus the patent 
applicant cannot provide pertinent experimental data 
at the date of application. Therefore, setting a proper 
standard for post-filing data will promote innovation, 
especially for chemical invention. For example, 
submitting supplementary comparative data of the prior 
art technology or submitting data that was generated 
by known methods before the priority date, should be 
accepted as long as the unexpected effect proven by 

Recommendations
Guidelines for Patent 

Examination on acceptance of experimental data. 

14 Guidelines for Patent Examination, SIPO, 1st April 2017, viewed 6th May 2018, 

15 On the Determination of Post-Filing Experimental Data
February 2018, viewed 6th May 2018, <http://www.interpat.org/joint-submission-

16 Part II, Chapter 10, Section 3.5, Patent Examination Guidelines, SIPO, <http://

regarding what type of, and in which circumstances, 
post-filing experimental data will be accepted (as 
opposed to merely considered) and further clarify 
how post-filing experimental data is admissible for 
assessing compliance with relevant provisions of the 
Patent Law.

2. Civil Litigation
2.1  Expand the Scope of Written Arguments and 

Set Evidence Exchange Proceedings Well in 
Advance of the Hearings

Concern
Given the heavy workload of the courts, it has become 
increasingly difficult for them to consider the cases 
presented to them and invest sufficient time and 
resources to maintain the requisite standards and 
consistency of judgements.   

Assessment
IP Enforcement by means of civil litigation reached an 

in 2017, a 33.5 per cent increase over 2016.17 This 
increase in litigation has not been accompanied by 
an equivalent increase in judicial resources, meaning 
that courts in some jurisdictions have only a single 
day to conduct both the evidence exchange as well as 
the hearing on the merits. This clearly does not offer 
sufficient time to consider the often-complex issues 
arising in IP cases, and especially patent cases. The 
pressure also means that formal evidence exchange 
often only takes place immediately before the hearing 
of the merits, which constrains the time given to 
evidence at hand, as well as rebuttal of same (where 
appropriate).

Recommendations

of legal arguments and exchange evidence by written 
submission well in advance of the hearing, providing 

rebuttal (also in writing).

on evidence in cases where complex questions of facts 
arise (for example, most patent cases).

17 , Xinhua, 19th 

April 2018, viewed 25th May 2018, <http://www.xinhuanet.com/legal/2018-04/19/
c_129854030.htm>
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2.2 Set Clear Guidelines for Judges on Granting 
Preliminary Injunctions, Evidence Preservation 
Orders and Property Preservation Orders

Concern
Given the heavy workload, courts dealing with IP 
matters are starting to ration the grant of preliminary 
measures such as injunctions, evidence preservation 
orders and property preservation orders.

Assessment
One reaction to the courts’ increased workload has 
been the ‘rationing’ of preliminary measures, such as 
injunctions, evidence preservation orders and property 
preservation orders, not on the merits, but on the basis 
of how to best optimise scarce judicial resources. 
Another reaction has been the requirement in courts for 
parties to explore mediation immediately after a case 

 
Recommendations

to be met in deciding to grant preliminary injunctions, 
evidence preservation orders and property preservation 
orders.

into account continuing infringements and raise the level 
of compensation when injunctions are not granted.

2.3 Ensure Consistency and Uniformity in IP 
Decisions Throughout the Entire Judicial 
System by Asking the IP Courts to Provide 
Clear Guidelines on IP Decisions to all Courts, 
and Publishing Court Decisions

Concern
While the expertise of China's IP court system is highly 
regarded, the expertise and experience gathered in IP 
courts is not shared among a wider group of courts.

Assessment
The IP court system provides a robust enforcement 
avenue for IP disputes. Leveraging this enforcement 
avenue from the specialist courts into other courts that 
need to develop expertise to manage the workload 
on the system, while ensuring consistency in case-
handing, is a key challenge facing the judicial system.

Recommendations

all courts by asking IP Courts to provide ordinary 
courts with clear uniform guidelines and by publishing 
past case decisions.

can be disseminated and adopted promptly.

3. Trademarks
3.1 Stipulate that the Stock of Infringing Goods 

Detained by a Seller that Meets the Criteria of 

of the Trademark Law, Must be Disposed of 
Outside the Normal Channels of Commerce

Concern
The combination of Article 64.2 of the Trademark Law 
and Article 80 of its Implementing Regulations creates a 
loophole, whereby if a seller of infringing goods claims 
ignorance, they get to keep the infringing goods even 
after they receive an order to stop selling, opening the 
possibility for those goods to return to the channels of 
commerce without further control.

Assessment
The Trademark Law states that when an administrative 
department for industry and commerce believes that 
an infringing act has been committed, it may order the 
cessation of the infringing act, confiscate and destroy 
the infringing goods, as well as the tools used to 

18 
However, Article 64.2 provides for an exception in 
favour of the ‘innocent seller’. The seller that does not 
know that the goods are infringing, or that can prove 
that the goods were obtained through legal channels 
and that discloses the name of the supplier, “shall be 
ordered by the administration department for industry 
and commerce to stop selling such goods” without 

by Article 80 of the revised Implementing Regulations of 
the Trademark Law.19 The administrative department for 
industry and commerce shall provide information on the 
case to the appropriate authorities of the place where 
the supplier of the infringing goods is located.

th August 2013, viewed 
6th May 2018, <http://sbj.saic.gov.cn/zcfg/sbflfg/201309/t20130903_232848.
html>

19 Implementing Regulations of the Trademark Law, State Council, 29th April 
2014, viewed 6th May 2018, <http://sbj.saic.gov.cn/zcfg/sbflfg/201405/
t20140522_232849.html>



Intellectual Property Rights Working Group

Se
ct

io
n 

Tw
o:

 H
or

izo
nt

al
 Is

su
es

82

In practice, the supplier's local industrial and commercial 
administrative department that receives the report 
will not know what action to undertake and will fail to 
intervene. 
                                                                                          
This seems to contradict Article 49 of the Agreement 
on Trade-Related Aspects of Intellectual Property 
Rights (TRIPS)20 which establishes the appropriate 
administrative procedures to follow. When such 
administrative procedures are available, they should 
conform to principles that are equivalent in substance 
to other principles set forth in TRIPS (such as Article 
46, where it is clear that infringing goods must be 
disposed of outside channels of commerce and without 
compensation). Returning goods with a simple order to 

they will not be sold. 

In fact, the confiscation, destruction, seizure or giving 
to charity of existing stock should not be considered 
a penalty, but rather a measure of protection. The 
‘innocent seller’ would receive an order to stop selling 
the same infringing goods in the future and would not 
be sanctioned by a fine. However, the stock that has 
been seized should be dealt with according to Article 
60, Paragraph 2 of the Trademark Law by either being 

Recommendation 

were detained by a seller that meets the criteria of 

Trademark Law, must be disposed of outside normal 
channels of commerce.

  
3.2  Create a Right to Request the Invalidation of 

a Trademark that Becomes Infringing After 
Transformation in Practical Use 

Concern
The intentional transformation of registered trademarks 
into trademarks that infringe on previously existing 
trademarks have become increasingly worrisome, 
and aside from the option of suing the infringer in 
the People's Court, which comes with burdensome 
evidentiary requirements, no immediate enforcement 
solution is available.

20 The Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS) 
is an international legal agreement between all the member nations of the World 
Trade Organization (WTO).

Assessment
During the third revision of the Trademark Law, a draft 
was proposed by the State Administration for Industry 
and Commerce (SAIC)21 in 2007, which stated in 
Article 48 that whenever a registered trademark is 
altered to make it identical or similar to another party's 
registered trademark in respect of the same or similar 

any person may apply to the Trademark Review and 
Adjudication Board (TRAB) to cancel such registered 
trademark.22 
 

23  
which stated that the Trademark Office shall order 
the registrant to rectify the situation within a specified 

an  decision.

The promising 2007 draft was unfortunately not retained 
and the final text, promulgated in 2013, provided 
more obstacles to enforcement when compared to the 
regulations originally established in 2001. The original 
text made it so that if a trademark registrant unilaterally 
al ters the trademark, “ the local administrat ive 
department for industry and commerce shall order him 

the situation is not rectified at the expiration of said 

trademark”.

The newly promulgated change overlooked or 
disregarded that, in most cases, the trademark 
registrant and the trademark user are not the same 
person. There may be a variety of different trademark 
users according to the licensing arrangements made by 
the registrant. In principle, this means that each local 
administrative department should rectify any mistakes. 
In practice, this proves to be almost impossible, as the 
number of different trademark users can reach into the 
hundreds. Furthermore, users may use the defence 
of claiming that they are not using a ‘transformed’ 
trademark, but a different trademark, or that this is an 

21 After the government restructuring in April 2018, the SAIC was dissolved, and its 
function is now falls within the responsibility of the SAMR.

22 The draft amendment is not adopted and not publicly available online as of 26th 
July 2018.

th October 2001, 
viewed 6th May 2018, <http://www.china.org.cn/government/laws/2007-04/21/
content_1207502.htm>
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infringement issue, not a ‘rectification’ issue. As for 
the trademark registrant, they can claim that they are 
not responsible for any user-made transformations. 
Meanwhile, the owner of the trademark that was already 
registered is deprived of any direct action against the 
registrant of the transformed trademark. This allows 
for bad faith behaviour to be conducted without any 
risk of punishment, which is contrary to the spirit of the 
Trademark Law and its Article 7 concerning the principle 
of good faith.

Recommendation

any person may apply to the TRAB to cancel a 
registered trademark if a registered trademark is 
altered to make it identical or similar to another 
party's registered trademark in respect of the same 
or similar goods, which may cause confusion or 

3.3 Permit Cross-examination Before the 
Trademark Office on Evidence of Use 
Produced by a Trademark Registrant

 
Concern        
When an application for revocation based on non-use 

not allow the applicant to review the evidence of its use, 
which often results in cases being referred to the TRAB 
for a second round of examination.

Assessment
The annual number of trademark applications in 
China increases each year (approximately 6 million in 
2017).24

intention to actually use them. However, they become 
an obstacle for those who wish to protect identical 
or similar trademarks. It is necessary to eliminate 
evidentiary obstacles contesting trademark use, cited 
by the CTMO, as applications for revocation are filed 
frequently. Procedures are unnecessarily prolonged 
because of current legislation that does not support 
cross-examination of the evidence of use. 

Recommendations

revocation of evidence of use produced by the 

24 , SIPO, 24th 

April 2018, viewed 26th May 2018, <http://www.sipo.gov.cn/docs/2018-
04/20180425155906670179.pdf>

trademark registrant.

3.4 Improve the Administrative and Criminal 
Enforcement of Geographical Indications (GIs)

 
Concern        
In the absence of the regulating powers of the former 
AQSIQ to enforce GIs, it has proven challenging 
to obtain administrative protection despite prior GI 
registration with the former AQSIQ.25

Assessment
The Provisions on the Protection of Geographical 
Indication Products enacted in 2005,26 forms the legal 
basis of sui generis GI protection in China. In March 
2016, the former AQSIQ promulgated Measures on 
the Protection of Foreign Geographical Indications 
Products (Measures).27 With regard to actual protection, 
the Measures provide that the former “AQSIQ and 
provincial quality inspection authorities shall accept 
complaints on infringement and shall investigate and 
punish in accordance with the law”. 

not conduct raids on GIs as there is no regulation in 
place to help guide them in this area. Due to this lack of 
guidance, there is almost no legal enforcement for GIs. 
Furthermore, even when the quantity of illegal products 
is large, and would qualify for criminal prosecution, the 
Public Security Bureau (PSB) will often refuse to accept 
such cases if there are several authentic products 
bearing the GI. This requirement is, of course, very 
challenging to satisfy since GIs are collectively used 
and only rarely does only one product bear a GI.

According to the latest government restructuring, 
different IPR enforcement agencies will be merged into 
the restructured SIPO. It is therefore recommended to 
unify GI enforcement procedures by using the same 
administrative measures used for trademarks.

Recommendations

administration to improve the criminal enforcement 

25 After the government restructuring in April 2018, the former AQSIQ’s functions now 
fall under the responsibility of the SAMR.

26 Provisions on the Protection of Geographical Indication Products, SAMR, 2005, 
viewed 6th May 2018, <http://kjs.aqsiq.gov.cn/dlbzcpbhwz/zcfg/flfgwx/200610/
t20061023_1793.htm>

27 Measures on the Protection of Foreign Geographical Indications Products, 
SAMR, 28th March 2016, viewed 6th May 2018, <http://kjs.aqsiq.gov.cn/
dlbzcpbhwz/zcfg/zxzcxx/201604/t20160413_464279.htm>



Intellectual Property Rights Working Group

Se
ct

io
n 

Tw
o:

 H
or

izo
nt

al
 Is

su
es

84

of GIs by developing and applying a unified set of 
procedures.

sui generis GI protection through the 
implementation of a specialised law.

4.    Facilitate the use of Preliminary Injunctions 
in Trade Secret Cases by asking the 
Supreme People’s Court (SPC) to Issue 
Judicial Interpretations Pursuant to the 
SPC's Guiding Case System

Concern
Although the granting of preliminary injunctions remains 
limited, it is still the only practical means for protecting 
trade secrets. 

Assessment
While the Patent Law, Trademark Law and Copyright 
Law offer specific provisions that grant preliminary 
injunctions, this remedy is not prescribed in the Anti-
unfair Competition Law, which forms the basis for 
protecting trade secrets in China. Courts are, however, 
able to apply Article 100 of the Civil Procedure Law 
(amended in 2012) to grant preliminary injunctions in 
trade secret disputes.28

in 2013 (the Eli Lilly case),29 and the first pre-suit 
30 courts have granted 

these injunctions in several instances. 

In practice, courts continue to remain cautious when 
issuing preliminary injunctions, especially for trade 
secret cases. From the perspective of the working 
group, the current challenges for securing adequate 
preliminary injunction protection remains the following:

- The heavy evidentiary burden imposed on a plaintiff 
seeking injunctive relief in a trade secret case 
(including proving substantially that trade secret's 
status).

- The ease and speed with which trade secrets can be 
disseminated in digital media.

- The often irreversible and difficult to quantify 
damages suffered by the plaintiff in the event of 
disclosure.

28 Civil Procedure Law
30th

29 Eli Lilly (US) & Co, et al v. Huang Mengwei, Shanghai First Intermediate Court, 
2014, viewed 25th May 2018, <http://www.shcipp.gov.cn/shzcw/gweb/xxnr_view.
jsp?pa=aaWQ9MzE5MzEyJnhoPTEmdHlwZT0xz>

th May 2018, 

- The limitations to compensation given the nature of 
the damage caused.

Further legislation, interpretations and guidelines remain 
necessary for strengthening trade secret protection 
in China, as preliminary injunctions remain one of 
the very few measures available to limit the adverse 
consequences of a trade secret's misappropriation.

Recommendations

on fast-track procedures, and standards setting, 
for granting preliminary injunctions against the 
misappropriation of trade secrets.

injunctions from different courts under the SPC's 
case guiding system.

5. Strengthen the Protection of IP Online
5.1  Include the Domicile of the Plaintiff as Governing 

Jurisdiction for IP Cases Concerning IP Infringing 
Goods Sold Online

Concern
As cases concerning IP infringing goods that are sold 
online do not fall within the scope of “online information 
infringement”, as stated in the Interpretation of the 
Supreme People’s Court on the Application of the Civil 
Procedural Law,31 the domiciles of IP right owners are 
not included as the governing jurisdiction.

Assessment
Article 25 of the Interpretation of the Supreme People’s 
Court on the Application of the Civil Procedural Law 
states that the place where the infringing result incurred 
for the online information infringement includes the 
plaintiff’s domicile. However, many of the IP infringing 
goods that are sold online will include the information 
of goods being published online. If the courts interpret 
the online display of infringing products as “online 
information infringement” and include the domicile of 
the plaintiff as the governing jurisdiction, it will increase 
efficiency of IP right owners for combatting online 
sales of IP infringing goods, which are more common 
in the current era of e-commerce. In practice, different 
courts have different views, with some supporting this 
interpretation, while others do not.

31 Interpretation of the Supreme People’s Court on the Application of the Civil 
Procedural Law, SPC, 4th February 2015, viewed 6th May 2018, <http://www.
court.gov.cn/fabu-xiangqing-13241.html>
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Recommendation

jurisdiction for IP cases concerning the infringement 
of goods sold online when ruling in the courts.

5.2 Collaborate with Online Portals and 
Platforms to Develop Unified Procedures and 
Requirements for Notices and Takedowns 

Concern
The present system for removing infringing material 
from online platforms, portals, social networking and 
messaging services is often impractical in its use.

Assessment
Currently, various Chinese e-commerce platforms have 
their own IPR notice and takedown systems. Some 
are more active while others are cumbersome for right-
holders to deal with.  

When dealing with notice and takedowns in IPR 
disputes, some e-commerce platforms require all 
evidential documents to be legalised and notarised, 
which means providing the original trademark or 
copyright certificates and requiring the purchasing of 
other products for IP comparisons. Some other steps 
that must be undertaken include registering, submitting 

or counter-complaint by the online store, and a trial by 
a manager within the e-commerce platform. Under this 
system right holders encounter enforcement delays 
while infringing activities continue.

Furthermore, in terms of proof, if a right holder claims a 
trademark infringement in one case, then for any other 
similar product the right holder needs to repeat the 

difficult for right owners, especially small and medium-
sized enterprises (SMEs), to take infringements down, 
especially since the volume of filings is high. When an 
IP right has been established, it would be preferable that 
this can right can be used in other cases as well.

These delays are not in line with the Tort Liability 
Law, which outlines the process for the cessation 
of infringement and removal of obstruction. Online 
platforms should take timely measures to delete, block 
or disconnect links to infringing goods after evidence of 
the right has been submitted. In case it turns out there 
was no infringement, then the right holder who claimed 

the false infringement should be liable for the takedown.

Recommendations

dealing with IP disputes.

improve notice and takedown procedures.

5.3 Outline how E-commerce Platforms Should 
Provide Necessary Information to Assist 
Infringed Parties in Cases of IP Infringements

Concern
E-commerce platforms in many cases are not providing 
necessary information to assist infringed parties, 
allowing infringers to (re)open multiple shops.

Assessment
E-commerce platforms often allow individuals or 
companies to set up multiple shops on their platforms. 
As a result, one counterfeiter could have many shops, 
making it cumbersome for right holders to take them 
down, as notice and takedown mechanisms work mostly 
on a per-case basis. Furthermore, a shop can easily re-
open despite having sold IP infringing products. 

E-commerce platforms should mandatorily have to 
provide necessary information on cases of infringement 
to right owners, including product information, sales 
information, sales records and IP addresses of 
infringers. IP address would be particularly helpful to 
the right holder for starting a case against an infringer 
and preventing their goods from reappearing in other 
marketplaces.

Recommendations

for providing necessary information to assist infringed 
parties in cases of IP infringement.

infringers on online portals and platforms.

5.4 Clarify with E-commerce Platforms the 

Ownership

Concern
Copyrights are not accepted by certain e-commerce 
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Assessment
A problem that companies currently face is that many 

advance when claiming rights. Copyright is a right that, 
according to the Berne Convention, “exists the moment 
a work is made”.32 China has put in place a copyright 
registration system to prove copyright. However, 
copyright should also be proven by legalising and 
notarising the evidence of the copyrighted work.

Currently, some e-commerce platforms do not accept 
copyright infringement cases if there is no Chinese 
copyright registration certificate. Proof of copyright, 

which runs counter to the Berne Convention. Moreover, 
the CTMO and the TRAB do not have the same 
requirements for proving copyright. It is important that 
e-commerce platforms are given more responsibility to 
uphold the copyright of the right holder in the notice and 
assist of takedown cases.

Recommendation

Abbreviations
AQSIQ  General Administration of Quality   
  Supervision, Inspection and Quarantine

GI  Geographical Indication
IP   Intellectual Property
IPR   Intellectual Property Rights
MOFCOM  Ministry of Commerce
MOST   Ministry of Science and Technology

PSB   Public Security Bureau
SAIC   State Administration for Industry and  
  Commerce
SAMR  State Administration for Market Regulation

SPC   Supreme People’s Court
TRAB   Trademark Review and Adjudication  
  Board
TRIPS   The Agreement on Trade-Related   
  Aspects of Intellectual Property Rights

32 The Berne Convention, adopted in 1886, deals with the protection of works and 
the rights of their authors. Berne Convention for the Protection of Literary and 
Artistic Works, World Intellectual Property Organization, viewed 7th May 2018, 
<http://www.wipo.int/treaties/en/ip/berne/>

US   United States
WTO   World Trade Organization
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Inter-Chamber Small and Medium-sized Enterprise 
Working Group

Key Recommendations
1. Provide European Small and Medium-sized Enterprises (SMEs) in China with 

Better Access to Financing
Enhance the implementation of lending strategies to assist all SMEs, both European and Chinese, 
operating in China. 
Increase incentives for the purpose of encouraging commercial banks to grant short-term 
overdrafts to SMEs facing temporary cash shortages. 
Publish specialised credit risk assessment procedures or systems for providing both local and 
international SMEs with loans. 

Remove regulatory obstacles that limit SMEs’, especially foreign-invested enterprises’ (FIEs’), 

2. Promote Coordination Between Different Administrative Departments and 
Improve the Transparency, Clarity and Integrity of All Relevant Regulations 
for SMEs

Implement the ‘one-stop-service’ system in provincial/regional administrative departments to 

obligations.
Further develop official platforms—preferably online—to provide comprehensive, coherent and 
timely information to SMEs. 
Continue efforts in alleviating administrative burdens for SMEs by reducing the number of 

3. Ensure Reasonable Payment Terms and Enforce Timely Payments to 

Issue guidelines and implement effective industry supervision measures to ensure that SOEs and 
private sector players respect contractual payment terms when dealing with SMEs.
Set a maximum payment term that is lawfully allowed to be included in contracts. 
Encourage SOEs to sign contracts with SMEs that have reasonable payment terms. 
Improve legal debt collection procedures.
Further develop implementing measures to encourage banks to provide financing solutions to 
SMEs based on accounts receivable.
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4. Promote the Value of Intellectual Property Rights (IPR) Protection and 
Enforcement Mechanisms at the Consumer, Business and Local Government 
Levels

Involve the general public and business community in awareness-raising campaigns to promote 
respect for IPR.
Intensify efforts to tackle the bad-faith registration of IPR among trademark agents, Chinese 
companies that register more than 10 different foreign, non-registered trademarks for the same 
goods or services, clear-cut bad-faith registration cases and repeat offenders.
Engage local enforcement agencies, customs and local courts to take effective action against 
counterfeiting.
Further consolidate the Specialised Intellectual Property Court Pilot Programme.

Introduction to the Working Group
Small and medium-sized enterprises (SMEs) constitute 
the foundation of most, if not all, national economies 
in the world.1 Most parts of all supply and value chains 
that end in either business-to-consumer or business-
to-government are made up by products and services 
provided by SMEs. Smaller businesses generate 
around 50 to 70 per cent of all jobs and incomes, and 
they are usually key contributors to their country’s 
gross domestic product (GDP), especially in developed 
countries.2 Furthermore, the dynamism of SMEs 
enables them to act as some of the main drivers for 
entrepreneurship and development. Finally, SMEs 
are not only a valuable source of support for larger 
companies, they also constitute the seeds from which 

will grow. Without a strong SME base, countries will 
not only have their competitive edge dulled in terms 
of creativity and innovation, but their overall economic 
development and social welfare could be seriously 
compromised as well.

Fostering innovation and promoting social welfare 
feature prominently in China’s mid- and long-term 
development strategy in the 13th

1  World Trade Report 2016: Levelling the trading field for SMEs, World Trade 
Organization, 2016, viewed 9th May 2018 <https://www.wto.org/english/res_e/
booksp_e/world_trade_report16_e.pdf>

2 Think Big for Small: Small and Medium Enterprises as Pillar for Future-oriented, 
, B20 Cross-Thematic Group: Small and 

Medium Enterprises, March 2017, viewed 18th April 2018, <https://www.biia.com/
wp-content/uploads/2017/05/B20-CTG-SMEs_Final-Policy-Paper_2017-04-12.
pdf>

the Internet Plus Action Plan, and they were further 
reinforced as key objectives during the 19th Party 
Congress and the 2018 Two Sessions. In order to 
achieve these two goals, supporting domestic and 
international SMEs in China will be absolutely essential.

The Inter-Chamber Small and Medium-sized Enterprise 
Working Group was established in 2014 as a new 
advocacy element of the European Union (EU) SME 
Centre Phase Two,3 with the objective of strengthening 
advocacy for European SMEs. The working group is 
based on the European Chamber’s Small and Medium-
sized Enterprise Forum. It brings together European 
SMEs to create a strong channel where concerns 
over the business challenges faced in China can be 
expressed. The working group’s recommendations 
represent the concerns and interests of SMEs from all 
EU Member States.4

The Inter-Chamber Small and Medium-sized Enterprise 
Working Group organises a series of regular working 
group and policy meetings that are intended to provide 
practical solutions and policy advice to European SMEs 
and their stakeholders.5

3 About EU SME Centre, EU SME Centre, viewed 18th April 2018, <http://www.
eusmecentre.org.cn/about-centre>

4 The Inter-Chamber SME Working Group Position Paper presents the 
recommendations of SMEs from 28 EU Member States regardless of their 
membership status with the European Chamber.

5 EU SME Centre implementation partners and EU State embassies, <www.
eusmecentre.org.cn>
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According to the European Commission (EC), the 
classification of micro, small and medium-sized 
enterprises is determined by their staff headcount and 

an enterprise that employs less than 250 people and 
has an annual turnover not exceeding euro (EUR) 50 
million or total assets greater than EUR 43 million.6  
However, on 6th February 2018, the EC launched a 

of an SME should be.7 SMEs are the backbone of the 
EU’s economy. In the non-financial business sector, 
they account for 99.8 per cent of the total number of 
businesses throughout the EU and 67 per cent of its 
employment, and they generate 57 per cent of its added 
value. Furthermore, 93 per cent of European SMEs are 
micro SMEs. 8

In China, SMEs are defined, according to the SME 
Promotion Law, as companies that “have a relatively 
small size in personnel and scope of business”.9 The 
standards for classifying SMEs are formulated by 
relevant departments of the State Council, and the 

sized enterprise is dependent upon a series of variables, 
such as the industry it belongs to, its operating 
income, its total assets and its number of employees.10 
SMEs constitute an overwhelming majority of China’s 
enterprises and are key to its economic development, 
as they represent 99.6 per cent of companies and 
comprise more than 60 per cent of its GDP. 11

EU SME Projects in China
The EU SME Centre (Phase Two) runs from July 
2014 to July 2019. Its main objectives are: assisting 
European SMEs to establish and develop a commercial 

6  
small and medium-sized enterprises (C(2003) 1422), European Commission, 20th 
May 2003, viewed on 18th

7 , European Commission, 
6th February 2018, viewed 5th May 2018 <https://ec.europa.eu/info/consultations/

8 European Commission et al., 
Focus on self-employmen

9 Law of the People’s Republic of China on the Promotion of Small and Medium-
sized Enterprises th April 2018, 
<http://www.npc.gov.cn/npc/xinwen/2017-09/01/content_2027929.htm>

10 Statistical criteria for the classification of large, medium, and small micro-
st March 2018, viewed 

18th April 2018 <http://www.stats.gov.cn/tjsj/tjbz/201801/t20180103_1569357.
html>

11 Guo, Linmao, and Ma, Xianghui (Editors), People’s Republic of China Small and 
Medium-sized Enterprises Promotion Law: Guidebook, China Democracy and 
Legal System Publishing House, Beijing, 2017, pp. 15–19.  

presence in the Chinese market (through exports or 
investments) by providing EU added-value support 
services; improving corporate synergies and increasing 
best practice sharing at the national and regional EU 
business association levels, with the ultimate goal of 

and strengthening advocacy efforts on behalf of the EU 
business community to help create a better business 
environment.12

The China Intellectual Property Rights (IPR) SME 
Helpdesk—currently in Phase IV from 2015 until 
2018—supports European SMEs in both protecting 
and enforcing their IPR in or relating to Mainland 
China, Hong Kong, Macao or Taiwan. These include 
trademarks, patents, industrial designs, trade secrets, 
copyright and geographical indications. Available to all 
EU SMEs, SME networks, chambers of commerce and 
industry associations, the helpdesk offers a variety of 
services and information free of charge in the form of 

property and related issues, training, materials and 
online resources.13 

Recent Developments
SMEs in China
SMEs play a very important role in China’s economic 

more than 99 per cent of all companies in China but 
they contribute to more than half of the country’s GDP. 
They also create more than 80 per cent of the jobs, hold 
more than 70 per cent of the patents and contribute 
more than 50 per cent of the taxes.14 

European SMEs in China
According to the EU SME Centre, the sectors with the 
highest number of European SMEs operating in China 
are food and beverage, commercial services, education, 
information and communication technologies and 
healthcare, as shown in the graph on the next page:

12 About Us, EU SME Centre, viewed 2nd May 2018, <http://www.eusmecentre.org.
cn/about-centre>

13 About Us, China IPR SME Helpdesk, viewed 2nd May 2018, <http://www.china-
iprhelpdesk.eu/content/about-hd>

14 Guo, Linmao, and Ma, Xianghui (Editors) People’s Republic of China Small and 
Medium-sized Enterprises Promotion Law: Guidebook, China Democracy and 
Legal System Publishing House, Beijing, 2017, pp. 15–19.  
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Category Business Development Legal Standards & Conformity Human Resources

Proportion 35 per cent 35 per cent 25 per cent 5 per cent

Topic

1. Looking for Chinese 
partners

1. Due diligence 1. Customs clearance 1. Salary

2. Market information
2. Ways to enter the 

market
2. Wine standards 2. Termination

3. Different ways to sell 
products

3. Business model 
feasibility

3. Textile standards 3. Recruitment

33% 

18% 10% 

7% 

6% 

5% 

4% 

3% 
2% 2% 

2% 

2% 
2% 
1% 

1% 
1% 

Other 

Food  Beverages 

Commercial services 

Education 

ICT 

Healthcare 

Machinery equipment and components 

Automobiles and autoparts 

Construction 

Retail 

Textiles and apparel 

Chemicals 

Energy 

Renewable energy 

Leisure and recreation 

Transportation 

Of the more than 3,700 business inquiries from SMEs received by the EU SME Centre between 2010 and 2018, the 
most common include:

Table 1: Business inquiries received by the EU SME Centre (2010-2018)

Source: EU SME Centre, 2010–2018

Survey 2018
The 
Survey (BCS) is one of the European Chamber’s key 
publications. In 2018, 532 European companies based 
in China completed the survey, with SMEs15 constituting 
the largest group of respondents at 52 per cent of the 

15 According to the European Chamber’s methodology for this survey, an SME is 
an enterprise that employs less than 250 people in China.

Source: EU SME Centre, 2010-2018 

total.16 Analysis of the responses shows that SMEs 
are still experiencing considerable difficulties when it 
comes to business development in China. Furthermore, 
it is highly concerning that 31 per cent of SMEs do not 

16 European Business in China Business Confidence Survey 2018, European 
Union Chamber of  Commerce in China,  2018, p.  62 <ht tp: / /www.

EU SMEs in China by Industry
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One third of SMES do not believe a level playing field will ever exist   
When do you expect to see a level playing field for foreign and Chinese companies through 
the provision of national treatment in your industry?

32%
23% 26%

6%
7% 7%

16%

13%
18%

28%
42% 32%

18% 15% 17%

Category 3: Large 
companies (1,000+ 

employees)

Category 1: SMEs 
(< 250 employees)

Category 2: 251 _
1,000 employees

N=277 N=150N=103

I do not expect to see a level playing field< 2 years 6–10 years2–5 years > 10 years

Comparison by company size

Regulatory obstacles remain one of the main challenges 
perceived by European companies (both SMEs and 
larger enterprises) when doing business in China, 
with the top three being ambiguous regulations, 
administrative issues and the discretionary enforcement 
of rules. Market access barriers and investment 
restrictions remain a significant obstacle to doing 
business in China for 27 per cent of the respondents, 
as do licensing requirements/registration processes for 
products and IPR protection for 25 per cent and 21 per 
cent of companies respectively.

Internet restrictions are a major concern for European 
companies. Over half of those surveyed stated that 
their business had been negatively impacted due to 
these restrictions. Many companies use virtual private 

access restrictions, but only 23 per cent of SMEs say 

 
The 8th EU-China SME Policy Dialogue
On 9th

the 8th EU-China SME Policy Dialogue. During the various 
sessions, institutional representatives from the Chinese 
Government and the EU, as well as experts from 
business organisations, discussed the following issues: 

The SME policy environment both in China and in 
Europe.
Support measures for the internationalisation of 
SMEs carried out by organisations such as the 
EU SME Centre or the Chinese Entrepreneur 
Development Federation. 
Development opportunities for SMEs in Europe and 
China, including case studies of EU SMEs in China. 
The introduction of Sino-international cooperation 
initiatives, such as the International Innovation and 
Entrepreneurship Competition in Guangzhou.

The main outcomes of the Policy Dialogue were as 
follows: 

There are areas of cooperation that can be found 
between the EU and China, such as on the issue of 
late payments. 
Cross-border matchmaking constitutes another 
opportunity for joint cooperation and for platforms, 
such as exchanges and fairs. 
Chinese participants mentioned that they had 

and training. 

Both sides stated that they looked forward to 
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discussing the implementation of the SME Promotion 

Law during the next Policy Dialogue.
 
Regulatory Update
The SME Promotion Law
On 15th

Promotion Law. The new SME Promotion Law was 
officially published on 1st September 2017 and came 
into force on 1st January 2018.17 It contains a series of 

in the SME arena and in national policy that have taken 

was published. It also addresses some challenges that 
SMEs now encounter. The working group is pleased 

some comments related to the key recommendations 
presented in its position paper were taken into account 

Public funding is to be provided by the government at 
all levels through the establishment of special funds 
for SME development, with a particular focus on small 
and micro enterprises. These funds will be supervised 
and evaluated to ensure they are used properly. When 

government is also set to implement preferential tax 
policies—including a reduction of enterprise income 
tax and a reduction of or exemption from value-added 
tax—for qualified SMEs, to simplify the administrative 
procedures for taxation, and to reduce administrative 
fees. The law’s intent is to ensure the protection of SME 
rights while guaranteeing that SMEs are compliant.18 

The revised SME Promotion Law also encourages 
the direct and indirect financing of SMEs by financial 
institutions. Regarding direct financing, Article 18 
outlines the development of a multi-level capital 
market system and promotes the use of bond markets 
and equity financing as funding channels. The most 
important additions regarding indirect financing are a 
series of articles that provide for the use of movable 
property and accounts receivable as collateral for 

17 Law of the People’s Republic of China on the Promotion of Small and Medium-
sized Enterprises th April 2018, <http://www.npc.gov.
cn/npc/xinwen/2017-09/01/content_2027929.htm>

18 Guo, Linmao, and Ma, Xianghui (Editors), People’s Republic of China Small and 
Medium-sized Enterprises Promotion Law: Guidebook, China Democracy and 
Legal System Publishing House, Beijing, 2017

f inancing (chattel secured f inancing),19&20along 
with encouraging credit guarantee issuance. While 
the working group believes these measures to be 
contributing to the facilitation of SME financing, it 
also believes that there are some issues that should 
be further addressed in order to develop a more 
comprehensive policy. One of them is developing and 
implementing regulatory measures for new financing 
solutions, such as online loans, in order to protect the 
rights of SMEs that use these channels; another is 
ensuring that both domestic and international SMEs 

21 

The SME Promotion Law encourages innovation and 
entrepreneurship by setting a series of measures that 
span from preferential tax policies for enterprises and 
investors in the area of technological innovation, to the 

deregistration procedures. Various articles also promote 
the usage of new technologies like big data and cloud 
computing, the development of new technologies 
using SMEs’ independent intellectual property, and 
cooperation with universities and research centres. 
While the working group considers these additions to 
have positive effects on the development of SMEs, it 
would welcome further clarification on issues such as 
whether administrative procedures, like registration and 
deregistration, will also be simplified for international 
SMEs.

The law also establishes a series of measures 
to encourage SME participation in government 
procurement. Some of these include reserving more 
than 30 per cent of the total government procurement 
budget for SMEs (of which no less than 60 per cent 
would be saved for small and micro-enterprises) and 
other mechanisms such as the formulation of purchase 
requirement standards, offer price review or preferential 
procurement. The working group welcomes this 
initiative and encourages the Chinese Government to 
ensure equal and inclusive implementation for local and 
international SMEs.

19
a company uses its receivables—outstanding invoices or money owed by 

20 Also known as chattel mortgage, it is a type of financing that uses movable 
personal property rather than real estate as security.

21 Law of the People’s Republic of China on the Promotion of Small and Medium-
sized Enterprises th April 2018, <http://www.npc.gov.cn/
npc/xinwen/2017-09/01/content_2027929.htm>
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The Plans for Promoting the Development of SMEs 
(2016–2020)
The Ministry of Industry and Information Technology 
(MIIT) issued the Plan for Promoting the Development 
of SMEs (2016–2020) on 5th July 2016.22 The objectives 
are the improvement of qual i ty,  eff ic iency and 
entrepreneurship, the promotion of supply-side reform 
and the optimisation of the business environment. 
Specifically, this plan will further enhance the SME 
development environment and support SMEs’ ‘going 
out’23 strategy to add to the global value chain. Following 
the release of the Plan for Promoting the Development 
of SMEs (2016–2020), the MIIT also released the 
Five-Year Action Plan for Promoting the International 
Development of SMEs (2016–2020) in August 2016,24  
which sets targets to support Chinese SMEs to ‘go out’ 
to Belt and Road Initiative (BRI) countries.

SMEs and the BRI
On 27th July 2017, the MIIT and the Bank of China  
published the Notice of the Two Departments on 
Carrying out the Special Action for Supporting the 
Participation of SMEs in the Belt and Road Initiative. 
Its aim is to boost SME involvement and performance 
throughout the BRI, thus supporting the ‘going out and 
bringing in’ strategy.25 The main measures for promoting 
SME participation in the BRI are as follows:
 

SMEs are to be supported in their trade and 
investment endeavours in countries along the 
route through several different measures, such 
as promoting their participation in domestic and 
international exhibitions, establishing a Belt and 
Road Init iat ive SME Cooperation Platform,26 
encouraging SMEs to use e-commerce to develop 
in the international market, and promoting two-way 
investment through the creation of a cooperative 
zone for SMEs in China and partner countries. 

22 Plan for Promoting the Development of SMEs (2016-2020), MIIT, 5th July 2016, 
viewed 20th May 2017, <http://www.miit.gov.cn/n1146290/n4388791/c5081157/
content.html>

23 The ‘going out’ policy (also referred to as the ‘going global’ strategy) was 
an effort initiated in 1999 by the Chinese Government to promote Chinese 
investments abroad.

24 Five-Year Action Plan for Promoting the International Development of SMEs 
(2016-2020), MIIT, 1st August 2016, viewed 20th May 2017, <http://www.miit.gov.
cn/n1146295/n1652858/n1652930/n3757016/c5180691/content.html>

25 Notice of the Two Departments on Carrying out the Special Action for Supporting 
the Participation of SMEs in the Belt and Road Initiative, MIIT and the CCPIT, 
27th July 2017, viewed 18th April 2018, <http://www.miit.gov.cn/n1146295/
n1652858/n1652930/n3757016/c5755651/content.html>

26 China’s Belt and Road Initiative SME Cooperation Platform, viewed 28th April 
2018, <http://www.smefw.com/sfc1/show.action?code=activity_home_en>

Services are to be provided to SMEs through a 
platform that provides relevant information and 
by strengthening international legal services, 
such as early warning mechanisms or legal 
advisory hotlines for internationally-funded 
SMEs, among others. 

The international competitiveness of Chinese 
SMEs is to be enhanced by special training 
to help SMEs improve their management 

Chinese brands and guide them in navigating 
and regulating overseas business activities. 

In addition, a special working group will also be 
created by the CCPIT, which will draft annual 
progress reports, and bilateral cooperation with 
SME organs and institutions will be strengthened.

While the BCS 2018 shows that 55 per cent 
of the respondents see business opportunities 
along the BRI,27 international companies and 
more concretely SMEs wanting to pursue these 
opportunities face considerable challenges 
related to the availability of information regarding 
projects, their allocation and funding. There are 
also certain concerns held by the international 
business community regarding the opportunities 
for them to participate in BRI projects vis-à-
vis Chinese companies.28 The working group 
welcomes these measures and acknowledges 
the provisions that encourage the participation 
and cooperation of international SMEs in the 
initiative, such as the creation of the Belt and 
Road Initiative SME Cooperation Platform and 
the promotion of two-way investment along the 
BRI. The working group looks forward to the 
implementation of these measures.

27 European Business in China Business Confidence Survey 2018, 
European Union Chamber of Commerce in China, 2018, p. 38 <http://
www.europeanchamber.com.cn/en/publications-business-confidence-
survey>

28 One of the main concerns of foreign companies relates to access to 
BRI projects and the fairness in the allocation procedures, especially 
in projects financed by Chinese banks. “Out of all the contractors 
participating in Chinese-funded transportation projects tracked by the 
CSIS Reconnecting Asia Project, 89 percent are Chinese companies. 
In comparison, out of the contractors participating in projects funded 
by the World Bank and Asian Development Bank, 29 percent are 
Chinese, 40.8 percent are local, and 30.2 percent are foreign." From 
The Belt and Road’s Barriers to Participation, Center for Strategic & 
International Studies, 7th February 2018, viewed 19th April 2018, <https://
reconnectingasia.csis.org/analysis/entries/belt-and-road-barriers-
participation/>
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CM2025
The importance of access to funding is one of the key 
issues underlined by CM2025 when it comes to SMEs. 
To that end, the document promotes the establishment 
of national funds and the development of preferential 
tax and financing policies.29 Banks and other financial 

services that cater to SMEs, such as intellectual 
property (IP), loans and credit guarantee systems.

Another issue of key importance for the development 
of SMEs is the promotion of specialisation in niche 
markets and innovation through the establishment 
of entrepreneurship funds, the strengthening of 
cooperation between SMEs and R&D institutions, 

outsourcing work. Finally, lowering costs on IP licensing 
and protection and creating a comprehensive services 
platform for SMEs are two measures provided for under 
the CM2025 initiative.

According to the results of the BCS 2018, 43 per 
cent of respondents saw increased discrimination 
against international companies compared to Chinese 
companies within the framework of CM2025. The 
working group encourages the appropriate authorities 
to address this issue and ensure a level playing field 
between Chinese and international companies.30 

Internet Plus Action Plan
Issued on 4th July 2015, the Internet Plus Action Plan 
(Internet Plus)31 aims to foster economic development 
by integrating the Internet into traditional industries. In 
relation to this, the MIIT released the Guiding Opinions 
on Further Promoting the Informatisation of Small and 
Medium Enterprises (Guiding Opinions) on 24th January 
2017, with the goal of increasing the informatisation 
level of SMEs by 2020.32 One of the main measures 
enshrined in the Guiding Opinions encourages SMEs 
to use information technology (IT) for R&D purposes by 
reducing research costs and creating an open internet 
platform to gather R&D resources. Another important 

29 , State Council, 2015, viewed 30th April 
2018, <http://www.gov.cn/zhengce/content/2015-05/19/content_9784.htm>

30 , European Union 
Chamber of Commerce in China, 2018, p. 41 <http://www.europeanchamber.

31 State Council's Guiding Opinions on Actively Promoting "Internet +" Action Plan, 
State Council, July 2015, viewed 18th April 2018, <http://www.gov.cn/zhengce/
content/2015-07/04/content_10002.htm>

32 Guiding Opinion on Further Promoting the Informatisation of Small and Medium 
Enterprises, MIIT, January 2017, viewed on 18th April 2018, <http://www.miit.gov.
cn/n1146295/n1652858/n1652930/n3757016/c5475728/content.html> 

measure includes encouraging large IT companies to 
use their resources to provide services to SMEs.

Recommendations

1.Provide European SMEs in China with 
Better Access to Financing 

Concern
European SMEs operating in China still experience 

prevents them from reaching their full potential and limits 
their ability to further contribute to China’s economy.

Assessment
Having sufficient access to financing is an important 
determinant in enterprise development. It is well known 
that SMEs face different challenges when accessing 

economic growth, coupled with the fact that European 

operations. 

well as the SME Promotion Law, aim to create favourable 
conditions for SMEs to gain access to financing, in 
practice it still remains a major challenge, especially for 
international SMEs. The key reasons for this are that 
SMEs are generally considered high-risk/low-return 
clients, and local SMEs are preferred because of their 
close relationships with local banks. 

The Survey on the Access to Finance of Enterprises,33  
published by the European Central Bank in June 2018, 

33 , 
European Central Bank, June 2018, viewed 27th June 2018, <https://www.
ecb.europa.eu/pub/pdf/other/ecb.accesstofinancesmallmediumsizedenterpris
es201806.en.pdf?f710aadd09e7d0036678df8612df9104> 
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Source: European Central Bank35

The most relevant sources of financing, according to 
SMEs, are bank overdrafts (53 per cent), bank loans 
(52 per cent), leasing or hire-purchasing (46 per cent) 
and subsidised loans (34 per cent). Trade credit was 
also considered to be a potential source of financing, 
while market-based instruments such as equity, bank 
securities and factoring were among the least relevant.36 

While there is room for improvement regarding SME 

(eight per cent). Furthermore, although only 29 per 
cent of SMEs in the EU actually applied for a bank loan 
during the survey period, the percentage of those that 
did not apply for fear of getting rejected experienced a 

group hopes that the recommendations provided in this 
paper will help to draw the Chinese authorities’ attention 
to the importance of creating more financial tools that 
SMEs can access.

In the EU, the main sources of funding available to SMEs 
are internal profit-based financing or internal financing 
provided by related parties such as shareholders (capital 
or shareholder loans), management and employees, 

institutions (e.g. financial leasing companies, credit 
guarantee companies and micro-loan companies) whose 

of financing include equity financing through business 
angels, venture capital and private equity funds. 

Compared to the variety of financial tools available to 
SMEs in the EU, China has limited options for SME 

enterprises (FIEs) must be obtained against guarantees 
from banks outside of China, which typically require 
further risk assessment by European headquarters. 
However, foreign exchange loans, which theoretically 
should be easier for FIEs to access, are limited by the 
so-called ‘borrowing gap’. This is the difference between 
the total amount invested and the minimum amount of 
required capital that corresponds to the investment.

The obstacles international SMEs encounter when it 
comes to obtaining funding are illustrated in the following 
case study:

35 , 
European Central Bank, June 2018, viewed 27th June 2018, <https://www.
ecb.europa.eu/pub/pdf/other/ecb.accesstofinancesmallmediumsizedenterpris
es201806.en.pdf?f710aadd09e7d0036678df8612df9104>

36  Ibid
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A successful European SME in the service sector that does business in China tried to apply for a loan in order 

The working group is pleased by the efforts made to 
tackle issues with SMEs receiving access to financing. 
This was done by including in the revised version of 
the SME Promotion Law, through various modified 

to provide SME-specific financial services, including 
credits and loans, and in the newly added Article 19 
of the SME Promotion Law chattel secured financing 
was also provided. Furthermore, during a State Council 
meeting on 20th June 2018, further measures to improve 

enterprises were discussed. The proposed measures 
included lowering the re-financing rates for micro and 
small businesses, implementing targeted cuts on 
banks’ reserve requirement ratios to boost their credit 
supply and ensuring that the state finance guarantee 
fund covers no less than 80 per cent of the financing 
guarantee for micro and small enterprises.37 The working 
group looks forward to the effective implementation 
of such measures and hopes they will have a positive 
impact on both local and international SMEs’ access to 

On 29th April 2016, the People’s Bank of China (PBOC) 
issued the Notice on Nationwide Implementation 
of Macro Prudential Management of Cross Border 

Financing,38 which took effect on 3rd May 2016. This 
notice fundamentally changed the regulation on cross-
border debt by Chinese enterprises and FIEs. For now, 
FIEs may continue to apply the old regime—outlined in 

move immediately to the new regime. Ultimately, all FIEs 
will be subject to the new rules. 

Table 2: Ratio between total investment and registered 
capital in United States dollars (USD)

Source: then State Administration for Industry and Commerce 

(SAIC)39

Total 
Investment

Ratio of minimum registered capital of total 
investment

Up to USD 3 
million

USD 3–10 
million higher

USD 10–30 
million higher

> USD 30 
million higher

37 Fiscal measures on the way to help small businesses, State Council, 20th June 
2018, viewed 21st June 2018, <http://english.gov.cn/premier/news/2018/06/20/
content_281476192651210.htm?mc_cid=6f5f0a9670&mc_eid=51671cb827>

38  Expand Pilots Programme of Cross-border Financing Approval, PBOC, 2016, viewed 
18th April 2018, <http://www.pbc.gov.cn/goutongjiaoliu/113456/113469/3009303/index.
html> 

39 Interim Regulation on Joint Venture Proportion of Registration Capital and Total 
Investment, SAIC, 17th February 1987, viewed 18th April 2018, <http://www.fdi.gov.
cn/1800000121_23_69857_0_7.html>
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The new rules use net asset value instead of registered 
capital to determine the headroom for foreign debt, but 
foreign debt will still be restricted for FIEs under the new 
regime. The new rules will still prove to be problematic, 
since international SMEs have no access to domestic 

Recommendations 
Enhance the implementation of lending strategies 
to assist all SMEs—both European and Chinese—
operating in China. 
Increase incentives for the purpose of encouraging 
commercial banks to grant short-term overdrafts to 
SMEs facing temporary cash shortages. 
Publish specialised credit risk assessment procedures 
or systems for providing both local and international 
SMEs with loans. 
Establish national funds for financing partnerships 
between European and Chinese SMEs. 
Remove regulatory obstacles that limit SMEs’, 

foreign exchange debt quota requirements. 

2. Promote Coordination Between Different 
Admin is t ra t ive  Depar tments  and 
Improve the Transparency, Clarity and 
Integrity of All Relevant Regulations for 
SMEs  

Concern 
China’s complex regulatory and licence approval 

international SMEs in China.

Assessment 
After receiving approval from Administrations for Industry 
and Commerce (AICs) to establish as a legal entity 
in China, FIEs are then required to obtain different 
permits or registration forms from additional government 
agencies before they can become operational. The 
whole process can last several months during which 

will be incurred even though the FIE is not yet eligible to 
conduct business. After an enterprise starts operating, 
annual re-registrations also then need to be carried 
out by several government agencies, which requires 
considerable resources.

The complexity of registration and re-registration 
processes constitutes one of the largest challenges for 
SMEs, thus it is essential that they receive prompt and 
clear responses from competent authorities. 

Table 3: Time schedule for establishing a manufacturing 
wholly foreign-owned enterprise (WFOE) 
 

Steps Authorities Time Estimation40 

WFOE Establishment Registration

approval

Local branch of the 
State Administration 

of Market 
Supervision

2–5 working 
days

Recording 
Receipt/ 

approval41

Relevant branch 
of the Ministry 
of Commerce 
(MOFCOM)

2–5 working 
days

Environmental 
impact 

assessment and 
approval 

An environment 
impact assessment 

institute and the 
Environmental 

Protection Bureau

30–40 working 
days

Business licence SAIC 7 working days

WFOE Post Registration (25–35 working days)

Stamp carving
  Public Security 

Bureau
1–3 working 

days

Account opening  Client and bank
5–10 working 

days
Tax registration 

and general 
value-added tax 

payer

  Tax authorities
5–10 working 

days

Foreign trade 
recorder

Relevant MOFCOM 
branch

5 working days

Import and export 
licences

Customs 
15–20 working 

days

40 The estimated time required only takes into consideration the time for the 
competent authority to handle the application. It does not include time spent by 

41 MOFCOM approval is still required for foreign investment in the listed industries 
found in the Guideline of Special Administrative Measures for Access of Foreign 
Investment.
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Post-registration for Project Approval42 
(50–63 working days)

Record the 
investment 

project43 

Management 
Commission of 

the Economic and 
Technological 

Development Area

3 working days

investment 
project 

Development and 
Reform Commission

10 working days

Energy 
conservation pre-
assessment and 

approval

An energy 
conservation 
assessment 

institute and the 
Development and 

Reform Commission

30–40 working 
days

Apply for project 
approval/record44 

Development and 
Reform Commission

10 working days

Apply for Fitting-out Approval (40 working days)
File the design 

project
20 working days

File the 
acceptance of the 20 working days

Other Pre-assessments45  (30–40 working days)

Work safety pre-
assessment and 

approval

A work safety 
assessment institute 
and the Work Safety 
Supervision Bureau 

30–40 working 
days

Occupational 
hazard pre-

assessment and 
approval

A work safety 
assessment institute 
and the Work Safety 
Supervision Bureau

30–40 working 
days

After the above steps have been completed, the 
workshop is permitted to conduct trial production.46 

42 ‘Project’ means the establishment of a workshop for manufacturing. 
43 This record is unnecessary if the workshop is not in any of China’s free trade 

zones.
44 Some projects may only need a record from the Development and Reform 

Committee, which can be determined on a case-by-case basis.
45 After the trial production is complete the SME is required to conduct the final 

evaluation for work safety, energy conservation and occupational hazards and 

46 After the trial production is complete, all the aforementioned assessments are 

normal production can commence.

package that aims to optimise the business environment in Beijing. People’s Daily: 
Beijing Releases “9+N Policy Package to Create the Most Optimised Environment 
for Service Companies, Beijing People’s Government, 22nd March 2018, viewed 
18th April 2018, <http://www.beijing.gov.cn/lqfw/gggs/t1515716.htm>

48 People’s Daily: Beijing Releases “9+N Policy Package to Create the Most 
Optimised Environment for Service Companies, Beijing People’s Government, 
22nd March 2018, viewed 18th April 2018, <http://www.beijing.gov.cn/lqfw/gggs/
t1515716.htm>

49 , 19th 
March 2018, viewed 18th April 2018 <http://house.people.com.cn/n1/2018/0319/
c164220-29874733.html>

50 During a meeting organised by Invest Beijing on the policy interpretation of 
digitalisation of business registration and the optimisation of Beijing’s business 
environment in general, on 4th April 2018, the European Chamber asked a series 
of questions regarding the impact of these new measures on business registration 

companies can do part of the registration online, with the help of their legal 
counsel or Chinese employees. 

51 Opinions on Further Compressing the Time for Starting a Business, State 
Council, 17th May 2018, viewed 25th May 2018 <http://www.gov.cn/zhengce/
content/2018-05/17/content_5291643.htm>

The working group welcomes the modifications to 
the SME Promotion Law that address the issue of 
administrative burdens, especially the provisions 
regarding the streamlining of the approval processes, 
the lowering of administrative charges and the facilitation 
of deregistration procedures. However, it remains to be 

seen how—or indeed if—the implementation of these 
measures will apply to international SMEs.

In recent months, the municipal administrations of 
various cities have published policies that simplify the 
process for companies to register. One example of 
where substantial progress is being made is Beijing. 

47 on 18th March 

on Further Optimising the Business Environment and 
Improving the Efficiency of Enterprise Start-ups,48 
which outlines the development of an online business 
registration system that should be able to shorten the 
registration time from an average of 22 to approximately 
five working days.49  According to Chinese officials 
from the Beijing AIC, although the registration time 
will be slightly longer for international companies than 
for Chinese ones, the new system will still be quicker for 
foreign businesses.50 Furthermore, at the national level, the 
State Council published on 17th May 2018 the Opinions 
on Further Compressing the Time for Starting a Business 
(Opinions),51 which states that by the end of 2018 the 
length of time required for starting a business will be 
reduced nationally to 8.5 days. In order to achieve this 
goal, the Opinions put forth the following measures:

-  A ‘one single window’ principle.
- Streamlined corporate registration formalities.
- The simplification of seal production processes for 

- The optimisation of social insurance registration 
procedures.
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The working group considers this is a posi t ive 
development and encourages the timely and efficient 
implementation of these measures for both domestic and 
international SMEs.

Recommendations 
Implement the ‘one-stop-service’ system in provincial/
regional administrative departments to support all 
SMEs, both European and Chinese, in fulfilling their 
multiple registration and regulatory obligations.

to provide comprehensive, coherent and timely 
information to SMEs. 
Continue efforts to alleviate administrative burdens 
for SMEs by reducing the number of government 
approvals and simplifying the remaining approval and 

3. Ensure Reasonable Payment Terms and 
Enforce Timely Payments to Alleviate 

Concern
European SMEs in China frequently face liquidity 
problems due to an absence of maximum contractual 
payment terms, non-negotiable payment terms with 
state-owned enterprises (SOEs) or private sector 
players, and late/non-payments from clients.

Assessment
Since access to bank loans is limited for SMEs in 
general, and international SMEs in particular, substantial 
reserve assets are a prerequisite for business operations 
in China. 

Usually, SMEs have limited bargaining power during 
negotiations, which often results in customers imposing 
onerous contractual payment terms. In addition, many 
customers do not comply with these terms and pay late. 

SMEs who conduct business with SOEs or large 
Chinese privately-owned enterprises (POEs) have limited 
negotiating power when discussing payment terms. At 
the same time, SMEs are often required to pay a 30 per 
cent down payment and 70 per cent of the total cost, 
prior to the goods being delivered to their own suppliers. 
When dealing with SOEs and large POEs, there are a 
number of obstacles that limit the overall chances of 
SME success. For example, SMEs in the industrial sector 

typically receive a 20 per cent down payment, 30 per 
cent at onsite delivery, 40 per cent at the commissioning 
and the remaining 10 per cent at the end of the warranty 
period (24 months). This means that only 20 per cent of 
the total payment is secured while the remaining 80 per 
cent is fully dependent on clients’ willingness to comply 
with pre-existing payment obligations. 

In China, most industries do not have guidelines to 
ensure that market players respect contractual payment 
terms and so they set a maximum payment term that 
can be included in contracts (e.g. 30 calendar days if the 
customer is a public authority or state-owned company 
and 60 days if the customer is a privately-owned 
company, subject to certain exceptions).52 SMEs lack the 
means to put pressure on unwilling debtors. Legal debt 
collection procedures are available, but these are often 
not practical given their length and, most importantly, the 
high costs for such services. China’s Civil Procedure Law 
contains well-intended, low-cost summary proceedings 
for undisputed debts, but this procedure has several 

The revised SME Promotion Law includes a new article 
prescribing that state organs, public institutions and large 
enterprises shall not default on the payment of goods, 
services and projects to SMEs, and that SMEs are 
entitled to claim arrears and demand compensation from 
parties that pay late or default. While the working group 
is pleased that such a vital issue is being addressed, 
it encourages Chinese authorities to publish concrete 
guidelines on the implementation of the measures 
outlined in the revised SME Promotion Law.

Recommendations
Issue guidelines and implement effective industry 
supervision measures to ensure that SOEs and 
private sector players respect contractual payment 
terms when dealing with SMEs.
Set a maximum payment term that is lawfully allowed 
to be included in contracts. 
Encourage SOEs to sign contracts with SMEs that 
have reasonable payment terms. 
Improve legal debt collection procedures.

52 For fixed payment periods in the EU, 30 calendar days are referenced when 
customers are a public authority and 60 calendar days are referenced when 
the customer is another company; this is done to determine when late payment 

the statutory interest rates for late payments, by country. Late payment, EU, 16th 
March 2018, viewed 18th April 2018, <http://europa.eu/youreurope/business/sell-
abroad/late-payment-fees/index_en.htm>
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Further  develop implement ing measures to 
encourage banks to provide financing solutions to 
SMEs based on accounts receivable.

4. Promote the Value of IPR Protection 
and Enforcement Mechanisms at 
the Consumer, Business and Local 
Government Levels 

Concern
A lack of public awareness regarding the value of IP 
and effective enforcement at the local level limits the 
impact of recent positive changes in the IPR legislative 
environment.53  

Assessment
European SMEs face a general lack of IPR system 
awareness at the grassroots level, and consequently 
they do not often take advantage of it. China struggles 
with a poor reputation regarding respect for IP. This 
can be attributed to a high number of counterfeits sold 
and produced in China, which lowers consumer trust in 
goods manufactured and distributed in the country. The 
challenges related to protecting IP and the generally 
negative international perception associated with IPR 
in China often deter European SMEs from entering the 
Chinese market. 

pose a significant challenge for European companies 
that struggle to uphold their reputation and return on 
investment for innovation in an environment where 
counterfeit products are being sold online and offline, 
and bad-faith registrations of IPR are still commonplace. 
These phenomena not only discourage European 
investment in China but also cast a dark shadow over 
China’s reputation and can prevent promising business 
relations between Chinese and foreign enterprises 
from developing. In the case of European SMEs, these 
challenges are further intensified due to their lack of 
knowledge about how the system operates and the 
scant amount of resources many have. For example, 
the system al lows company representatives to 

counterfeit products. However, even if SMEs are aware 
of this, it is likely that most of them lack the resources to 
send a representative to perform the training. 

Measures that can produce a general shift in the 
perception of IPR protection and enforcement are 
therefore recommended. Both the general public and 
the business community acknowledge the value of IPR 
protection as an effective tool for boosting creativity. 
Effectively enforcing IPR protection also creates a 
transparent environment for business transactions to 
take place and nurture EU-China business relations 
through licensing, technology transfers and joint R&D 
activities. Effective enforcement of IPR not only protects 
companies, but also serves as a quality and safety 
guarantee for consumers.

One of the most positive developments related to IP in 
recent years was the establishment of the Specialised 
IP Courts Pilot Project in Beij ing, Shanghai and 
Guangzhou, and IP tribunals that took place in various 
provinces in China.54 At the end of August 2017, the 
Supreme People’s Court (SPC) released a three-year 
report that assessed the value and contributions of the IP 
courts. The results were positive in terms of the volume 
and outcomes of cases accepted since 2014 (46,071). 
Furthermore, the SPC recommended the establishment 
of sole-judge benches deciding on simple civil and 
administrative IP cases to increase efficiency, as well 
as the creation of a specialised IP court at the appellate 
level.55 In general, China’s push for innovation and 

IPR enforcement, as perceived by European companies. 
According to BCS 2018, the proportion of respondents 
who view IPR enforcement as adequate or excellent has 
increased from 13 per cent to 34 per cent between 2013 
and 2018.56

While the working group welcomes these positive 
developments, as well as the recent reforms on IP 
protection regulations, IPR enforcement remains a 
challenge for SMEs. Among several major concerns 
reported is the high burden of proof for infringements 
and damages. These concerns are signif icantly 
lower than the loss of reputation and market share 

53 This is in line with the experience of the China IPR SME Helpdesk.

54 The IP court system was introduced in the second half of 2014 and has developed 
in terms of the quality of judges and its outreach capacity. There has been an 
expansion of the specialist IP adjudication system, via the recently created Special 

half of 2017, six IP courts, including Jinan, Fuzhou, Qingdao, Hefei, Hangzhou 

55 China Patents: IP Courts under Review, Managing Intellectual Property, 
28th September 2017, viewed 19th April 2018, <http://www.managingip.com/
Article/3755374/China-Patents-IP-courts-under-review.html>

56 , European Union 
Chamber of Commerce in China, 2018, p. 20, <http://www.europeanchamber.com.
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experienced by the claimant company. Many SMEs face 

enforcement agencies and local courts effectively deters 
companies from doing business in China. 

Finally, an issue that both European and Chinese SMEs 

announced during the 2018 Two Sessions. Under these 
reforms, the former State Intellectual Property Office 
(SIPO) took over trademark management functions 
of the former SAIC, along with 'place of origin' label 
management duties of the former General Administration 
of Quality Supervision, Inspection and Quarantine. The 
SIPO now falls under the purview of the newly created 
State Administration for Market Regulation.57 These 
changes are expected to be positive for SMEs, since 
IPR registration and enforcement will be handled by one 
institution instead of several. Due to this, there will now 
be a greater amount of resources available for use in 
enforcing IP cases. The working group looks forward to 
further developments in this area.58 

Recommendations
Involve the general public and business community in 
awareness-raising campaigns to promote respect for 
IPR.
Intensify efforts to tackle the bad-faith registration of 
IPR among trademark agents, Chinese companies 
that register more than 10 different foreign, non-
registered trademarks for the same goods or services, 
clear-cut bad-faith registration cases and repeat 
offenders.
Engage local enforcement agencies, customs 
and local courts to take effective action against 
counterfeiting.
Further consolidate the Specialised Intellectual 
Property Court Pilot Programme.

Abbreviations
AIC  Administrations for Industry and   
  Commerce
CCPIT  China Council for the Promotion of   
  International Trade
CM2025  China Manufacturing 2025
EC  European Commission
EU      European Union
EUR      Euro
FIE      Foreign-Invested Enterprise
GDP      Gross Domestic Product 
IP      Intellectual Property
IPR      Intellectual Property Rights
R&D      Research and Development

MIIT   Ministry of Industry and Information   
  Technology
MOFCOM Ministry of Commerce

BRI      Belt and Road Initiative
PBOC  People’s Bank of China
POE  Privately-Owned Enterprise
SAIC  State Administration for Industry and  
  Commerce
SAFE  Survey on the Access to Finance of   
  Enterprises
SME  Small and Medium-sized Enterprise

SPC  Supreme People’s Court
th

VAT      Value-Added Tax

WFOE  Wholly Foreign-Owned Enterprise

57  Organisational Structure, th April 2018, viewed 
17th July 2018, <http://www.sipo.gov.cn/gk/gkzzjg/1121359.htm>

58 Jurgenson, Helika, Structural Changes in IPR Registration and Enforcement 
Bodies in China nd April 2018, viewed 19th April 2018, <http://
www.youripinsider.eu/structural-ipr-registration-enforcement-bodies-china/>
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Investment Working Group

Key Recommendations
1. Ensure that the European Union (EU)-China Comprehensive Agreement on 

Investment (CAI) Guarantees Reciprocity 
Enshrine the notion of reciprocity in the EU-China CAI, guaranteeing European businesses that 
have invested in China the same rights as Chinese businesses invested in the EU.
Address issues related to transparency, licensing and authorisation procedures, and provide a high 
level of protection for European investors in China and their investments through an investor-state 
dispute settlement (ISDS) mechanism.

2. Abolish or Align the FIL and Have Only One Legal Framework Covering Domestic 
and Foreign Investment

Unify the new FIL provisions with the Company Law so there is Only One Legal Framework Covering 
Domestic and Foreign Investment.
Accelerate and effectively implement the opening of sectors where foreign ownership is restricted 

automotive sectors.
Ensure a consistent approach by all relevant authorities to make the FIL workable.
Clarify the scope of the national security review and ensure that it will not constitute a form of 
economic protectionism, and ensure that EU companies receive equal treatment to Chinese 
companies already invested in the EU.
Clarify the requirements and terms of the investment review that requires approval, and remove 
conditional approvals.
Clarify issues such as the concept of control for listed companies and the procedure through which 
a foreign investor can acquire control of a famous trademark or time-honoured brand.

to comply with the new FIL provisions, including a grandfathering clause.
Remove any reference to a threshold triggering additional approvals.
Ensure that all approval requirements for equity purchase price payment deadlines, price adjustment 
or earn-out approvals are removed.

3. Ensure a Level Playing Field, Specifically with Regard to High Technology 
Sectors and those Related to the China Manufacturing 2025 (CM2025) Initiative

Ensure that foreign companies can participate in CM2025’s goal of developing world-class Chinese 
manufacturing sectors and guarantee full market access.

enterprises (SOEs) and private enterprises, including foreign-invested enterprises (FIEs).

4. Streamline Equity Transfer Provisions Involving Chinese SOEs
Clarify the minimum threshold percentage of state-owned shareholding triggering mandatory 
valuation and listing requirements, particularly when there are multiple levels of shareholding, as 
mandatory valuation and listing requirements should not apply where the state does not have a 
controlling stake.
Extend the cases of transfer by agreement to cases where a foreign investor will purchase equity in 
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a foreign-invested joint venture (JV) company from a state-owned partner (provided that the price to 

audit company), instead of stipulating a mandatory state-owned asset listing procedure.

5. Further Open China’s Capital Market to FIEs
Improve market regulation by the China Securities Regulatory Committee and its sister financial 
regulators.

asset-backed securities.
Grant FIEs national treatment and allow them to list their shares on a Chinese stock exchange, 
which allows capital markets to diversify and grow stronger through the introduction of new high-
quality market participants. 
Establish an ‘international board’ to allow international enterprises to achieve a secondary listing of 
their equity securities in China’s A-Share market.
Simplify the rules for foreign investors selling shares of listed JVs, so they are in line with the 
principle of national treatment.
Remove the proposal in the draft FIL for additional disclosure requirements on investments by 
foreign investors in listed companies.
Allow foreign investors, including qualified foreign institutional investors and renminbi qualified 

Exchange Quotations.

Introduction to the Working Group
Foreign investment is necessary for China to continually 
grow its economy and help the country meet its 
development goals. All companies exist to solve 
a specific problem in society or satisfy a particular 
need. Corporate investments are necessary for many 
companies to produce a product or provide a service 
to solve problems that are present in society. The more 
the market demands solutions to societal problems, 
the more investment is needed. The regulatory 
environment can either improve trust in the marketplace 
or create uncertainty, with the latter being a deterrent 
to investment. Due to China’s rising middle class, and 
growing demands from all parts of society, the country 
will need more international investments. 

The Investment Working Group was created out of 
the European Chamber’s Private Equity and Strategic 
Mergers and Acquisitions (M&A) Working Group in 
March 2016, to provide a lobbying platform for all 
European investors in China. Its prime objective is 
to affect beneficial change in China’s investment 
environment on behalf of European investors with 

regard to regulation and market access, encompassing 
foreign direct and portfolio investment.

The Investment Working Group addresses European 
investor concerns in China, a particularly relevant task 
considering the ongoing negotiations for an EU-China 
Comprehensive Agreement on Investment (CAI), the 
plans for a new Foreign Investment Law, which is still 
in draft status, and the range of issues that China faces 
in reforming its capital markets. The working group 
seeks first to achieve a level playing field for foreign 
investors and second to provide a credible platform 
for exchanging expertise among active international 
investors in China.

The Investment Working Group appreciates the open 
dialogue on investment it has had with various Chinese 
regulatory bodies in China, such as the former State 
Council Legislative Affairs Office, the Ministry of 
Commerce (MOFCOM), the State Administration of 

Securities Regulatory Commission (CSRC). This 
open form of communication has helped to improve 
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cooperation between government bodies and European 
businesses as well. 

Recent Developments
Foreign Direct Investment
China’s gross domestic product (GDP) growth rate 

time GDP growth accelerated since 2010.1 However, 
European foreign direct investment (FDI) into China 
remained lacklustre in 2017, with a total investment 
amount of only euro (EUR) 8 billion.2 Additionally, 
Chinese FDI into Europe also declined to only EUR 35 
billion, a drop of 17 per cent compared to 2016.3 More 
generally, inward FDI into China as a per cent of GDP 
has been dropping continuously over the last 10 years, 
from 4.5 per cent in 2006 to 1.5 per cent in 2016.4 This 
can partly be explained by several changes over the 
past decade. First, most multinationals with an interest 
in China are already here and have made significant 
investments. Second, China’s own economic plans 
call for it to be less focused on investment and more 
consumer and innovation driven. Third, the continuously 
low ranking in surveys concerning the restrictiveness of 
the business environment, as evidenced by the World 
Bank and the Organisation for Economic Co-operation 
and Development (OECD), shows how discouraged 
companies are when they try and operate in China.5 

Foreign Investment Law (Draft)
On 19th January 2015, the MOFCOM published 
the Foreign Investment Law (Draft) (FIL) for public 
comments.6 The draft FIL aims to facilitate the legal 
system to treat foreign-invested companies on equal 
terms with Chinese companies and contains several 
fundamental changes to the foreign investment regime. 
The draft FIL also removes the previous investment 
catalogue and instead creates a negative list—the 
Special Administration Catalogue (SAC)—which will 
identify industries where foreign investment is restricted 

1   , 18th 
January 2018, viewed 21st June 2018, <https://www.reuters.com/article/us-china-

2　EU-China FDI: Working towards Reciprocity in Investment Relations, Mercator 
Institute for China Studies, 17th April 2018, viewed 19th June 2018, <https://www.
merics.org/en/papers-on-china/reciprocity>

3　Ibid.
4　 , OECD, 2018, 

viewed 7th

5　 , OECD, 2018, 
viewed 7th

6　Foreign Investment Law (Draft), MOFCOM, 19th January 2015, viewed 25th April 
2018, <http://tfs.mofcom.gov.cn/article/as/201501/20150100871010.shtml>

or prohibited, with sectors not included on the negative 
list will be permitted. This law was submitted to the 

be dealt with in December 2018.7 Please see Key 
Recommendation 2 of this paper for more information.

Market Access Negative List
On 2nd

released the new Document on Market Access 
Negative List (Draft Pilot) (MANL),8 which applies to 
both domestic and foreign companies and differs from 
the SAC. The MANL is currently still being piloted in 
Tianjin, Shanghai, Fujian and Guangdong,9 and it is not 
clear when it will be rolled out nationwide.

While the working group generally supports the 
negative list concept and anticipates that the MANL will 
be implemented nationwide in 2018, the working group 

economy in the world—to not have any restrictions 
on foreign investment. In this regard, the SAC should 
be even more limited in scope than the negative list 
currently being piloted in the China Pilot Free Trade 
Zones.

Special Administrative Measures on Access to Foreign 
Investment (2018 Version) and FTZ Negative List 
The Special Administrative Measures on Access to 
Foreign Investment (2018 Version) (Measures),10 were 
published on 28th June 2018 and came into effect on 
28th July 2018. They will substitute the Catalogue of 
Restricted Industries and the Catalogue of Prohibited 
Industries of the Catalogue for the Guidance of Foreign 
Investment Industries, which was revised in 2017. In 
the meantime, the Catalogue of Encouraged Industries 
remains unchanged and effective. 

the Negative List for the free trade zones (FTZs) (
Negative List) which became effective as of 30th July 
2018, and applies to all 12 FTZs (including the newly-
established Hainan FTZ) in China. The new version of 

7　National People's Congress Standing Committee 2018 Legislative Work Plan, 
th April 2018, viewed 14th June 2018, <http://www.npc.gov.cn/npc/

xinwen/2018-04/27/content_2053820.htm>
8　Notice of NDRC and Ministry of Commerce on Issuance of Draft Market Access 

Negative List (Trial) nd March 2016, viewed 5th June 
2018, <http://www.ndrc.gov.cn/zcfb/zcfbtz/201604/t20160411_797874.html>

9　What’s in the List?, EURObiz, 14th June 2018, viewed 21st June 2018, <http://
www.eurobiz.com.cn/understanding-new-rules-for-market-access-in-china/>

10 The Special Administrative Measures on Access to Foreign Investment (2018 
Version), State Council, 28th June 2018, viewed 3rd July 2018, <http://images.
mofcom.gov.cn/wzs/201806/20180628220738627.pdf>
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the  is more concise than the previous 
version, with items subject to special administrative 
measures listed, making it more comparable to the 
Measures. Under the negative list-based approach, 
investments that do not appear on the negative list are 
open and therefore only subject to the record-filling 
system introduced in September 2016, while those on 
the list are subject to an approval process.

The number of items subject to special administrative 
measures was cut from 63 to 48, further reducing the 
scope of foreign investment approval. The Measures 
also detail a timetable for opening-up in the automobile 
and financial services sectors. At the same time new 
restrictions for legal services and cultural entertainment 
industries were introduced. The number of items in the 
revised has been reduced from 95 to 
45 compared to the previous version released in 2017.

The working group would like to note that the current 
lack of reciprocal access for European Union (EU) 
companies investing in China is of increasing concern 
throughout Europe. 

A Proposal for a Regulation of the European Parliament 
and of the Council Establishing a Framework for 
Screening of Foreign Direct Investments into the 
European Union was approved by the European 
Parliament’s International Trade Committee on 28th May 
2018,11 and has now been identified as a legislative 
priority by all three institutions of the EU, with talks on 
establishing a framework for implementing the proposal 
taking place soon.12  

Key Recommendations
1. Ensure that the EU-China CAI Guarantees 

Reciprocity

Concern
European companies that invest in China do not enjoy 
the same market access rights as Chinese companies 
that invest in the EU. 

11  The International Trade Committee of the European Parliament has proposed 

EU, Lexology, 5th June 2018, viewed 19th June 2018, <https://www.lexology.com/
library/detail.aspx?g=d98819d7-550d-43a0-9bf0-6747cbe1cf21>

12 Screening of investments: Council agrees its negotiating stance, European 
Council, 13th June 2018, viewed 19th June 2018, <http://www.consilium.europa.
eu/en/press/press-releases/2018/06/13/screening-of-investments-council-
agrees-its-negotiating-stance/>

Assessment
Bilateral negotiations between the EU and China for an 
EU-China CAI were started at the end of 2013.13 The 
17th round of negotiations was held in May 2018.

Although the confidential nature of the negotiations 
means that few details are known, the Investment 
Working Group was encouraged by the news that 
European and Chinese negotiators have reached clear 
conclusions on an ambitious and comprehensive scope 
for the CAI during a previous round of negotiations held 
in January 2016. The working group appreciated this 
news as a commitment to the political statements made 
by European and Chinese leaders at the EU-China 
Summit in June 2015.

The working group hopes that any future agreement 
will substantially improve market access for European 
investors in China, by establishing a genuine right 
to invest and by guaranteeing that there will be 
no discrimination against European companies. 
Particular focus should be placed on reciprocity by 
the Chinese side to open its domestic market to 
European investment, as it is still significantly closed 
– particularly when compared to the open EU internal 
market. Likewise, the often privileged position of 
Chinese state-owned enterprises (SOEs), particularly 
in government procurement, ought to be addressed by 
the EU negotiators. Furthermore, negotiations should 
also focus on issues related to transparency, licensing, 
certification and authorisation procedures, as well 
as generally to provide for a high level of protection 
for European investors in China through an investor-
state dispute settlement (ISDS) mechanism. In this 
regard, China’s adherence to the Hague Apostille 

to facilitate reciprocal acknowledgment of powers of 
attorney and other documents that are key to carrying 
out investments. The current burdensome and time-
consuming legalisation process not only makes foreign 
investments in China more difficult but also weakens 
the position of Chinese companies in controlled auction 
processes of sale, which are more and more frequent in 
Europe.

When dealing with public notaries and registries, 
the request of having to allege a legitimate interest 

13 EU and China agree on scope of the future investment deal, European 
Commission, 15th January 2016, viewed 1st June 2018, <http://trade.ec.europa.
eu/doclib/press/index.cfm?id=1435>
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restricts foreign investors’ access to information, which 
is supposed to be public. Thus, the nature of such 
requests should be made less restrictive. 

Recommendations

guaranteeing European businesses that have invested 
in China the same rights as Chinese businesses that 
have invested in the EU.

authorisation procedures, and provide a high level of 
protection for European investors in China, along with 
their investments, by establishing an ISDS mechanism.

2. Abolish or Align the FIL and Have Only 
One Legal Framework Covering Domestic 
and Foreign Investment

Concern
The proposed draft FIL creates many new uncertainties 
for foreign investors and may actually result in a 
reduction of foreign investment throughout China.

Assessment
It is widely acknowledged by the Chinese Government 
that China needs to increase FDI.14&15

to many surveys, including the FDI Regulatory 
Restrictiveness Index by the OECD, China’s FDI 
environment is still highly restrictive.16

into China, as a percentage of GDP, has been dropping 
regularly from 4.5 per cent in 2006 to 1.5 per cent in 
2016.17 The working group believes that the decline 
of FDI into China runs contrary to the government’s 
ambit ion to be more welcoming toward foreign 
investment18 and reflects high barriers for foreign 
investors. The working group therefore believes that a 
separate law that ring-fences foreign investment would 
run counter to this idea. 

There is a contradiction between advocating national 

14   China lays out plan to boost foreign investment, State Council, 17th January 2017, 
viewed 19th June 2018, <http://english.gov.cn/policies/latest_releases/2017/01/17/
content_281475544104406.htm>

15 th Five-year Plan for Economic and Social Development
Congress, 17th March 2016, viewed 19th April 2018, <http://news.xinhuanet.com/
politics/2016lh/2016-03/17/c_1118366322.htm>

16  FDI Regulatory Restrictiveness Index, OECD, 2018, viewed 7th May 2018, <http://
www.oecd.org/investment/fdiindex.htm>

17  , OECD, 2018, 
viewed 7th

18 China opens wider to boost foreign investment, State Council, 28th July 2017, 
viewed 16th June 2018, <http://english.gov.cn/premier/news/2017/07/28/
content_281475758607434.htm>

treatment for all companies and drafting more than 170 
articles for the draft FIL. In its current state, the FIL does 
not align the current legal regime governing international 
companies with that of domestic companies; instead, it 
creates a new autonomous legal framework for foreign 
investment in China. The working group believes that 
it would be better to amend the Company Law to have 
only one legal framework covering domestic and foreign 
investment, rather than introduce a separate FIL.

by European investors to be an improvement. The 
Investment Working Group would welcome the 
expected nationwide 2018 replacement of the Foreign 
Investment Catalogue with the SAC and the MANL. 
However, the promulgation of the pilot MANL still leaves 

For the draft FIL to achieve its goals of attracting foreign 
investment during times of economic slowdown, it would 
need to address some of the key recommendations in 
this paper.

Negative list: scope of control
Under the draft FIL, foreign investment will be subject 
to prior approval if it falls into one of the sectors listed in 
the SAC which, in the working group’s understanding, 
will replace the Foreign Investment Catalogue. 

Furthermore, on 12th

MOFCOM, after a joint consultation and review process 
with other relevant government ministries, released 
the MANL.19 This list is currently being piloted in the 
provinces of Guangdong and Fujian, as well as the 
cities of Shanghai and Tianjin. Unlike the anticipated 
SAC, the MANL applies to both domestic Chinese 
businesses and FIEs; however, it is unclear when it will 
be rolled out nationwide.

The MANL is based on the State Council Opinion on 
Establishing Market Access Negative List and contains 
a total of 328 items that are prohibited (96 items) or 
restricted (232 items). The working group understands 
that the document is a first draft attempt to outline all 
Chinese investment restrictions in one place. The end 
goal with this draft document is to eliminate restrictions 
that are found to be unnecessary. 

19  Notice of the NDRC and Ministry of Commerce on Issuance of Draft Market 
Access Negative List (Trial) th April 2016, viewed 
5th June 2018, <http://www.ndrc.gov.cn/zcfb/zcfbtz/201604/t20160411_797874.
html>
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found in either list is clarified, understanding all of its 
effects on European investment is not possible.

The Investment Working Group hopes that the items 
on these lists will be determined by factors such 
as reciprocity, national security, energy resources, 
employment and other matters of public interest, and 
that the list will not be used as a protectionist measure.

Moreover, the draft FIL brings ‘indirect’ transactions (i.e. 
transactions between trust entities that hold shares of 
the company in question) within the scope of foreign 
investment regulations and classifies them as ‘foreign 
investment’. Concerning the draft FIL, any transaction 
taking place outside China but indirectly involving 
a People’s Republic of China (PRC) enterprise in a 
restricted sector would end up requiring approval in 
China. It is rare for countries to regulate overseas 
transactions directly under domestic foreign investment 
law and, in practice, authorities generally lack the 
regulatory and executive capacity to properly and 
consistently enforce such regulations.

This approach creates significant uncertainty when 
trying to determine whether an offshore transaction 
requires the authorities’ approval. The reason is that the 
structures of these transactions often involve multiple 
layers of entities built on top of the underlying China-
based enterprise.

In January 2017, the State Council clarified that any 
investment above the threshold of United States dollar 
(USD) 300 million (approximately EUR 270 million) will 

of USD 2 billion (approximately EUR 1.7 billion) should 
20 This goes against the 

rationale of the draft FIL, which aims to treat domestic 
and foreign investors equally, i.e. awarding them with 
national treatment as long as they are not listed on 
the SAC. There is no apparent reason for including a 
general investment threshold, especially for investments 
in sectors that are not intended to be restricted in the 
anticipated SAC.21 In addition, as per the draft FIL, 

20  The Approval Authority for Foreign Investment Projects is Clarified, State 
Council, 18th January 2017, viewed 8th August 2018, <http://www.gov.cn/
xinwen/2017-01/18/content_5160788.htm>

21 Articles 20-26, PRC Foreign Investment Law (draft), MOFCOM, 19th 
January 2015, viewed 11th August 2018, <http://tfs.mofcom.gov.cn/article/
as/201501/20150100871010.shtml?>

any large-scale, offshore transaction involving just 
one Chinese entity may require China’s approval if 
the transaction’s global value meets the established 
threshold, even if the size of the Chinese equity in 
the transaction is insignificant. This would cause 
substantial difficulties. The working group therefore 
recommends that if the SAC is released as anticipated, 
that it should not contain any reference to a threshold 
for foreign investment and that it should not require 
any prior approval, regardless of the amount invested. 
Likewise, if an offshore transaction that indirectly 
involves a Chinese company is in a sector that will not 
be restricted in the anticipated SAC, they should not be 
subject to approval either.

Procedure for approval
Under the draft FIL, authorities will scrutinise foreign 
investment using several factors: the impact on energy 
resources, technological innovation, employment, 
environmental protection, production safety, regional 
deve lopmen t ,  cap i ta l  accoun t  managemen t , 
competition, social and public interests, industry 
development, profile of the foreign investor and its 
actual controller, and any other factors prescribed by 
the State Council.

As a result, foreign investment will not be governed by 
clear legal criteria, but by local authorities’ discretionary 
interpretation of matters as diverse and vague as 
‘technological innovation’, ‘competition’ and ‘public 
interests’. Moreover, transactions that could potentially 
raise competition issues are already assessed under 
the Anti-monopoly Law (AML). As such, the provisions 
included in the draft FIL would clearly create an 

not be of any relevance (excluding any sanctions 

sanctions).

In addition, the relevant foreign investment department 
may a t tach one or  more cond i t ions ,  such as 
divestments or limits on ownership (equity caps) that 
would need to be fulfilled in order for the transaction 
to be approved. Situations where such conditions 
can be requested are unclear and seem to be up to 
the discretion of officials in charge of reviewing the 
proposed transaction. This has caused uncertainty and 
made foreign businesses more cautious to invest. The 
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recourse against potentially erroneous decisions by the 
approval authorities.

Requirement for a globally consistent administrative 
approach
Under the current system, the MOFCOM is not the only 

State Administration for Market Regulation, the SAFE, 
and various other departments also have oversight in 
this area. Coordination is required to ensure that the 

that impact foreign investment and that there is equal 
treatment between foreign and domestic enterprises. 
It is difficult to understand how the final FIL will interact 

One question this raises is, will the concept of total 
amount of investment will be maintained?

In certain industries, authorities enforce constraints on 
greenfield investments, in addition to the MANL. For 
example, investment in some industries is ostensibly 
permitted, but the competent authorities are currently 
reluctant to issue the required licences or permits. The 
Investment Working Group hopes that these practices 
will cease once the SAC and the MANL are in place and 
the Notice of the State Council on Several Measures 
on Promoting Further Openness and Active Utilisation 
of Foreign Investment (State Council Document, Guofa 

Status of existing variable interest entities (VIEs)
The draft FIL jeopardises VIEs that are not ‘controlled’ 
by Chinese investors. A vast number of these structures 
have already been in place for more than a decade. 
Foreign entrepreneurs have leveraged them in various 
sectors with Chinese authorities tolerating this practice. 
In addition, not all VIEs aim to circumvent restrictions 
on foreign investment, so banning existing foreign-
controlled VIEs does not appear to be a fair or realistic 
option. Existing VIE structures should therefore continue 
to be permitted, regardless of who controls them.

Scope of a national security review
The Investment Working Group recognises China’s 
authority to put in place a process for reviewing foreign 
acquisitions in relation to legitimate national security 
concerns. However, the scope of the national security 
review, as described in the draft FIL, far exceeds the 
usual scope of what constitutes security concerns, 
and the working group fears that it may be used for 

protectionist purposes. European companies should 
receive equal treatment from Chinese authorities, as 
European countries apply very narrow grounds for 
national security review, if at all. The working group 
hopes that this will be guaranteed by a successfully 
negotiated EU-China CAI (see Key Recommendation 1).

The national security review is a procedure that 
exists in addition to the general approval procedure 
included in the draft FIL. Accordingly, its scope should 
be narrow, and it should focus on interests that affect 
national security, such as military or national defence 
matters. The working group thinks that it is instructive to 
compare the draft FIL’s national security review with the 
OECD’s Guidelines for Recipient Country Investment 
Pol ic ies Relat ing to Nat ional  Secur i ty  (OECD 
Guidelines).22 The OECD Guidelines are essentially 
a ‘best practices’ guide on how national security laws 
should be formulated so they are not detrimental to 
continued foreign investment.

The working group is concerned to see the expansion 
of the scope of the national security review and the 
increase in subjected entities. Currently, the review 
is required for M&A transactions that affect military or 
national defence interests, or that involve key domestic 
enterprises in areas such as agriculture, energy, 
infrastructure and transport.

However, the current draft expands the scope of the 
national security review by including new activities, such 
as greenfield investment and long-term financing, in 
addition to emphasising the “impact on public interests 
and the public order” and “all other factors deemed 
necessary to be considered [in the national security 
review]”.23 The expanded scope makes the review 
process more unpredictable, which results in increased 
investment uncertainty.

Recommendations
Unify the new FIL provisions with the Company Law 
so there is Only One Legal Framework Covering 
Domestic and Foreign Investment.

of sectors where foreign ownership is restricted or 
prohibited, such as the recently announced lifting or 

22  OECD Guidelines for Recipient Country Investment Policies Relating to National 
Security, OECD, 25th May 2009, viewed 16th June 2018, <http://www.oecd.org/
investment/ investment-policy/43384486.pdf>  

23  Foreign Investment Law (Draft), MOFCOM, 19th January 2015, viewed 19th April 
2018, <http://tfs.mofcom.gov.cn/article/as/201501/20150100871010.shtml>
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sectors.

to make the FIL workable.

ensure that it will not constitute a form of economic 
protectionism, and ensure that EU companies receive 
equal treatment to Chinese companies already 
invested in the EU.

review that requires approval, and remove conditional 
approvals.

companies and the procedure through which a foreign 
investor can acquire control of a famous trademark or 
time-honoured brand.

non-Chinese-controlled VIEs to comply with the new 
FIL provisions, including a grandfathering clause.

additional approvals.

purchase price payment deadlines, price adjustment or 
earn-out approvals are removed.

3. Ensure a Level Playing Field, Specifically 
with Regard to High Technology Sectors and 
those Related to the China Manufacturing 
2025 (CM2025) Initiative

Concern
There is a growing concern that foreign business will 
be left out of the CM2025 initiative and the increased 
role that high-technology businesses will play in China’s 

Assessment
As China is losing its relative labour cost advantage 
when compared to other emerging markets in Asia, 
broad supply-side reforms are needed to increase 
China’s total factor productivity. The CM2025 industrial 
policy is seen as a key tool in this regard. However, 
there are concerns that European businesses will be 
left out of the initiative.24 

The Investment Working Group is particularly concerned 
about strategic support—be it financial, regulatory 

24  , 
European Union Chamber of Commerce in China, 7th March 2018, <http://www.
europeanchamber.com.cn/en/china-manufacturing-2025> 

or political—that will be provided to the initiative’s 10 
high-technology sectors that are deemed important to 
the future of China’s economy.25 The concern is that 
this ‘strategic support’ will create heavily-subsidised 
competitors, as happened previously with the so-called 
‘strategic emerging industries’ during the 12th Five-year 
Plan period. There is a very real risk that this will again 
lead to market distortions and overcapacity.

The working group is particularly apprehensive about 
CM2025 targets for sales growth and domestic and 
global market share. These targets are to be achieved 
by domestic production. The plan does not provide 
any details on how domestic production is measured, 
e.g. by product volume, value-added or indigenous 
intellectual property (IP).

It is noteworthy that several of the industries listed in 
CM2025, such as and value-added telecommunications, 
are already restricted to or prohibited for foreign 
investment, as per the Foreign Investment Catalogue or 
the China (Shanghai) Pilot Free Trade Zone’s Negative 
List. Foreign investors in these sectors would therefore 
still require Chinese partners and would likely be faced 
with numerous requirements, such as technology 
transfers, requirements for indigenous IP or import 
substitution schemes.

SOE reform
Even though SOE reform is progressing, the working 
group is concerned that this is not happening in a 
meaningful way that would include opening up to 
foreign capital. There have been several pilot initiatives 
since the Third Plenum’s Decision to overhaul the SOE 
sector but all these have faced mixed results.26 These 
pilots were mainly about introducing mixed ownership 
between the state and private sectors of previously 
state-owned assets, with the state maintaining majority 
control. A new reform process has been underway since 
2015, yet China is still attempting to further reform its 
SOEs, with large-scale consolidation in various sectors 

25 , European Union Chamber of Commerce 
in China, 1st September 2016, viewed 13th May 2018, <http://www.
europeanchamber.com.cn/en/publications-archive/427/Investment_Working_
Group_Position_Paper_2016_2017>

26  Overcapacity in China: An Impediment to the Party’s Reform Agenda, European 
Union Chamber of Commerce in China, 22nd February 2016, viewed 19th April 
2018, <http://www.europeanchamber.com.cn/en/publications-overcapacity-in-
china>
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having brought the number down to 97,27 and set to 
continue until 2020.

The working group is encouraged by the many positive 
pronouncements in and 
other documents. This includes continuing market-
orientated reforms to the SOE sector and ensuring a 

alike, moves that will be crucial if China is to achieve 
ongoing gains in productivity and to maintain a swift 
pace of economic development.

The Investment Working Group is concerned that the 
state sector may delay China’s economic transformation 
in two main ways:

1. SOEs have not fully complied with the Chinese 
Government’s stated policy to focus purely on 
strategic sectors of the economy, such as defence, 
transportation, power and telecommunications, i.e. 
sectors in which the government wishes to maintain a 
strong guiding hand. Many SOEs are still operating in 
industries such as hospitality, real-estate development, 
consumer goods and retail, in which they are able to 
compete unfairly with their private-sector peers by 
benefiting from cheaper financing from state-owned 
banks and by receiving favourable treatment from local 
governments in terms of land sales and regulations.

2. Despite these privileges, SOE productivity still lags 
behind that of privately-owned enterprises (POEs),28  
such that SOEs’ average return on assets is estimated 
to be at four per cent versus 12 per cent for their POE 
peers.29 

More effort should be made to reduce SOEs’ involvement 
in non-strategic sectors of the economy. This could be 
accomplished by selling majority ownership of relevant 
state-owned assets to the private sector, including 
foreign capital. This would enable improvements in 

economy overall. 

In order to maximise competition for these assets, their 

27  Company List, State-owned Assets Supervision and Administration Commission 
of the State Council, 29th December 2017, viewed 18th June 2018, <http://www.
sasac.gov.cn/n2588035/n2641579/n2641645/index.html>

28  China’s Productivity Imperative th June 2018, 
<http://www.ey.com/Publication/vwLUAssets/China_productivity_imperative_
en/$FILE/China-Productivity-Imperative_en.pdf>

29 , McKinsey Global Institute, 
June 2016, viewed 29th June 2018, <http://www.mckinsey.com/global-themes/
employment-and-growth/capturing-chinas-5-trillion-productivity-opportunity>

ownership should be transferred to the private sector in 
transparent processes designed to achieve maximum 
value for the state and, to the extent that it is permitted 
by the foreign investment regulations, these processes 
should be equally open to domestic and foreign 
investors. 

It is so far unclear how the CM2025 initiative will 
relate to the EU-China CAI and whether any sectoral 
and horizontal agreements in these negotiations will 
override any market access restrictions in the sectors 
outlined in the initiative. 

Recommendations

CM2025’s goal of developing world-class Chinese 
manufacturing sectors and guarantee full market 
access.

sector to level the playing field for SOEs and POEs, 
including FIEs.

4. Streamline Equity Transfer Provisions 
Involving Chinese SOEs

Concern
While the Investment Working Group notes that on 
paper Chinese state-owned interests can legitimately 

experience shows that these regulations can become 
an obstacle to the implementation of agreed-upon and 
binding contractual provisions, including liquidity and 
exit provisions set forth in joint-venture (JV) contracts.

Assessment
Foreign investors are subject  to  burdensome 
administrative procedures when selling or acquiring 
equity in PRC-incorporated entities (domestic or foreign-
invested) to or from Chinese partners: a security review 

or registration, the former SAIC registration and SAFE 
registration. The working group understands that the 
extent of the procedures applied to the initial investment 
depends on SOE operations and that these procedures 
are to some extent reduced when the SOE does not 
operate in a restricted sector.

Equity acquisitions from SOE JV partners require a 
mandatory valuation of the transferred equity and 
a listing procedure open to third-party bidders. The 
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listing procedure creates inefficient constraints, as in 
most cases only the JV partner will be in a position 
to purchase equity from a commercial or industrial 
standpoint. In addition, the transfer of equity results 
from a clause that has already been through the 
entire approval process. This happens when the 
liquidity option (including its triggering events and 
pricing conditions) is set forth in a foreign-invested JV 
contract, which is always reviewed and approved by the 
MOFCOM.

As a result of these numerous procedural steps, the 
binding effect of equity transfer clauses may be in 
doubt, and their enforcement not fully secured, even 
when the terms of the clauses and the initial intent of 
the parties are clear. Any party acting in bad faith may 
efficiently use the regulatory framework to escape its 
obligations.

Ultimately, the uncertainties surrounding equity transfer 
clauses harms both Chinese and foreign investors. 
Equity transfer clauses are indeed a classic and 
powerful tool with respect to both governance (e.g. 
solving deadlocks and ironing out contract breaches) 
and financial matters (e.g. ensuring liquidity for an 
investor) in JV companies.

Similarly, the existence of special regulations regarding 
SOEs is, in principle, not in line with the EU’s five 
criteria by which to gauge a market economy.30 

Recommendations

owned shareholding triggering mandatory valuation 
and listing requirements, particularly when there are 
multiple levels of shareholding, as mandatory valuation 
and listing requirements should not apply where the 
state does not have a controlling stake.

where a foreign investor will purchase equity in a 
foreign-invested JV company from a state-owned 
partner (provided that the price to be paid will be 
at least 90 per cent of the value determined by a 

mandatory state-owned asset listing procedure.

30 Granting Market Economy Status to China, European Parliament Research 
th June 2018, <http://www.europarl.europa.

5. Further Open China’s Capital Market to 
FIEs

Concern
There are still many restrictions that are hampering 
FIEs’ access to all parts of China’s capital markets, 
including equity, debt and structured products, which is 
detrimental to China’s economy.

Assessment
FIEs still face many access restrictions to China’s 
capital markets – a situation that is detrimental both 
to them and the Chinese economy, as it contributes to 
the continued underdevelopment of domestic capital 
markets.

A-share markets
Currently, it is possible for an FIE to be listed on China’s 
established stock markets by incorporating itself as, 
or converting itself into, a foreign-invested company 
limited by shares (FICLS), and then applying for a 
listing on the exchange of its choice in accordance with 
the relevant regulations. However, the requirements 
that FICLS and their investors must satisfy are more 
stringent than those for a domestic company. Some 
requirements include the following: obtaining approval 
of the MOFCOM for at least one foreign sponsor, 
having at least half of the shareholders being Chinese 
domestic permanent residents and to maintain a 
foreign shareholding of at least 10 per cent post listing. 
Therefore, it is not possible to list a wholly foreign-
owned enterprise on the A-share market.

Even if it were possible, the CSRC's regulations would 
require the listed entity to own its own intellectual 
property rights and be free to compete on a global 
basis. This essentially precludes an international 
company from listing a local subsidiary, which differs 
from common practices in other financial markets 
where a foreign investor can raise capital, control and 
operate a locally-listed company, without requiring the 
company’s global business to become a domestic public 
entity. In the renovation of China's capital markets, 
access should be made available to all economic 
actors, including foreign investors operating successful 
businesses in Mainland China.

Furthermore, the draft FIL appears to impose additional 
requirements for foreign investors to file annual 
investment reports if they hold 10 per cent or more 
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of company shares listed on Chinese capital markets 
(Article 81), similarly to how foreign investors in unlisted 
companies have to. Even if they hold less than 10 per 
cent of the shares, they need to file annual reports 
that include details of the past year’s dealings in the 
company’s shares (Article 93). 

The working group suggests that—in l ine with 
the principle of national treatment for companies 
incorporated in China—these additional requirements 
that apply to FICLSs and their investors should be 
removed and that international businesses should be 
free to list on the A-share market in the same way as 

trend of harmonising regulatory requirements that are 
applicable to both domestic entities and international 
businesses, as evidenced by (for example) by 
the new draft FIL and the replacement of many 
filing requirements in the field of FDI. It would also 
encourage foreign private equity investment in domestic 
companies, by facilitating their ability to subsequently 
exit their investments through a Chinese intitial public 
offering.

To this end, domestic stock exchange listing rules 
should be amended to make it easier for foreign 
companies to list on Chinese stock exchanges, 
thereby increasing the attractiveness of China’s capital 
markets, while leading to greater diversification from 
new high-quality issuers. This would also be conducive 
to establishing the much-anticipated international 
board on the Shanghai Stock Exchange, which would 
enable international enterprises to achieve a secondary 
listing of their equity securities in China’s A-share 
market. The inclusion of Chinese stocks into the MSCI 
index announced on 21st June 2017, should give the 
authorities the needed impetus to press on with their 
reforms.31  

National Equities Exchange and Quotations (NEEQ) 
market
Fundraising via China’s over-the-counter equity 
exchange declined by 3.95 per cent over the course 
of 2017 compared to 2016.32

31   MSCI puts China mainland stocks in its indices, but there's a catch st 
June 2017, viewed 23rd June 2018, <http://www.cnbc.com/2017/06/21/msci-puts-
china-mainland-stock-in-indices-but-theres-a-catch.html>

32 
National Economic and Social Development
28th February 2018, viewed 16th May 2018, <http://www.stats.gov.cn/english/
pressrelease/201802/t20180228_1585666.html>

continues to be seen as a viable financing channel 
for companies that might otherwise wait years to be 
listed on the main stock exchanges.33&34 In total, 11,215 

35  

China’s leadership has signalled its intent to increase 
the role of capital markets in the financial system to 
reduce the reliance on large state-owned banks, which 
often shy away from lending to smaller companies. 
Increasing equity finance could help slow the build-
up of Chinese corporate debt that has occurred since 
the financial crisis.36 Although this is a positive move, 
uncertainty remains as to how foreign investors can 

youth, rules regulating listing procedures and the sale/
transfer of shares by foreign investors after completion 
of the lock-up period are still under formulation. This 
has resulted in foreign investors being without any 
option but to exit their investments once they have 

is legislation and procedures under formulation by the 
China Securities Depository and Clearing Corporation 
Ltd, there have been cases where foreign investors are 
unclear on how to execute a sale of their holdings.

Debt market
It is currently still hard for FIEs to routinely issue 
renminbi-denominated debt securities, so-called ‘panda 
bonds’, even though some recent developments have 
taken place.

In September 2015, international media reported that 
the People’s Bank of China (PBOC) was in the process 
of drafting new rules, allowing foreign issuers to sell 
bonds in Mainland China.37 It also stated that controls 

repatriation, would be eased. This led two foreign 
banks—Hong Kong-based subsidiaries of a United 
Kingdom bank and a Chinese bank—to issue panda 
bonds in September 2015. Likewise, a Russian 

33 , 
12th April 2016, viewed 12th May 2018, <http://www.bloomberg.com/news/
articles/2016-04-12/china-has-a-385-billion-invite-only-stock-market-that-s-
booming>

34  , 20th May 2017, viewed 27th 
May 2019, <http://news.xinhuanet.com/english/2017-05/20/c_136300760.htm>

35  Ibid.
36  , 10th

2014, viewed 15th April 2018, <http://www.ft.com/intl/cms/s/0/21fd2fac-6631-11e4-

37  China to issue new rules easing panda bonds restrictions – sources, Reuters, 
24th September 2015, viewed 28th April 2018, <http://de.reuters.com/article/china-
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aluminium producer listed in Hong Kong issued panda 
bonds in February 2017 to participate in the Belt 
and Road initiative.38 However, all of these entities 
publish their financial statements in the Hong Kong 
Generally Accepted Accounting Principles (GAAP), by 
virtue of being based in Hong Kong. However, foreign 
companies incorporated in other jurisdictions report 
their balance sheets globally according to International 
Financial Reporting Standards (IFRS). The requirement 
to convert their balance sheet from the IFRS to 
local GAAP in order to issue panda bonds makes it 
exceedingly burdensome and unattractive for them to 
do so.

Enacting further changes to the panda bonds regime 

them the opportunity to tap the third-largest bond 
market in the world after the United States and Japan, 
but it would also give Chinese domestic investors an 
opportunity to diversify away from the country’s volatile 
stock market.39 

The Investment Working Group is encouraged by recent 
developments and hopes that the PBOC and other 
competent authorities will increase opportunities for 
foreign issuers. This would strongly support domestic 
capital markets, which in turn would help the continued 
development of China’s real economy. 

The Role of the CSRC and other regulators
In any discussion about the constrained access of FIEs 
to China’s capital markets, the role of the CSRC as a 
regulator needs mentioning. 

China’s financial market regulatory and supervisory 
framework is currently being overhauled. A new body, 
the Financial Stability and Development Commission 

top of the whole system, wielding regulatory powers. 
The former China Banking Regulatory Commission, and 
the former China Insurance Regulatory Commission 
were merged into one new agency, the China Banking 
and Insurance Regulatory Commission, and the CSRC 
was left as a standalone regulator.

The Investment Working Group understands that the 

38 More bond issuance underway to bankroll Belt and Road Initiative, China 
Daily, 12th May 2017, viewed 25th May 2018, <http://www.chinadaily.com.cn/
business/2017-05/12/content_29322870.htm>

39　Ibid.

CSRC is in turn reforming its structure and governance 
and that this is a long-term effort. 

Recommendations

to issue debt securities, including bonds and asset-
backed securities.

their shares on a Chinese stock exchange, which 
allows capital markets to diversify and grow stronger 
through the introduction of new high-quality market 
participants. 

enterprises to achieve a secondary listing of their equity 
securities in China’s A-Share market.

of listed JVs, so they are in line with the principle of 
national treatment.

disclosure requirements on investments by foreign 
investors in listed companies.

institutional investors and renminbi qualified foreign 
institutional investors, to purchase and sell shares 
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Abbreviations
th

CSRC  China Securities Regulatory Commission
CSDC  China Securities Depository and   
  Clearing Corporation Ltd
EU  European Union
CAI  Comprehensive Agreement on   
  Investment
EUR  Euro 
FDI  Foreign Direct Investment
FICLS                 Foreign-Invested Company Limited by  
  Shares
FIE   Foreign-Invested Enterprise
FIL                        Foreign Investment Law
FTZ       Free Trade Zone

GDP  Gross Domestic Product
IP  Intellectual Property
IPO   Initial Public Offering
ISDS  Investor-State Dispute Settlement
JV               Joint Venture
KR  Key Recommendation

M&A   Mergers and Acquisitions
MOFCOM  Ministry of Commerce 

  Commission 

  Quotations
OECD  Organisation for Economic Co-  
  operation and Development      
PBOC  People’s Bank of China
POE                     Privately-Owned Enterprise
PRC   People's Republic of China
SAC  Special Administration Catalogue
SAFE   State Administration of Foreign   
  Exchange 
SAIC  State Administration of Industry and  
  Commerce
SEI  Strategic Emerging Industries
SOE  State-Owned Enterprise
USD  United States Dollar
VIE   Variable Interest Entity 
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Legal and Competition Working Group

Key Recommendations
1.  Continue to Strengthen the Rule of Law

Continue to focus on advancing the rule of law and implementing the reform blueprint set out in the Fourth 
Plenum’s Decision in a timely fashion.

Remove all unnecessary opening clauses from relevant legal documents.

Permit foreigners to attend civil and commercial hearings in the People’s Courts. 
Ensure the prompt and comprehensive correct enforcement of judicial decisions and arbitral awards, by 
providing enforcers and relevant right owners with everything they need.
Enhance absolute compliance with terms and deadlines, even with the provision of pecuniary sanctions 
and/or limitation and prescription periods.
Ensure that all judgments issued by a court can be accessed and reviewed by any interested party, not 
only the litigants or their counsels. 
Ensure that the Regulation Concerning the Publication of People’s Courts Judgments and Rulings on the 
Internet will be implemented by individual People’s Courts, including cases involving local government 
interests. 

Publish all laws and regulations prior to their implementation, improve the online publication of laws and 

Standardise the public consultation process, allow at least eight weeks for comments on drafts of laws and 
regulations, and publish stakeholders’ comments and regulators’ feedback.
Ensure the deadline for the consolidation of the Civil Code set for 2020 is respected and promote initiatives 
to accelerate the process of codifying People’s Republic of China (PRC) laws into a single document. 

2.  Ensure that the Amendments to the Constitution, the Establishment of New 
State Agencies and Party Building will not Impact Companies’ Decision-
making Processes 

Take into account existing Chinese laws and regulations that pertain to corporate governance, 
whereby sophisticated international standards provide rights and obligations for the shareholders and 
their appointed management, who shall be the only responsible players in determining the success 
of the enterprise, without allowing any external decision makers to interfere with the investment and 
management of the company. 
Distinguish clearly the rules that are applicable to Party organisations from those applicable to unions that 

Avoid any additional requirement on Party building and involvement, which may affect the company’s 
decision-making processes, particularly for joint ventures (JVs) with state-owned enterprises (SOEs), 
whereby changes regarding governance and/or the rights of stakeholders might cause foreign investors to 
review their investment.
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  3.   Eliminate Restrictions on Foreign Legal Services

practise PRC law.

long as they have proper powers of attorney.
Increase the cooperation under the Pilot Work Plan, particularly in permitting the establishment of more 

Ensure consistent and transparent law enforcement in terms of foreign investment access control.

4.   Adopt Regulations that Encourage Fair Enforcement of the Anti-monopoly Law 
(AML)

        Fair Enforcement
Utilise external experts and make available to parties and their advisers the reports on which Anti-monopoly 
Enforcement Authority (AMEA) bodies rely. 
Support the efforts of the Supreme People's Court (SPC) in promoting cases brought under the AML, as 
well as their consistent interpretation, application and enforcement of the AML by China's enforcement 
authorities. 
Adopt standard publication channels, such as websites, for all information relevant to AML enforcement, 
including new measures, decisions and consultations.

        International Standards
Ensure that the implementation and enforcement of the AML does not unfairly discriminate between 
domestic and foreign-owned enterprises.
Ensure that the application and enforcement of the AML is consistent with International Competition Law 
policy and practice, while adopting policies and approaches suited to the Chinese context.

Introduction to the Working Group 
Lawyers play an important role in our lives as they help 

private interests of clients but also promote integrity and 

In this context, lawyers help to link public and private 
life, putting a limit on the effect private interests may 
have.

Created in 2000, the Legal and Competition Working 
Group fosters greater legal  t ransparency and 
awareness of legal developments that affect foreign 
trade and investment in China. It also advocates for 
the strengthening of the rule of law and for foreign law 

is now comprised of approximately 500 individuals that 
represent over 180 member companies. 

Recent Developments 
The working group highlights the following regulatory 

developments that have taken place over the past year: 

1. The Special Administrative Measures on Access to 
Foreign Investment (Negative List) (2018 Revision) 
(Negative List) and the Special Administrative Measures 
for Foreign Investment Access to Pilot Free Zones 
(Negative List) (FTZ Negative List)
In the 2018 version of the Negative List the provision of 
consultancy services for Chinese law-related matters 
still remains prohibited (except for providing assistance 
with something in connection with information on the 
impact China's legal environment is having), and an 
additional restriction prohibiting foreign nationals from 
becoming partners in Chinese law firms has been 
introduced. 1 At the same time, the working group notes 
that no further improvements have taken place in the 

.2 

1 The Special Administrative Measures on Access to Foreign Investment (Negative 

List) (2018 Revision) th June 2018, viewed, 10th July 

2018, <http://images.mofcom.gov.cn/wzs/201806/20180628220738627.pdf> 

2   Special Administrative Measures for Foreign Investment Access to Pilot Free 
th June 2018, viewed 10th 

July 2018, <http://www.mofcom.gov.cn/article/b/f/201806/20180602760435.

shtml> 
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2. Amendments to the Constitution, new State 
Agencies and Party Building
On 11th March 2018, amendments to the Constitution of 

session of the 13th

Among the changes, the revised constitution stated 
that the leadership of the Communist Party of China 

characteristics. In addition, the structure of the State 
will be changed to further include the CPC into state 
organs, including administrative, adjudicatory, judicial 
and other types of regulatory commissions.

3. Updates to China’s Anti-monopoly Law (AML)
On 13th March 2018, the State Council announced 
a major restructuring of governmental agencies.3 
This was approved by the legislature on 17th March 
2018. Due to this change, the three existing antitrust 

for Industry and Commerce (SAIC) and the Ministry of 
Commerce (MOFCOM) were transferred to the new 
super market regulator – the State Administration for 
Market Regulation (SAMR).

Key Recommendations
1. Continue to Strengthen the Rule of Law

Concern
Despite China’s efforts to adopt international standards, 
European companies operating in China still face 
challenges in cooperating with Chinese legislative, 
judiciary and administrative bodies due to a lack of legal 
and regulatory transparency.   

Assessment
As a member of the World Trade Organization (WTO), 
China is obliged to comply with the transparency 
requirements in its accession protocol. A key element 
in China’s accession to the WTO relates to laws, 
regulations and other rules on trade and investment. 
While there has been significant progress in the 
quality of drafting, timeliness of issuance and ease of 
interpreting PRC laws and regulations since China’s 
WTO accession, further attention still needs to be paid 
to issues of transparency, uniform applicability and 

3 The State Council Institutional Restructuring Plan, Xinhua, 17th March 

2018, viewed 3rd May 2018, <http://www.xinhuanet.com/politics/2018-03/17/

c_1122552185.htm>

broad administrative discretion when applying laws 
and regulations, and judicial review of administrative 
decisions. With its accession, China has committed to 
radical legal reform. The government announced many 
measures on the rule of law that are heading in the right 
direction, such as the fight against judicial corruption 
and ensuring that people respect the constitution. 
While foreign investors understand that it will take time 
and effort to fully implement these reforms, the Legal 
and Competition Working Group hopes the Chinese 
Government can soon demonstrate further substantial 
and visible results in their efforts towards advancing rule 
of law, particularly in areas such as civil and corporate 
law.  

Judicial independence
In February 2017, the President of the SPC delivered 
a speech that cast doubt over the transparency and 
retroactive application of the law, resulting in legal 
operators becoming concerned over the independence 
of the judiciary.4 While some judges are aiming to 
embrace Western values, displaying independence in 
their decisions, the President of the SPC has recently 
reminded them that China’s court system is not 
independent from the CPC and that any attempt to make 
it so shall be rejected. This is undoubtedly a worrying 
sign as the working group supports the concept of an 
independent judiciary – judges should be third parties 
that make decisions free from any interference by the 
Party, politics or any other outside force.

Vagueness of laws and regulations: opening clauses
Abstractness is an undesirable element in lawmaking. 
One of the vaguest parts of Chinese law, at all levels, 
is the ‘opening clause’ that appears in the articles of 
almost all normative documents. 

When disciplining a subject it is normal to provide a 
number of actions, sanctions and requisites through 

opinion on the intention of the legislator or regulator. 
In addition, such lists set forth well-defined norms, 
principles and sanctions in order to establish the 
barriers on which a law or regulation is applied. The 
opening clause is the last item which usually states: 

4

People’s Republic of China Held in Beijing, www.court.gov.cn, 14th January 

2017, viewed 3rd May 2018, <http://www.court.gov.cn/zixun-xiangqing-34892.

html>
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and regulations.” Such opening clauses add a sense of 
uncertainty and vagueness to the normative document 
in which they are included. This is in sharp contrast 
to the rule of law. It has to be noted, however, that 
the most recent national laws exclude these opening 
clauses almost entirely. The working group warmly 
welcomes this new style of lawmaking and expects 
relevant legislators and regulators to reform the entire 
legal system, adapting it so it complies with the rule of 
law.

State and commercial secrets 
The foreign business community continues to be 
concerned about PRC laws on state and commercial 
secrets. Foreign companies doing business in China 
want to fully comply with PRC laws in all of their 
activities. In this respect, the 2014 version of the 
Implementing Regulations to the PRC Law on the 
Protection of State Secrets has been disconcerting to 
foreign investors.5 While the original and excessive 
scope of state secrets, included in the 2012 draft for 
comments of this regulation (which included under the 
scope of state secrets such topics as ‘jeopardising 
social stability’ and ‘undermining the economic and 
scientific and technological strength of the state’), 
has been abandoned, no clear scope has been 

between institutions. Therefore, foreign investors 
and their advisors still lack sufficient legal certainty to 

regulations. 

Enforcement of judgments and awards
The problems related to the enforcement of judgments 
and arbitral awards are unfortunately not limited to a 
lack of rigidity in terms of deadlines. Procedural rights 
serve substantive rights. This implies that without the 
granting of the former, the latter would be left ineffective. 
In the same way, without enforcement functioning as 
a tool for the practical application of procedural rights, 
substantive rights will be left void of meaning. 

parties in proceedings are too often not provided with 
the adequate means to follow up on enforcement 
proceedings. This, in effect, constitutes a missing cog in 

5 Implementing Regulations to the PRC Law on the Protection of State 

Secrets th October 2015, viewed 3rd May 

2018, <http://www.stats.gov.cn/zjtj/tjfg/xgfxfg/201510/t20151028_1262978.

html>

an otherwise well-oiled legal apparatus. For the rule of 
law’s effective and correct application all elements need 
to be equally considered.  

Terms and deadlines
For the Chinese judiciary, it appears that the terms 
and deadlines set forth are often treated as ‘soft 
deadlines’. In the everyday experience of the Legal and 
Competition Working Group, terms and deadlines in 
civil trials and administrative proceedings are often not 
complied with, leading to an unacceptable degree of 
uncertainty in legal proceedings. 

As is the case in everyday business dealings, the 
breach of a contract clause (including those covering 
terms and deadlines) wil l be met with concrete 
repercussions. Similarly, any violation of the deadlines 
in legal proceedings should be sanctioned properly and 
effectively by using the limitation periods of relevant 
rights and pecuniary sanctions. The working group, 
aware of the ever-solidifying rule of law in China, 
hopes that necessary steps will be taken to resolve this 
important issue.

Court judgments 
European businesses welcome the increase in 
transparency and publicity of court judgments. They also 
appreciate the efforts that have been put into improving 
and expanding the websites of the SPC (http://www.
chinacourt.org/) and local courts (such as http://bjgy.
chinacourt.org/), through which a growing selection 
of court judgments has now been made available. 
However, the search capabilities and user-friendliness 
of these tools remain rudimentary. Improving and 

business and civil community. 

The publication of Guiding Cases by the SPC is also 
a very welcome development towards a scientific 
approach to jurisprudence and should contribute to 
consistently interpreting and implementing laws and 
regulations throughout the country’s courts. 

The amendment to Article 156 of the PRC Civil Procedure 
Law is a positive development to the extent that it 
expressly guarantees the public the right to check and 
review effective civil judgments and rulings, except those 
involving state and commercial secrets and personal 
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privacy.6 However, in addition to this, foreigners should 
have full public access to commercial and civil hearings 
in the People’s Courts without the need to pre-register 
or be specially authorised. 

Predictability 
Predictability is one of the key requisites to the 
rule of law, as it increases trust in the legal system 
and allows companies and individuals to plan their 
activities. In China, predictability is negatively affected 
by the occurrence of retroactively applying laws and 
regulations in draft form. 

Retroactive application of laws and regulations 
On occasion, regulations and circulars issued by PRC 
institutions have been applied retroactively, creating 
uncertainties on a law’s state at any given time. For 
example, foreign investors have been particularly upset 
about the retroactive application of the social security 
regime (and on occasion, retroactive fines for non-
compliance with a non-existent regime). In order to 
preserve legal certainty and the legitimate expectations 
of business operators, PRC institutions and regulators 
should apply the general principle of non-retroactivity 
to laws and regulations, and refrain from issuing 
regulations with retroactive effect. 

Upon its accession to the WTO, China made a 
commitment to establish an official journal dedicated 
to the publication of all laws, regulations and other 
measures concerning or affecting trade in goods 
and services, or the Agreement on Trade-Related 
Aspects of Intellectual Property Rights. This has been 
achieved to some extent through the website http://
www.chinalaw.gov.cn maintained by the former State 
Council Legislative Affairs Office (SCLAO).7 However, 
this tool remains basic and insufficiently user-friendly, 
and lacks an English language version to consult. The 
working group encourages the Chinese Government 
to further invest in this tool by including professional 
search and hyperlinking features and ensuring the 
same-day publication of all laws and regulations. This 

6 Civil Procedure Law of the People’s Republic of China (2012 Amendment), 

www.customs.gov.cn, 11th August 2017, viewed 3rd May 2018, <http://www.

7

into the Ministry of Justice. 

, 13th March, 2018, viewed 10th May 2018, <http://english.gov.

cn/state_council/ministries/2018/03/13/content_281476076543612.htm>

would enhance the rule of law by providing greater 
accessibility and enable both foreign and domestic 
enterprises to freely access laws and regulations, 
instead of relying on costly commercial offerings. Finally, 
the working group regrets that http://www.chinalaw.gov.
cn does not offer links to essential laws and regulations 
in any of the languages used by officially recognised 
ethnic groups in China (Mongolian, Tibetan, Uyghur and 
Zhuang). 

Public consultation process 
The working group welcomes the progress that has 
been made and the fruitful dialogue that has been 
established between some PRC legislative organs and 
European Union (EU) stakeholders. Public consultation 
is a crucial element in the law-making process, as it 
facilitates the resolution of potential problems in the 
practical implementation of laws before their official 
promulgation and therefore enables better legislation to 
be promulgated. 

Despite efforts at improving transparency and 
maintaining the public consultation website (http://
bmyj.chinalaw.gov.cn/) by the former SCLAO, many 
ministries and commissions still do not allow for a 
period spanning at least 30 days for public consultation 
on draft regulations, despite it being committed to by 
China in the Interim Measures on Solicitation of Public 
Comments on Draft Laws and Regulations.8 In addition, 
this public consultation process should be made more 
transparent by publishing all contributions received from 
stakeholders on draft laws and regulations, together 
with feedback from regulators on the stakeholders’ 
comments, in a manner similar to the European 

ec.europa.eu/yourvoice/). Due to a lack of transparency 
in the current consultation process, it is little more than 
a ‘black box’. Foreign stakeholders may be discouraged 
from providing comments because no comprehensive 
assessment is provided when regulations are published 

First steps towards the Civil Code: the General 
Provisions of the Civil Law  
China experienced a turning point in 2017 in its path 
towards a comprehensive Civil Code. On 15th March 

8  Interim Measures on Solicitation of Public Comments on Draft Laws and 

, 27th April 2012, viewed 3rd May 

2018, <http://www.chinalaw.gov.cn/art/2012/4/27/art_33_203035.html>
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General Provisions of the 
Civil Code (General Provisions),9 which will come into 
effect on 1st October 2017. The General Provisions 
constitutes the first chapter of a broader project that 
will regulate all aspects of civil law, namely contracts, 
property, torts, marriage, family and inheritance. The 
other five chapters that compose the Civil Code are 
scheduled to be adopted and promulgated by the 13th 

General Provisions regulate the 
basic principles of civil activities, i.e. natural persons’ 
capacity, status and civil rights; legal persons and 
associations; civil legal acts; and agencies. The 
Legal and Competition Working Group welcomes the 
promulgation of the General Provisions of the Civil 
Code and deems it to be a good sign regarding the 
modernisation of the Chinese legal system. Although 
the estimated time for promulgating the Civil Code is 
quite long, this initiative will make Chinese citizens and 
operators in the country more aware of the rule of law. 
The working group expects a successful outcome as 
soon as the entire Civil Code, including all six chapters, 
enters in force. It will also provide European enterprises 
with more legal certainty when conducting business in 
China.

Recommendations
Continue to focus on advancing the rule of law and 
implementing the reform blueprint set out in the Fourth 
Plenum’s Decision in a timely fashion.
Enhance the judiciary’s independence and impartiality, 

Remove all unnecessary opening clauses from relevant 
legal documents.

Permit foreigners to attend civil and commercial 
hearings in the People’s Courts. 
Ensure the prompt and comprehensive correct 
enforcement of judicial decisions and arbitral awards, 
by providing enforcers and relevant right owners with 
everything they need.
Enhance absolute compliance with terms and 
deadlines, even with the provision of pecuniary 
sanctions and/or limitation and prescription periods.
Ensure that all judgments issued by a court can be 
accessed and reviewed by any interested party, not 
only the litigants or their counsels. 
Ensure that the Regulation Concerning the Publication 
of People’s Courts Judgments and Rulings on the 

9

cn, 15th March 2017, viewed 3rd May 2018, <http://www.npc.gov.cn/npc/

xinwen/2017-03/15/content_2018907.htm>

will be implemented by 
individual People’s Courts, including cases involving 
local government interests. 
Enforce only those laws and regulations that have 

Publ ish al l  laws and regulat ions prior to their 
implementation, improve the online publication of 
laws and regulations, and provide official English 
translations of important rules and regulations. 
Standardise the public consultation process, allow at 
least eight weeks for comments on drafts of laws and 
regulations, and publish stakeholders’ comments and 
regulators’ feedback.
Ensure the deadline for the consolidation of the Civil 
Code set for 2020 is respected and promote initiatives 
to accelerate the process of codifying PRC laws into a 
single document. 

2.  Ensure that the Amendments to the 
Constitution, the Establishment of 
New State Agencies and Party Building 
will not Impact Companies’ Decision-
making Processes 

Concern
Some of the constitutional amendments and changes to 

future reforms in the country, particularly for European 
businesses in China.

Assessment 
The working group understands that the reorganisation 
of government agencies, both at the ministerial and 
local level, is targeted at increasing the efficiency, 
coordination and transparency of government actions. 
However, in some instances observing how these newly 
reorganised bodies ultimately function is the best way 

For example, in the case of the former SCLAO, which 
was incorporated into the Ministry of Justice (MOJ), the 
restructuring did not result in a diminished review role 
for the State Council, especially when it came to some 
of its constituent ministries, as they are not directly 
controlled by the MOJ. 

In light of the upcoming lifting of some of these 
restrictions on foreign businesses, the working group 
welcomes the merger of the former China Banking 
Regulatory Commission and the former China 
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Insurance Regulatory Commission, as well as the 
enlarged regulatory function of the People’s Bank of 
China. This will probably strengthen and centralise 
financially-related legislative functions. The working 
group also welcomes the creation of the SAMR, which 
has become a unified competition law enforcement 
agency, with the purpose of adding efficiency to the 
market and possibly industry regulation. The expansion 
of the State Intellectual Property Office’s functions 
is also expected to bring more unified guidance to 
trademarks and geographical indicators. 

The Legal and Competition Working Group has duly 
taken into account the amended Constitution of the 
PRC, with the Thought on Socialism with Chinese 
Characteristics for a New Era
leadership, State Council reform, the setting-up of the 
Supervisory Commission, and the presidency’s new 
term limits. These amendments serve to strengthen 
the role of the CPC, making sure it becomes an even 
more unified organisation. The role of the Party is 
therefore reinforced at the highest level of government, 
particularly when it comes to the country’s economic 
governance. 

The working group fully understands the role of the 
CPC in building and leading state-owned enterprises 
(SOEs) at the central and local level. However, the 
Legal and Competition Working Group hopes that, in 
the future, the Chinese economy will be progressively 
led by market forces, and that the reform of SOEs 
will be supported and enhanced according to the roll 
these market forces play. In addition, it was also noted 
that enterprises in China, including foreign ones, are 
required by law to set up Party organisations within the 
company. 

Recommendations
Take into account exist ing Chinese laws and 
regulations that pertain to corporate governance, 
whereby sophist icated international standards 
provide rights and obligations for the shareholders 
and their appointed management, who shall be the 
only responsible players in determining the success 
of the enterprise, without allowing any external 
decision makers to interfere with the investment and 
management of the company. 
Distinguish clearly the rules that are applicable to Party 
organisations from those applicable to unions that 

Avoid any additional requirement on Party building and 
involvement, which may affect the company’s decision-
making processes, particularly for joint ventures (JVs) 
with SOEs, whereby changes regarding governance 
and/or the rights of stakeholders might cause foreign 
investors to review their investment.

3.   Eliminate Restrictions on Foreign Legal 
Services 

Concern
The working group continues to be concerned about the 
restrictions placed on foreign lawyers and foreign law 
firms operating in China, with two of note: restrictions 
that apply in any area of practice and restrictions that 

and lawyers. 

Assessment
The Legal and Competition Working Group welcomes 
the registration and control of foreign law firms and 
lawyers by the appointed authorities, since this happens 
in most foreign jurisdictions. However, the failure to 
eliminate restrictions on the provision of legal services, 
at least in certain areas of the law—including foreign 
investment, contractual and commercial matters, 
employment matters, mergers and acquisitions, 
competition law, banking and finance law, and capital 
markets law (i.e., the ‘non-contentious areas’)—is an 

economic progress and working relationships between 
EU Member States and China. The working group is 
concerned about the latest 2018 Negative List,10 which 
moved the provision of legal services from the ‘restricted’ 
to the ‘prohibited’ category in what has been seen as a 
step backwards in China’s opening-up process. Such 
a move does not appear to match the strengthening 
market positioning of Chinese law firms in the global 

in European markets as well as in other important 
jurisdictions outside Europe. 

Chinese law firms are allowed to offer local legal 
services when establishing their offices in Europe as 
they face no access restrictions to the European legal 
services market. Chinese nationals are also allowed 
to sit for the bar exam in most European countries, 

10 The Special Administrative Measures on Access to Foreign Investment (Negative 

List) (2018 Revision) th June 2018, viewed 10th July 

2018, <http://images.mofcom.gov.cn/wzs/201806/20180628220738627.pdf>
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whereas the Chinese bar is open only to Chinese 
nationals (including Chinese Hong Kong permanent 
residents).

Further opening up of the legal services sector—
especially the cooperation between foreign and Chinese 
law firms and the practice of non-contentious areas—
in cross-border investments, would permit the clients of 
Mainland Chinese companies to have better access to 
guidance on the impact international laws and practices 
would have. It would also simultaneously provide 
foreign investors with better access to Chinese legal 
advice in an international environment for operating 
or doing business in China. The working group would 
welcome progress in the following three areas: 

1. Employment of Chinese-licensed lawyers by EU 

PRC lawyers without affecting those individuals' 

contentious areas. Allowing Chinese-licensed lawyers 
to practice as PRC-licensed lawyers in foreign law 
firms will give those law firms' clients—both Chinese 
and foreign—faster, more cost-effective and efficient 
access to PRC law and international legal practice. It 
will also broaden the career prospects of PRC-licensed 
lawyers, allowing them to grow and gain expertise in an 
international environment, which will benefit Chinese 
investors abroad. 

meetings with the Chinese Government
Appearance, participation and representation by 

lawyers) before Chinese government authorities and 
other public, non-judicial authorities on behalf of their 
clients is permitted occasionally and only on a case-by-
case basis. Furthermore, this lack of a transparent and 
consistently-enforced right of access and representation 
for lawyers working in foreign law firms often reduces 
the quality of the information that is exchanged with 
the Chinese authorities, limits the sharing of previous 
experiences by foreign law firms with European 
investors, and sometimes results in misunderstandings 
between the Chinese government authorities and 
investors. As a result, foreign investors’ ability to 
understand Chinese government proceedings in their 
international context is impaired. 

The Closer Economic Partnership Arrangements signed 
between Mainland China and Hong Kong and Macao 

11&12  
clearly indicates that China is committed to opening part 

Hong Kong permanent residents.

Further developments under the Pilot Work Plan issued 
by the MOJ in 2014, and its implementing rules, have 
yet to be rolled out in free trade zones other than 
in Shanghai. While a few pilot JV firms have been 
established since 2015, such developments still appear 

two teams’ model and not a ‘fully integrated JV model’, 

In the 2018 Negative List, the provision of consultancy 
services on Chinese law-related matters remains 
prohibited. The Legal and Competition Working Group 
considers this to go against the publicly-stated intention 
to open up China’s market. It puts foreign law firms 
at a competitive disadvantage compared to Chinese 

Group does see enforcement problems associated 
with the 2018 Negative List, since some foreign law 

with the MOJ while practising Chinese law via foreign 
investment consulting companies or by controlling 

Recommendations
Classify legal services as a restricted sector for 
foreign investors and allow foreign law firms to fully 
practice PRC law in non-contentious areas through 
the employment of individuals who are qualified and 
licensed to practise PRC law.
Allow lawyers in foreign law firms to fully represent 
their clients before Chinese government authorities as 
long as they have proper powers of attorney.
Increase the cooperation under the Pilot Work Plan, 
particularly in permitting the establishment of more 

11 Agreement on Trade in Services to the Mainland and Hong Kong Closer 

Economic Partnership Arrangement, MOFCOM, 2015, viewed 9th May 2018, 

<http://tga.mofcom.gov.cn/article/zwyw/zwxx/201511/20151101196708.

shtml>

12 Agreement on Trade in Services to the Mainland and Macao Closer 

Economic Partnership Arrangement, MOFCOM, 2015, viewed 9th May 2016, 

<http://tga.mofcom.gov.cn/article/zwyw/zwxx/201511/20151101196722.

shtml>
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Chinese law and foreign law in their own name. 
Ensure consistent and transparent law enforcement in 
terms of foreign investment access control.

4.   Adopt Regulations that Encourage Fair 
Enforcement of the AML 

Concern
Many aspects of applying the AML remain unclear, 
detai led reasoning in important cases remains 
unpublished, and an increasing number of transactions 
approved by the MOFCOM are subject to remedies, 
which can be far reaching and create long-term 
administrative burdens and costs for the parties 
involved. 

Assessment
The Legal and Competition Working Group welcomes 
the increased enforcement of the AML across a 
number of sectors, as it sends a strong message 
from the Chinese authorities about their intention to 
promote market-orientated reforms and safeguard fair 
competition. This is in line with China’s reform agenda 
as laid down in the third and fourth plenums. If handled 
properly, these enforcement cases have the potential 
to provide China with an opportunity to demonstrate 
that investigations are carried out fully in accordance 
with the rule of law, one of the central themes of the 
Fourth Plenum. However, for this to happen, legal 
best practices must be embraced in order to ensure 
that administrative law enforcement is carried out 
impartially, transparently and consistently. The working 
group regrets that these principles, essential to any 
competition regime, are still not generally applied.

The working group welcomes the Chinese Government’s 
plan,13 released in March 2018, to merge the three 
agencies currently responsible for antitrust enforcement 
into a single department. This new structure will likely 
resolve the ambiguity regarding the responsibilities of 
the different agencies, rules and guidelines. It will also 
likely streamline the enforcement of competition law in 
China and develop consistent practices. 

 Despite these changes, there is still uncertainty among 
businesses regarding AML enforcement processes, 

13 The State Council Institutional Restructuring Plan, Xinhua, 17th March 2018, 

viewed 3rd May 2018, <http://www.xinhuanet.com/politics/2018-03/17/

c_1122552185.htm>

although there has been some progress in recent 
years. This uncertainty comes from the lack of clarity 
with regards, but not limited, to: (i) the standards, 
fairness and proportionality of the proceedings; and 
(ii) the timing that applies to the notifying parties, 
and the number and type of additional implementing 
regulations/guidance that can be expected from Anti-
monopoly Enforcement Authority (AMEA) bodies. As 
a result, business operators in China who are keen 
to comply with the law, continue to face challenges, 
and more and more companies are stepping up their 
demands for clarity and transparency. The absence of 
such clarifications may reduce or even eliminate the 

law affords companies and consumers (as set out in 
Article 1 of the AML).

In the area of merger control, the Legal and Competition 
Working Group acknowledges the important progress 
that resulted from the creation of the ‘simple case’ 
procedure. These cases can normally proceed fairly 
quickly to case acceptance, as the stakeholder process 
is done through the publication of a notice on the 
MOFCOM Anti-monopoly Bureau webpage. This has 
resulted in a higher level of transparency for businesses. 
The Legal and Competition Working Group continues 
to encourage the MOFCOM to expand the benefits of 
this system to all kinds of merger cases. In particular 
the MOFCOM should be encouraged to publish notices 

case acceptance—including basic information on the 
merging parties, the sector concerned and the indicative 
deadline for the MOFCOM’s decision.

Examples of issues where further guidance is needed 
include:

Merger Control
Concentrations, in particular the notion of ‘controlling 
right’

 - There is still a degree of ambiguity as to when a 
‘controlling right’ is acquired. Guidance in this regard 
would be welcomed, since there are a number of 
different forms of alliances that currently exist in certain 
industries (e.g. the airline and shipping industries). 

 - Contemporaneous notices on non-simple cases should 
be published online, identifying the notifying parties and 
the sector involved in the transaction.

 - The AML should be applied and enforced transparently, 
publishing detailed and reasoned decisions in all non-
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simple cases in order to increase understanding of the 
review process and standards of the AMEA bodies.

 - External elements should not obstruct the swift 
and prompt decision-making process of notified 
concentrations.

 -
consultants appointed by the AMEA bodies to advise on 

 - Parties should be notified in a formal, detailed and 
written way of any competition concerns during the 
assessment process at least 30 days before the end of 
the second-phase review.
Merger remedies

 - Timel ines for the submission of remedies and 
negotiations, including the protection of third-party 
rights.

Anti-competitive Agreements / Abuse of Dominance 
 - The calculation of fines in the context of conduct 

the MOFCOM investigations for failure to notify.
 - The market share threshold under which agreements 

will not be considered monopoly agreements (de 
minimis rules).

Other
 - The consistent application and enforcement of the AML 

by the AMEA bodies, as well as consistency in law 
enforcement and rule-making between private litigation 
and administrative enforcement of the AML.

 - The MOFCOM's review procedure fosters the 
development of a predictable review timetable and 
limits the instances where merging parties are forced to 

Recommendations
Fair Enforcement

Utilise external experts and make available to parties 
and their advisers the reports on which AMEA bodies 
rely. 
Support the efforts of the SPC in promoting cases 
brought under the AML, as well as their consistent 
interpretation, application and enforcement of the AML 
by China's enforcement authorities. 
Adopt standard publication channels, such as websites, 
for all information relevant to AML enforcement, 
including new measures, decisions and consultations.

International Standards
Ensure that the implementation and enforcement of the 

AML does not unfairly discriminate between domestic 
and foreign-owned enterprises.
Ensure that the application and enforcement of the 
AML is consistent with International Competition 
Law policy and practice, while adopting policies and 
approaches suited to the Chinese context.

Abbreviations 
AMEA   Anti-Monopoly Enforcement Authority 
AML   Anti-Monopoly Law 
CPC   Communist Party of China
EU   European Union
JV   Joint Venture 
MOFCOM  Ministry of Commerce 
MOJ   Ministry of Justice 

  Commission 

PRC   People’s Republic of China 
SAIC   State Administration for Industry and  
  Commerce 
SAMR  State Administration for Market   
  Regulation
SCLAO   State Council Legislative Affairs   

SOE   State-Owned Enterprise 
SPC   Supreme People’s Court 
WTO   World Trade Organization
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Research and Development Working Group

1. Improve the Overall Intellectual Property Rights (IPR) Legal System and 
Improve Enforcement in Order to Foster a Business Environment that 
Provides the Necessary Assurances to Enable World-class Innovation in 
China 
 Give full play to free market forces and balance policies for the import and export of technologies to 

realise genuine innovation.
 Make the preparation, updating and enforcement process of the Chinese IPR legal system open to 

international businesses.
 Establish a regular dialogue on IPR issues between the appropriate authorities and representatives 

from international businesses.

2. Encourage International Companies to Contribute to Chinese Research 
and Development (R&D) Operations by Optimising the Financial Incentives 
Framework 
 Encourage international businesses to participate in national and regional key R&D projects by 

ensuring fair allocation of public subventions for all R&D activities.

3. Invest in China’s Living Environment by Incentivising R&D for Sustainable 
Development Technologies
 Establish a cooperation platform project that allows international companies with research operations 

in China to participate in it, on the basis of enjoying the same rights as Chinese companies, and allow 
them to use their own experience to promote the development of such projects.

 Provide incentives and preferential policies such as subsidies and tax rebates for companies focused 
on the R&D of new environmental green technologies.

environmental green technologies.

and for those that respond to government calls and actively pilot new technologies.

4. Facilitate the Exchange of Scientists at all Levels as Part of a Joint Effort with 
the European Union (EU)
 Accelerate the pace of innovation-friendly reform and implement policies at the national or municipal 

level after they are rapidly ‘tested’ in free trade zones (FTZs).

R&D projects.
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5. Ensure the Participation of International Businesses in the Standard-setting 
Process to Enhance the Competitiveness of China's Independent R&D 
Technology in the International Market
 Open up the standard-revision process to all stakeholders, including international businesses. 
 Build up regular and effective dialogue with international businesses to help understand changes in 

standards and their possible impact.
 Promote the harmonisation of Chinese and international standards to incentivise international companies 

to undertake more R&D activities in China.
 Accelerate the standard-revision process by increasing the frequency at which new versions are revised.

Introduction to the Working Group
Research and development (R&D) refers to the 
innovation, promotion and improvement of products 
and processes. R&D helps businesses to sustainably 
develop by allowing them to quickly respond to societal 

economic growth and ability to create jobs. At present, 
innovation capability is regarded as the key to China 
avoiding the middle-income trap, and an absolute 
necessity for China's sustainable development. 

The European Chamber’s Research and Development 
Working Group aims to provide a plat form for 
exchanging information, experiences and best practices 
among member companies and to promote dialogue 
and transparency in R&D policy. It was created to 
further develop the activities of the former Research 
and Development Forum, as members felt the need 
to engage directly with Chinese authorities at both the 
central and local levels. The working group is comprised 
of professionals directly involved in R&D operations, 
with representatives from more than 50 European 

centres and large-scale R&D operations in China (the 
majority located in and around Beijing and Shanghai). 
Various industries are represented in the working group, 
including automotive, chemicals and petrochemicals, 
information and communications technology, aerospace, 
energy, and pharmaceuticals.

Recent Developments
Technological innovation, one of the key goals of 

the Belt and Road Initiative (BRI)1 and the China 
Manufacturing 2025 (CM2025) initiative,2 has been 
identified by the Chinese authorities as the key to 
enhance the country’s ‘national strength’. R&D spending 
increases steadily each year, growing an average of 
18 per cent between 2010–2015,3 10.6 per cent in 
20164 and 11.6 per cent in 2017.5 As a supplement to 

and incentives have also been implemented. China's 
ultimate goal is to have the world see it as the leading 
power in science and technology (S&T). 

European businesses play an important role in China’s 
R&D development. Having gathered decades of 
localised experience and leadership in S&T, European 
technological enterprises are uniquely equipped to help 
improve China’s R&D ecosystem. China can utilise 
this experience to help it improve its domestic high-
level innovation capacity, as outlined in CM2025. While 
72 per cent of surveyed companies in the European 
Business in China Business Confidence Survey 

1　Notice on Printing and Distributing the Special Plan on Advancing Cooperation of 
Science and Technology Innovation in the Belt and Road Construction, Ministry 

Ministry of Foreign Affairs and the Ministry of Commerce, 2016, viewed 28th April 
2018, <http://www.scio.gov.cn/xwfbh/xwbfbh/wqfbh/35861/36653/xgzc36659/
Document/1551346/1551346.htm>

2　 , State Council, 2015, 
viewed 28th April 2018, <http://www.gov.cn/zhengce/content/2015-05/19/
content_9784.htm>

3　Harris, Briony, , World Economic 
Forum, 7th February 2018, viewed 28th April 2018, <https://www.weforum.org/
agenda/2018/02/these-charts-show-how-china-is-becoming-an-innovation-
superpower/>

4　2016 Statistical Bulletin on National Investment in Science and Technology 
Funds th October 2017, viewed 28th April 2018, 
<http://www.stats.gov.cn/tjsj/zxfb/201710/t20171009_1540386.html>

5　The Statistical Bulletin of the People's Republic of China on National 
th 

February 2018, viewed 28th April 2018, <www.stats.gov.cn/tjsj/zxfb/201802/
t20180228_1585631.html>
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2018 (BCS 2018)6 are willing to increase their R&D 
investments or operations in the near future, more can 
be done to improve the transparency of incentives 

global talent, guarantee legal assurances and support 
sustainable development.

At the third EU-China Innovation Cooperation Dialogue 
in June 2017, the European Commission and the 
Ministry of Science and Technology (MOST) agreed 
to renew the EU-China Co-funding Mechanism on 
Research and Innovation for 2018–2020 to support 
joint research and innovation-related projects under the 
framework of Horizon 2020.7 From 2016 to 2020, over 
euro (EUR) 500 million from the European Union (EU) 

allocated to a variety of different sectors, including food, 
agriculture and biotechnology, environment, sustainable 
urbanisation, surface transport, space, healthcare and 
more.8  

During the Belt and Road Forum for International 
Cooperation (BRF) in July 2017, President Xi Jinping 
announced the launch of the Belt and Road Science, 
Technology and Innovation Cooperation Action Plan,9  
which will entail China inviting 2,500 young scientists 
to engage in short-term R&D work, training up to 5,000 
scientists and technicians, and investing in 50 jointly 

In 2017, an enhanced R&D tax al lowance rate 
was introduced for small and medium-sized S&T 
enterprises.10 An additional 75 per cent of their R&D 

6   According to information obtained from the European Business in China 
Business Confidence Survey 2018 database, European Union Chamber 
of Commerce in China, 2018, <http://www.europeanchamber.com.cn/en/

Survey_2018>
7　Horizon 2020 is the largest EU research and innovation programme ever 

created, with nearly EUR 80 billion in funding available over seven years 
(2014–2020). It promises more breakthroughs, discoveries and scientific 

What is Horizon 
2020?, European Commission, viewed 10th July 2018, <https://ec.europa.eu/
programmes/horizon2020/en/what-horizon-2020>

8  Notice on Issuing the Application Guidelines for the First Batch of Projects for 
the 2018 under the Intergovernmental International Science, Technology and 
Innovation Cooperation Key Project of the National Key R&D Programme, 
MOST, 22nd March 2018, viewed 2nd May 2018, <http://www.most.gov.cn/
mostinfo/xinxifenlei/fgzc/gfxwj/gfxwj2018/201803/t20180326_138789.htm>

9  Xi Jinping: China Launches Belt & Road STI Cooperation Action Plan, 
MOST, 13th July 2017, viewed 2nd May 2018, <http://www.most.gov.cn/eng/
pressroom/201707/t20170713_134067.htm>

10 Notice on Raising the Proportion of Weighted Pre-tax Deduction of the Research 
and Development Expenses of Small- and Medium-sized Scientific and 
Technological Enterprises, Ministry of Finance, State Administration of Taxation 
and the MOST, 2nd May 2017, viewed 8th May 2018, <http://www.most.gov.cn/
mostinfo/xinxifenlei/fgzc/gfxwj/gfxwj2017/201705/t20170503_132605.htm>

expenses, instead of the previous 50 per cent, incurred 
during the period from 1st January 2017 to 31st 

December 2019 can be deducted from the amount of 
total taxable income, provided no intangible assets 
have been developed. If any intangible assets are 
created as a result of R&D, 175 per cent of the 
intangible assets’ original costs shall, for the above 
period, be amortised. Important tax relief for R&D has 
been provided from 2009 to incentivise and reward 
greater innovation in China.11

The MOST was officially restructured according to 
the institutional restructuring plan submitted by the 

th March 2018.12 The original 
duties of the State Administration of Foreign Experts 

the MOST. This should allow greater attention to be 
paid to international talent, while also improving the 

purposes. The working group hopes that with this newly 

resources can be optimised to retain talent and promote 
innovation.

In response to the unequal treatment of non-domestic 
companies in China, on June 1st 2018, the European 
Commission launched legal proceedings in the World 
Trade Organization (WTO) against China on the 
grounds that certain policies intentionally undermine 
the intellectual property rights (IPR) of European 
companies.13 This action was taken in order to bring 
to a halt the practice of European companies being 
compelled to grant ownership or usage rights of their 
technology to domestic Chinese entities, while being 
unable to freely negotiate market-based terms for the 
transfers in question. 

11  R&D Tax Incentives: China, Directorate for Science, Technology and Innovation 
at the Organisation for Economic Co-operation and Development, April 2018, 
viewed 8th May 2018, <http://www.oecd.org/sti/rd-tax-stats-china.pdf>

12  The State Institutional Reform Plan of the State Council, State Council, 17th 

March 2018, viewed 19th April 2018, <http://www.gov.cn/guowuyuan/2018-03/17/
content_5275116.htm>

13  EU launches WTO case against China’s unfair technology transfers, European 
Commission, 1st June 2018, viewed 11th June 2018, <http://trade.ec.europa.eu/
doclib/press/index.cfm?id=1852>
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Key Recommendations
1. Improve the Overall IPR Legal System 

and Improve Enforcement in Order to 
Foster a Business Environment that 
Provides the Necessary Assurances 
to Enable World-class Innovation in 
China14 

Concern
Despite continuous improvements to China’s intellectual 
property (IP) system, international businesses are 
still encountering difficulties in exercising their legal 
intellectual property rights (IPR), which does not provide 
them with the level of assurance they need to commit to 
investing in top-level technological innovation.

Assessment
In China, international businesses developing new 
technologies are making significant contributions to 
China’s economic transformation – from ‘made in 
China’ to ‘created in China’. China has risen to be one 
of the most attractive destinations for R&D investments, 
benefiting Chinese society as a whole. Advanced 
techniques and assembly lines are being sold or set up. 
Senior mechanics and skilled workers are being trained. 
Technological upgrading and innovation are being 
improved in domestic technology-based companies. 

The minister of the Ministry of Industry and Information 
Technology (MIIT), reiterated in a recent speech on 
CM2025 that the Chinese Government was acutely 
aware of the importance of protecting IPR and that 
China had no way to compel international companies 
to transfer technology.15 Foreign businesses are still 
wary, though, as the government’s recent plans seem 
to support and encourage domestic hi-technology 
enterpr ises  to  expand overseas and acqu i re 

parties have become progressively tighter and are 
strictly reviewed if they appear to affect national security 

14  For more analysis on the IPR legal system, enforcement and other IP protection-
related issues see the Intellectual Property Rights Working Group Position 

15  China did not force foreign enterprises to transfer technology, says MIIT chief, 
Global Times, 30th January 2018, viewed 8th May 2018, <www.globaltimes.cn/
content/1087336.shtml>

16 Through the External 
Transfer of Intellectual Property Rights Measures (Trial 
Implementation), introduced in March 2018,17 Chinese 
companies can develop IP and are free to retain 
any IP acquired from or developed with international 
enterprises; however, if they were to attempt to transfer 
IP to an international enterprise they would be subject 
to a strict review process. These measures should 
not be used as an institutional tool for protecting 
strategic technologies and artificially improving the 
competitiveness of domestic companies. Instead, China 
needs to foster a genuinely competitive environment, 
which is needed to create a sustainable innovation 
ecosystem.

European companies also face restrictions on ownership 
of IP produced from research and commercialisation 
projects receiving Chinese Government funding, according 
to Article 21 of the Science and Technology Progress 
Law18

IP produced by projects that receive Chinese state funding 
require the following:

Approval from the relevant government authorities if 
IP is to be transferred or exclusively licensed to non-
Chinese entities (including to international project 
partners that contribute background IP). 

licensee for the newly-produced IP must be in China).

According to the institutional restructuring plan, the 
State Intellectual Property Office will be reorganised, 
receiving the new duties of administrating trademarks 
and geographical indications – responsibilities originally 
allocated to the State Administration of Industry and 
Commerce and the General Administration of Quality 
Supervision, Inspection and Quarantine. This change 
should allow enterprises to lodge appeal cases and 
reach a solution much more efficiently. The working 
group hopes that after the merger the efficiency and 
consistency of IPR enforcement will improve, leading to 
more streamlined and effective enforcement actions.
  
Recommendations

Give full play to free market forces and balance 

16  External Transfer of Intellectual Property Rights Measures (Trial Implementation), 
State Council, 29th March 2018, viewed 8th May 2018, <http://www.gov.cn/zhengce/
content/2018-03/29/content_5278276.htm>

17 Ibid.
18 Science and Technology Progress Law

People's Congress, 29th December 2007, viewed 10th August 2018, <http://www.
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policies for the import and export of technologies to 
realise genuine innovation.
Make the preparation, updating and enforcement 
process of the Chinese IPR legal system open to 
international businesses.
Establish a regular dialogue on IPR issues between 
the appropriate authorities and representatives from 
international businesses.

2. Encourage International Companies to 
Contribute to Chinese R&D Operations 
by Optimising the Financial Incentives 
Framework19 

Concern
Despite being an essential part of the Chinese 
innovation system, when compared with domestic 
companies international businesses in China still face 

for R&D.

Assessment

Innovation System: international companies’ R&D 
centres employ Chinese nationals, generate Chinese 
patents and industrialise their innovations in China. 
They also collaborate with Chinese universities and 
academic laboratories. All in all, they are a crucial part 
of the Chinese innovation ecosystem.

China has a solid set of incentives in place to stimulate 
innovation, including ‘strategic support’ (long-term 

scheme) and ‘tactical support’ (focused grants for 

In order to maximise the potential of the Chinese 
innovation network, i t  is essential  that al l  key 
stakeholders work together on an equal footing. 
During the China Development Forum 2018, Premier 
Li Keqiang stressed that international companies and 
Chinese companies should not be treated differently 
whi le implementing CM2025, emphasising the 
importance of R&D cooperation.20

R&D, see Key Recommendation 4 in the Finance and Taxation Working Group 

20  Premier Li Vows to Deepen Reform, Opening Up, State Council Information 
th March 2018, viewed 8th May 2018, <http://www.scio.gov.cn/32618/

Document/1626107/1626107.htm>

On 29th January 2016, the MOST, the Ministry of 
Finance (MOF) and the State Administration of Taxation 

21  
Although certain requirements were somewhat relaxed, 
such as the minimum R&D expense ratio and academic 
qualifications of staff, the standards for IP ownership 
have actually been tightened. Under the current rules, 
a global exclusive licence that is good for longer than 

International companies run some of China’s largest 
R&D operations. However, in many cases, although 
they are domestically operated, international businesses 
initially developed their technologies outside of China, 
This is problematic for European companies looking to 
have their IP ownership recognised and attain/maintain 

take international ownership into consideration.

Regarding grant applications, international companies 

to a lack of clarity and reliability in the selection process, 
and from the discretionary decision-making seemingly 
undertaken by local authorities due to the fact that they 
favour ‘domestic champions’. For example, given the 
limited amount of relevant materials that need to be 
submitted, the application period is extremely short. At 
the same time, some of their Chinese competitors have 
privileged access to tender information and have a 
higher chance of obtaining grants. By contrast, Chinese 
companies operating in Europe are fully eligible to 
participate in local projects. 

The working group welcomes the Chinese Government’s 
commitment to allow international businesses to 
participate in national S&T projects and receive 
access to the same preferential policies afforded to 
their Chinese counterparts, as stated in the Notice of 
the State Council on Several Measures on Promoting 
Further Openness and Active Utilisation of Foreign 
Investment (State Council Document, Guofa [2017] 

21  Regulation on the Determination and Administration of High and New-Technology 
Enterprise (2016 Revision), MOST, MOF and the SAT, 2016, viewed 10th July 2018, 
<http://www.most.gov.cn/kjzc/gjkjzc/qyjsjb/201706/t20170629_133827.htm>
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22 The working group also hopes that the grant 
application process will not be biased towards domestic 
Chinese companies and that the announcement period 
will be reasonable. Additionally, although some calls for 
tenders openly encourage international cooperation, in 
reality they are not perceived as such. 

Recommendations
Encourage international businesses to participate in 
national and regional key R&D projects by ensuring 
fair allocation of public subventions for all R&D 
activities.
Change the requirements that prohibit international 

that all internationally-qualified R&D institutions 
can benefit from their participation in the Chinese 
innovation system.

3. Invest in China’s Living Environment 
by Incentivising R&D for Sustainable 
Development Technologies

Concern
With international R&D companies based in China being 
willing and well-equipped to contribute to a sustainable 
future and healthy living environment, the Research and 
Development Working Group believes that more can be 
done to further incentivise efforts to this end and ensure 
their success.

Assessment
Green development is highlighted as one of the 13th 

Five-year Plan’s fundamental principles,23 under which 
China has set stringent goals for itself. China aims to 
reduce its emissions per unit of gross domestic product 
by 40 to 45 per cent by 2020, compared to 2005 
levels.24 China will also aim to increase its share of non-
fossil fuel energy to 15 per cent by 2020. Under the 
plan China is set to revamp traditional manufacturing 
industries to adopt green technologies that can, 
for example, optimise waste heat recovery, recycle 
industrial water and reduce heavy metal pollution, as 

22 Notice of the State Council on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment, State Council, 
17th January 2017, viewed 30th April 2018, <http://www.gov.cn/zhengce/
content/2017-01/17/content_5160624.htm>

23 th Five-year Plan for National Economic and Social Development of the 
People's Republic of China, Xinhua, 17th March 2016, viewed 30th April 2018, 
<http://www.gov.cn/xinwen/2016-03/17/content_5054992.htm>

24  
New Environment Protection Law, Time Weekly, 2nd May 2017, viewed 2nd May 
2018, <http://www.time-weekly.com/html/20170502/37436_1.html>

well as substitute harmful and toxic materials. Other 
goals include the adoption of green manufacturing 
systems, promotion of eco-conscious products, and 
the establishment of green supply chains and logistics 
systems. 

The European R&D community supports the effort put 
into trying to tackle China’s environmental issues and 
promote sustainable development and is eager to get 
involved in China’s green development projects to help 
lay the foundation for a clean and healthy China. With 
its wealth of knowledge and experience in sustainable 

is exceptionally well equipped to rise to the occasion 
and share its best practices, offer its expertise and 

A major instrument used by the government to address 
environmental issues has been the implementation 
and enforcement of new regulations that impose 
stricter environmental standards. In 2015, the revised 
Environmental Protection Law was implemented. It 
is considered the strictest environmental protection 
law in Chinese history. Moreover, over 50 supporting 
measures were enacted to secure its implementation.25  
China is modernising or closing down heavily-polluting 
industries to dramatically reduce environmental 
footprints. Furthermore, various targeted projects 
launched by the Chinese Government have already 
been promoting the creation of new sustainable 
technologies. The working group believes that these 
measures are beneficial but should be complemented 
by additional incentives that focus on the long-term 
development of new breakthrough technologies. 

Developing incentives for new, clean technologies 
should be further encouraged at the industrial level. 
Often these new, cleaner technologies can be 
expensive to develop and operate, which slows down 
or even halts their development. Putting targeted 
incentives in place could drastically improve the speed 
of implementation for these new types of technology. 

Recommendations
Establish a cooperation platform project that allows 
international companies with research operations 
in China to participate in it, on the basis of enjoying 
the same rights as Chinese companies, and allow 
them to use their own experience to promote the 

25　Ibid.
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development of such projects.
Provide incentives and preferential policies such as 
subsidies and tax rebates for companies focused on 
the R&D of new environmental green technologies.

development costs for pilot companies of new 
environmental green technologies.

implement new technologies at the industrial level 
and for those that respond to government calls and 
actively pilot new technologies.

4. Facilitate the Exchange of Scientists at 
all Levels as Part of a Joint Effort with 
the EU

Concern
Despite some progress, talent availability remains a 
major concern for international companies conducting 
R&D in China. 

Assessment
In the European Chamber’s BCS 2018, respondents 
stated that talent acquisition was one of the top three 
issues hampering China’s R&D environment, along 
with access to internet services and IPR protection.26 
The Research and Development Working Group has 
taken note of China’s efforts to alleviate administrative 
burdens and facilitate global talent mobility. In 2017 
and 2018, a series of changes to the rules governing 
Chinese work permits and permanent residency 
status for foreigners were introduced.27&28 This new 
work permit system made the application process 
more complex, especially for talent that was ranked 
something other than A level.29 As the MOST is now 
being given a larger role in recruiting foreign experts, 
after taking over certain duties from the SAFEA, the 
working group expects further improvements in the 
reduction of employment hurdles for foreign workers 
and greater attempts at including more young and 

26  According to information obtained from the European Business in China 
Business Confidence Survey 2018 database, European Union Chamber 
of Commerce in China, 2018, <http://www.europeanchamber.com.cn/en/

Survey_2018>
27 Full implementation on New Foreigner Work Permit Policy, SAFEA, Ministry 

of Human Resources and Social Security, Ministry of Foreign Affairs and the 
Ministry of Public Security, 28th March 2017, viewed 30th April 2018, <http://www.
safea.gov.cn/content.shtml?id=12749533>

28  Opinions on Strengthening the Management of Permanent Resident Services for 
Foreigners, State Council, 18th February 2017, viewed 28th April 2018, <http://
www.xinhuanet.com/politics/2016-02/18/c_1118089053.htm>

29  More information on visa and work procedures can be found in the Human 
Resources Working Group Position Paper.

senior foreign talent in the Chinese workplace.

Bearing in mind China’s ambitious innovation goals, 
the Research and Development Working Group also 

China’s innovation landscape, which are ‘tested’ in free 
trade zones (FTZs) and newly-rebranded innovation 
zones, be implemented nationwide as quickly as 
possible. Many of the top innovation-orientated 
enterprises operate outside the scope of these FTZs 
and for that reason they cannot innovate at their full 
speed.

Internal mobility programmes are commonly developed 

opportunities for their employees. International 
mobility, exchanges and experimentation in different 
environments are essent ia l  for  sc ient is ts and 
researchers to create and develop new products, 
processes and technologies. Short-term, joint R&D 
projects are a good way for junior R&D staff to be 
trained, as early as possible, on all the essential 
equipment and processes used in labs the world over. 
Offering a favourable and stimulating environment for 
R&D talent is also essential to promote the emergence 
of innovative and creative ideas. 

Recommendations
Accelerate the pace of innovation-friendly reform and 
implement policies at the national or municipal level 
after they are rapidly ‘tested’ in FTZs.
Provide more flexible visa conditions that allow 
foreign scientists to work in China on short-term, joint 
R&D projects.

5. Ensure the Participation of International 
Businesses in the Standards Definition 
Process to Enhance the Competitiveness 
of China-developed Technologies in the 
International Market30 

Concern
The Research and Development Working Group is 
concerned that the lack of foreign involvement in sector-
specific standardisation organisations, and the lack of 
international harmonisation and flexibility in existing 
standards are preventing China from unleashing its full 
innovation potential.

30 
standardisation-related issues see the Standards and Conformity Assessment 



Research and Development Working Group

Se
ct

io
n 

Tw
o:

 H
or

izo
nt

al
 Is

su
es

132

Assessment

they are updated is a cornerstone of innovation policy. It 
acts as the conduit through which R&D operations are 
transformed into innovative products that can be put 
on the market. In order to guarantee this mechanism’s 
comprehensiveness, it is essential that different 
viewpoints be incorporated into the process of updating 
standards. Involving a wide variety of stakeholders 
ensures a higher level of security, transparency and 
compliance as products transition from R&D centres to 
the market. Promoting openness and transparency is 
fundamental to the creation of dynamic standards that 
actively encourage innovation in China. 

Underrepresentation of key stakeholders in standardisation 
bodies may result in a lower rate of compliance. 
Stakeholders’ conflicting agendas can help provide a 
much-needed holistic view when drafting or reviewing a 
new set of standards. Ultimately, stakeholder diversity in 

but the economy and society as a whole. 

Today, most of the standards-setting bodies only allow 
very limited participation by international businesses, 
despite the fact that they are playing an essential role in 
R&D and innovation in China. State Council Document 

,31 and the Guiding Opinions on Foreign-funded 
Enterprises Participating in the Standardisation Work of 
China32 both emphasise the necessity of international 
enterprises and Chinese-funded enterprises equally 
participating in policy and standards setting processes. 
The working group welcomes this development and 
will pay close attention to how these documents 
are implemented by the responsible government 
departments.

Standards should give similar products and systems 
a cohesive definition, to serve as simplified, universal 
references that consumers can easily understand. 
An exaggerated nationalisation of standards in fields 
that were already harmonised internationally creates 
unnecessary complications and confuses consumers. 

31 Notice of the State Council on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment, State Council, 
17th January 2017, viewed 30th April 2018, <http://www.gov.cn/zhengce/
content/2017-01/17/content_5160624.htm>

32 Guiding Opinions on Foreign-funded Enterprises Participating in the 
Standardisation Work of China
Commission, and the MOFCOM, 13th th May 2018, 
<http://www.sac.gov.cn/szhywb/sytz/201711/P020171129349188473627.pdf>

As a result, consumers become more conservative, 
avoiding bold choices and sticking to simple, well-
known solutions. The harmonisation of China’s national 
standards with international ones will improve the 
readability of common products and methods of quality 

of China’s truly innovative sectors and give China global 
recognition for its R&D capacity.

Essentially, a standard can only follow the market, 
whereas innovation is supposed to precede the market. 

with existing standards. Overly-detailed and rigid 
standards will inhibit the further innovation of products 
that are already largely standardised but still have room 
for improvement. Given this, China’s innovation will 
remain hindered if no mechanism is created to provide 
temporary flexibility in the standards environment for 
a particular product or method. An experimentation 
mechanism would al low temporary and l imited 
standard exemptions or the modification of specified 
innovative technologies. After the potential safety 

authorisation should be issued as a first step towards 
updating standards.

Finally, the low frequency with which standards 
have been updated is keeping the Chinese market 
behind international markets, preventing the diffusion 
of the latest products and methods. The Research 
and Development Working Group believes that it is 
necessary to increase the frequency of updates to 
China’s R&D standards in order to integrate any new 
industry breakthroughs. To benefit from successful, 
reviewed and validated temporary authorisation they 
should be integrated into permanent standards. This 
requires standards to be updated frequently.

Recommendations
Open up the standard-revision process to all 
stakeholders, including international businesses. 
Bui ld up regular and effect ive dialogue with 
international businesses to help understand changes 
in standards and their possible impact.
Promote the harmonisat ion of  Chinese and 
international standards to incentivise international 
companies to undertake more R&D activities in 
China.
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Accelerate the standard-revision process by 
increasing the frequency at which new versions are 
revised.

Abbreviations 
BRI   Belt and Road Initiative

EU   European Union
EUR                 Euro

IP  Intellectual Property 
IPR   Intellectual Property Rights 
MIIT   Ministry of Industry and Information   
  Technology

MOFCOM  Ministry of Commerce
MOF   Ministry of Finance 
MOST   Ministry of Science and Technology

  of China
OECD   Organisation for Economic Co-operation  
  and Development
R&D   Research and Development
SAFEA   State Administration of Foreign   
  Experts Affairs
SAT   State Administration of Taxation 
S&T   Science & Technology 

WTO                World Trade Organization
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Standards and Conformity Assessment Working Group

Standards and Conformity Assessment Key Recommendations
1. Implement the Principles of the Agreement on Technical Barriers to Trade 

of the World Trade Organization (WTO/TBT) Related to Standards, Technical 
Regulations and Conformity Assessment Procedures  

Ensure proper notification of all mandatory standards, technical regulations and conformity 
assessment procedures, including administrative licensing, that may impact market access. 
Limit the scope of technical regulations and mandatory standards, according to the WTO/TBT 
Agreement, to environmental protection, improvement of health and safety, and prevention of 
deceptive practices. 

Optimise the synchronisation of mandatory standards, compulsory certification schemes and 
administrative licensing schemes. 
Support the recognition of test reports at the national level. 
Allow more manufacturers to use their own testing laboratories, provided they meet all 
necessary accreditation requirements. 
Ensure all mandatory-type approval schemes for market access are based only on mandatory 
national standards and are supervised by one standardisation committee in China to avoid 
breaching China’s WTO obligations.
Study the possibility of establishing a self-declaration mechanism for low-risk products to ease 
the burden on manufacturers and speed up new product launches.

system. 

3. Continue the Current Reform of the Chinese Standardisation System
        a)  Process and system-related issues 

Expand standardisation reform to include exempted areas.
Grant fair access to all technical committees (TCs) for interested stakeholders.
Grant equal rights to organisations/companies that are participating in TCs. 

        b)  Social organisation standards 
Stick to the policy of independent development and free use of social organisation standards, 
and strictly avoid the inclusion of administrative measures in social organisation standards.

        c)  Enterprise standards 
Ensure that the self-declaration of enterprise standards is limited to mandatory national 
standards.
Guarantee the protection of intellectual property rights (IPR) in enterprise standards. 

4.    Ensure Fair and Transparent Market Surveillance
Align market surveillance and market access requirements with each other. 
Limit market surveillance to just compliance with laws, regulations, mandatory standards and 
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Allow commercial organisations that meet accreditation requirements to join market surveillance.

Quality and Safety Services Key Recommendations
1. Establish a Unified Administrative System for Managing Laboratory Qualification, 

and Further Open the CCC Market by Allowing Foreign Testing, Inspection and 

Unify the administration of laboratories under the integrated guidance of the Certification and 

implementation.
Further open up the CCC product certification services sector and accelerate the reform of 

2. Ensure the Fair and Impartial Application of Market Access Policies and Improve 
the Current Administrative Mechanism for Personnel

Accelerate earnestly the transformation of state-run agencies into enterprises, and clarify the role 
of TIC agencies for public interests, to end the situation where the government is both a supervisor 
and an operator in the quality and safety services (QSS) sector.

recognises overseas academic achievements and work experience, establish an evaluation regime 
for foreign employees, support the individual development of personnel and improve the recognition 

Transform the current personnel registration system into a personnel management and evaluation 
system, with agencies developing their own rules and reporting to the China Certification and 
Accreditation Association (CCAA) for evaluation, regular supervision and inspection of compliance 
for personnel assignment and capacity retention.

Avoid a Second Monopoly Through Administrative Support
Implement market mechanisms to avoid rent-seeking and monopoly during the reform of 

Reduce excessive and unclear market entry barriers and use international norms for assessment.
Provide the same treatment to international TIC agencies so that they enjoy the same market 
status as their domestic peers.
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Introduction to the Working Group
A standard is a “document, established by consensus 
and approved by a recognised body, that provides, 
for common and repeated use, rules, guidelines or 
characteristics for activities or their results, aimed at the 
achievement of the optimum degree of order in a given 
context”.1 Standards provide the technical foundation 
for all major economic activities, as they form the 
fundamental building blocks for product development 
by establishing consistent protocols that can be 
universally understood and adopted.2 As such, they 
facilitate business interaction, speed up the introduction 
of innovative products to the market, and provide 
interoperability between new and existing products, 
services and processes.3 At the 19th Party Congress, 
President Xi Jinping emphasised that China is expected 
to shift from rapid growth to high-quality development. 
Standardisation and conformity assessment will play 
a crucial role in this next stage of China’s economic 
development. As China opens its door wider to the 
world, standardisation and conformity assessment will 
be essential to facilitating cooperation between the 
European Union and China in investment, trade and 
production activities.

The Standards and Conformity Assessment (SCA) 
Working Group was founded in 2008. Its members 
come from various industry sectors such as automotive, 
auto components, construction, cosmetics, healthcare 
equipment, electrical equipment, information and 
communication technology equipment/services, and 
machinery. It contains the Quality and Safety Services 
Sub-Working Group. The working group aims to support 
the development of China’s SCA systems in order to 
facilitate China’s integration into the world economy.

Recent Developments
The Reform of China’s Standardisation System
On 11th March 2015, the State Council issued the 
Deepening Reform Plan for Standardisation Work 
( ), which aims to reform the 

1   ISO/IEC Guide, International Organization for Standardization and International 
Electrotechnical Commission, 2004, p. 12 <https://isotc.iso.org/livelink/livelink/

pdf?nodeid=8387841&vernum=-2>
2　What are Standards? Why are They Important? Beyond Standards, IEEE Standards 

Association, 3rd October 2011, viewed 23rd May 2018, <https://beyondstandards.ieee.
org/general-news/what-are-standards-why-are-they-important/>

3　The Importance of Standards rd May 2018, <https://www.

overall standards systems and mechanisms for 
standardisation management. The reform plan sets out 
to establish a new type of standards system that consists 
of government-driven and market-initiated standards. 
Government-driven standards have been streamlined 
from six previous categories to four, namely, mandatory 
national standards, recommended national standards, 
recommended industry standards and recommended 
local standards. Market-initiated standards include 
social organisation standards and enterprise standards. 
The timeline for reform has been divided into three 
stages. The first stage (2015–2016), focused on 
piloting the reform measures and included a series 
of activities, such as proposing amendments to the 
existing Standardisation Law, consolidating mandatory 
standards and establishing the central coordinating 
mechanism. The second stage (2017–2018), focused 
on transitioning to a modified standards system and 
encouraged the development of associations (also 
known as social organisations) that are capable of 
developing standards and fully implementing the Self-
declaration and Disclosure of Enterprise Products and 
Service Standards initiative, originally piloted in 2014. 
The third and final stage (2019–2020), will focus on 
completing the transition to a fully functioning new 
standards system. For the purpose of ensuring the 
effective reform of standardisation work, the General 
Office of the State Council issued the Division of 
the Key Tasks for the Implementation of the Plan 
for Deepening the Reform of Standardisation Work 

,4 on 21st March 2017. This followed the 
implementation of the first stage of standardisation 
reform. Some progress has subsequently been made in 
the following areas:

coordination mechanism

Congress and the Chinese People's Political Consultative 
Conference (Two Sessions), the Plan on the Institutional 
Restructuring of the State Council was passed.5 A new 
government agency, the State Administration for Market 
Regulation (SAMR) was established, which incorporates 
the State Administration of Industry and Commerce, 

4　Notice of the General Office of the State Council on Issuing the Division of the 
Key Tasks for the Implementation of the Plan for Deepening the Reform of 

, State Council, 21st March 2017, viewed 11th 

May 2018, <ttp://www.sac.gov.cn/xw/bzhxw/201704/t20170401_235947.htm>
5　State Council’s plan on Institutional Restructuring, Xinhua News, 17th March 

2018, viewed 12th April 2018, <http://www.xinhuanet.com/politics/2018-03/17/
c_1122552185.htm>
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the General Administration of Quality, Supervision, 
Inspection and Quarantine (AQSIQ), and the China 

the Standardisation Administration of China (SAC) have 
been assigned to it with their brands retained. 

The plan aims to strengthen market supervision 
and management; establish an information sharing 
mechanism; organise market supervision and law 
enforcement work; standardise and maintain market 
order; organise the implementation of a national quality 
strategy; and build an independent department to take 
charge of supervising industrial product quality and 
safety, food safety, special equipment safety, and the 
unified management of measurement standards. The 
new SAMR is expected to enhance the efficiency of 
formulating and enforcing regulations at all levels.

The work of streamlining and consolidating mandatory 
standards has continued to move forward since 2017. 
On 23rd March 2017, the former AQSIQ and the SAC 
announced that 396 mandatory national standards were 
to be formally repealed,6 and 1,077 mandatory national 
standards were to be transformed into recommended 
national standards.7 The SAC took further action in 
2018. On 8th March 2018, the SAC issued the First 
Batch Plan on National Standard Formulation and 
Amendment, which provides for the formulation of 112 
national standards and the revision of others.8 

standards
Accord ing to  the Deepening Reform Plan for 
Standardisation Work, China encourages associations, 
federations, unions, industrial technology alliances 
and other social organisations, to develop standards 
that meet market demands. Following this mandate, 
social organisation standards were granted legal status 
in the revised China Standardisation Law. On 17th 
January 2018, the former AQSIQ and the SAC jointly 
published the Provisions on the Administration of Social 

6　 , SAC, 23rd March 2017, 
viewed 27th April 2018, <http://www.sac.gov.cn/gzfw/ggcx/gjbzgg/201706/>

7　
National Standards, SAC, 23rd March 2017, viewed 27th April 2018, <http://www.sac.
gov.cn/gzfw/ggcx/gjbzgg/201707/>

8　The First Batch Plan on National Standard Formulation and Amendment, SAC, 
8th March 2018, viewed 27th April 2018, <http://www.sac.gov.cn/szhywb/ztzl/
gjbzlx/201803/t20180315_341913.htm>

Organisation Standards (For Trial Implementation).9 
The scope of the social organisation standards pilot 
is gradually expanding. So far, more than 1,157 
social organisations have registered on the national 
social organisation standard information platform, and 
over 2,159 social organisation standards had been 
formulated by the end of January 2018.10 

enterprise standards
In order to deepen reform of the enterprise standards 
management system, Tian Shihong, minister of the 
SAC, suggested establishing an enterprise standards 
‘front-runner ’ programme in 2018 to encourage 
enterprises to proactively set and implement advanced 
standards.11 

Enhancing the international influence of Chinese 
standards is an important task for the Chinese 
Government. After sparking interest in the international 
community, the English version of the Standardisation 

rd January 2018.12 By 
the end of 2017, the Chinese Government had signed 
45 cooperation agreements with 33 countries.13 In 
addition, on 22nd December 2017, China unveiled the 
Action Plan for Harmonisation of Standards for Jointly 
Building the Belt and Road (2018–2020)14 to extend its 
standardisation strategy to countries encompassed by 
the Belt and Road Initiative (BRI).

The Standardisation Law was revised and adopted at 
the 30th Session of the Standing Committee of the 12th 

th

and came into force on 1st January 2018.15 The working 

9　Provisions on the Administration of Social Organisation Standards (For Trial 
Implementation), SAC, 17th January 2018, viewed 27th April 2018, <http://www.sac.
gov.cn/sgybzyb/gzdt/bmxw/201801/t20180117_341383.htm>

10 Standardisation Work Review after the 18th National Congress of the Communist 
Party of China, SAC, 15th January 2018, viewed 27th April 2018, <http://www.sac.gov.
cn/xw/bzhxw/201801/t20180115_341337.htm>

11 SAC Held the Enterprises Standards Management Reform Team Meeting, SAC, 1st 

August 2017, viewed 27th April 2018, <http://www.sac.gov.cn/xw/bzhxw/201708/
t20170802_251882.htm>  

12  English Version of the Standardisation Law was Launched, SAC, 3rd

27th April 2018, <http://www.sac.gov.cn/zt/bzhf/bzhfdt/201801/t20180103_341234.htm>
13 Standardisation Work Review after the 18th National Congress of the Communist 

Party of China, SAC, 15th January 2018, viewed 27th April 2018, <http://www.sac.gov.
cn/xw/bzhxw/201801/t20180115_341337.htm>

14 Action Plan for Harmonisation of Standards for Jointly Building the Belt and Road 
(2018-2020), SAC, 19th January 2018, viewed 27th April 2018, <http://www.sac.gov.
cn/zt/ydyl/bzhyw/201801/t20180119_341413.htm>

15 The Standardisation Law of the People’s Republic of China, SAC, 4th

2017, viewed 27th April 2018, <http://www.sac.gov.cn/zt/bzhf/bzhfdt/201711/
t20171106_317995.htm>
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group had previously submitted collated comments on 
the call for comments draft and the second reading draft 
of the law in May and October 2017 respectively. 

In addition, according to the Notice of the State Council 
on Several Measures on Promoting Further Openness 
and Active Utilisation of Foreign Investment (State 

16 foreign-
invested enterprises (FIEs) will enjoy the same 
treatment as Chinese-invested enterprises while doing 
standardisation work in China. Echoing State Council 

and Reform Commission,  and the Min is t ry  of 
Commerce issued the Guiding Opinions on Foreign-
invested Enterprises Participating in the Standardisation 
Work of China on 29th

that FIEs can participate in the drafting of national 
standards and translating of foreign language versions 
of national standards, and can also provide opinions 
and suggestions in the standard-setting process and 
implementation.17 

China Standardisation Law
The revised China Standardisation Law was issued by 

th

and subsequently entered into force on 1st January 
2018.18 During the law’s revision, there were three calls 
for comments, starting with the March 2016 draft from 
the State Council, and then in May and September 

consultation with its members, the European Chamber 
submitted comments for each version and reinforced 
its core messages during face-to-face meetings with 
former AQSIQ and SAC officials, as well as with the 

Congress. The working group is pleased to note that 
many of the suggested amendments were implemented 
and welcomes the Chinese Government’s efforts in 
promoting standardisation reform.

China Standards 2035
On 10th January 2018, the SAC and the former AQSIQ 

16 Notice of the State Council on Several Measures on Promoting Further Openness 
and Active Utilisation of Foreign Investment, State Council, 12th January 2017, 
viewed 22nd May 2018, <http://www.gov.cn/zhengce/content/2017-01/17/
content_5160624.htm>

17  Guiding Opinions on Foreign-Funded Enterprises Participating in the Standardization 
Work of China, SAC, 6th th April 2018, <http://www.sac.
gov.cn/szhywb/sytz/201711/P020171130363181265870.pdf>

18 The Standardisation Law of the People’s Republic of China, SAC, 4th

2017, viewed 27th April 2018, <http://www.sac.gov.cn/zt/bzhf/bzhfdt/201711/
t20171106_317995.htm>

announced that, along with high-end think tanks like 
the Chinese Academy of Engineering, they were to 
research and create China’s new standardisation 
strategy titled China Standards 2035. The kick-off 
meeting for the project took place on 1st March 2018.19  

This project supports China’s shift to high-quality 
development by establishing a sound and forward-
looking standardisation strategy. The project aims to 
tackle the following four topics: the strategic positioning 
of the standardisation system, methodology and 
evaluation, support for developing a high-quality 
standardisation system, and the establishment of 
a standardisation strategy for fostering civil-military 
cooperation.

On 15th Notice 

Marks Reform.20 The notice allowed for cancelling 
the review and fee for printing/moulding CCC marks. 
Furthermore, the notice stipulates that starting on 1st 

May 2018, designated certification bodies shall start 
issuing standard-size CCC marks and the categories 
of CCC marks will be simplified. Finally, designated 
certification bodies are to strengthen the supervision 
and management of the CCC mark at all levels.

Key Recommendations
1. Implement the Principles of the Agreement 

on Technical Barriers to Trade of the World 
Trade Organization (WTO/TBT) Related 
to Standards, Technical Regulations and 
Conformity Assessment Procedures 

Concern
China’s practices do not fully comply with the WTO/TBT 
Agreement principles, and hence create unnecessary 
obstacles for international enterprises trying to access 
the Chinese market.

Assessment

technical regulations and conformity assessment 

19 , AQSIQ, 2nd March 2018, 
viewed 5th June 2018, <http://www.aqsiq.gov.cn/zjxw/zjxw/zjftpxw/201803/
t20180302_513610.htm>

20 Notice on Issues of the China Compulsory Certificate Product Marks Reform, 
th March 2018, viewed 6th June 2018, <http://www.cnca.gov.cn/xxgk/

ggxx/2018/201803/t20180315_56469.shtml>
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procedures—including administrative licensing—
that is required for market access

According to the WTO/TBT Agreement, central 
government bodies in China are obliged to notify 
members of the WTO of any proposed technical 
regulations and conformity assessment procedures— 
together with a brief indication of their objectives 
and rationale—at an early stage, which enables 
amendments and comments to be taken into account.

The working group recognises that China has 
fulfilled its responsibilities to notify the WTO of new 
mandatory national standards, the CCC scheme and 
some regulations in a proper manner. However, non-
compliance with the WTO/TBT notification rules has 
been observed in cases of voluntary standards included 
in mandatory certification schemes, mandatory sector 
standards, and some regulations that require conformity 
assessment procedures for market access. Some 
examples of these issues can be found in the Radio 
Regulations of China, the Administrative Measures for 
the Licensing of the Use of Radio Frequencies, the 
Cybersecurity Law, the Measures on Security Review 
of Network Products and Services, the Measures on 
the Security Assessment of the Overseas Transfer 
of Personal Information and Important Data, and the 
Catalogue of Network Key Equipment and Network 
Security Specialised Products. Voluntary standards 
in mandatory certification requirements, which need 
to be applied but which have not been notified to the 
WTO, are also an issue mentioned in the Information 
Communication Technology Position Paper. Although 
mandatory standards have been incorporated into 
national-level mandatory standards, a few exceptions 
still exist. Typical examples of mandatory industry 
standards can be widely observed in the medical 
devices industry.

b)  Limitation of the scope of technical regulations 
and mandatory standards, according to the WTO/TBT 
Agreement, on issues related to national security, 
environmental protection, improvement of health 
and safety, and prevention of deceptive practices

The WTO/TBT Agreement allows countries to take 
whatever measures are necessary in areas such as 
national security, environmental protection, improvement 
of health and safety, and prevention of deceptive 
practices. 

The working group is pleased to note that China intends 
to limit the scope of mandatory standards to the above-
mentioned areas outlined in the WTO/TBT Agreement. 
Ultimately, this is a positive step towards further 
carrying out WTO/TBT principles. The working group 

commitments in this regard while implementing ongoing 
standardisation reforms. In addition, similar efforts 
should be made to ensure that technical regulations can 

Agreement. 

Recommendations 
Ensure proper not i f icat ion of  a l l  mandatory 
standards, technical regulations and conformity 
assessment procedures, including administrative 
licensing, that may impact market access. 
Limit the scope of technical regulations and mandatory 
standards, according to the WTO/TBT Agreement, to 
environmental protection, improvement of health and 
safety, and prevention of deceptive practices. 

2 .  Review Mandatory Market  Access 

Concern 
Market access barriers are created when certain 
products have to ful f i l  mult iple market access 
requirements published by different authorities that are 
not coordinated with one another, and certain testing 

on manufacturers, increase costs and hinder the import 
of technology and services without increasing product 
safety. 

Assessment 
a)  The concurrent existence of mandatory standards, 

schemes 

According to the Standardisation Law, many products 
have to comply with mandatory standards. In addition, 
other regulations require certain products to comply 
with specific mandatory certification schemes (e.g. 
the CCC or the Mining Products Safety Approval and 
Certification) and individual administrative licensing 

1).
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Although the Standardisation Law, and subsequent 
regulations, provides for the streamlining of standards, 
some areas like environmental protection, engineering 
and medicine are exempted.21 Furthermore, many 
regulations are still not well coordinated with each other. 
As a consequence, manufacturers have to manage 
overlapping testing requirements, which leads to 
additional costs and can even delay product launches. 

Table 1: Market access requirements for selected 
products

Product 
Name Market Access Requirements

Mining products

for Explosion-proof Electrical 
Apparatus

Mobile telecom 

devices

 CCC

Type Approval

Medical devices

duct registration required by 

applicable to all medical devices)

IT equipment 
with encryption 

technology

CCC

Administration Licence 

Part of the reason for this, is that these regulations 
have been formulated by different ministries and 
governmental authorities that work independently in 
most cases. The working group recommends improving 
coordination between relevant authorities to eliminate 
any existing overlap and conflict that arises between 

schemes and administrative l icensing systems. 
Simplifying market access requirements could allow 
Chinese customers to access the most up-to-date 
technologies, increase manufacturing efficiency and 
revitalise the Chinese economy. In many instances, the 
government restructuring during the 2018 Two Sessions 
resulted in the consolidation of several separate entities 
into a single one. Enhancing efficiency and optimising 

21 For further information on medical device mandatory standards, please refer to Key 
Recommendation 2.2. of the Healthcare Equipment Working Group Position Paper: 
Accelerate Harmonisation of Chinese Medical Device Standards with International 
Standards.

processes were two of the key rationales behind this 
transformation, and the working group expects to see 
improved coordination because of this in the near future.

b)  Recognition of test reports at a national level 
There are still examples of test reports issued by CCC-
designated testing laboratories not being accepted 
by other testing laboratories for identical tests of the 
same product. In such a situation, manufacturers have 
to retest their products in a second testing laboratory 
as a pre-requisite for being approved, even though 
an identical test has already been performed. Such 
practices not only affect international manufacturers that 
are active in China, but also Chinese companies who 
wish to place their products onto the domestic market. 

Duplicative testing neither increases product safety 
nor benefits the Chinese authorities and customers. 
Instead, it wastes company resources, ultimately 
resulting in delayed product launches, increased costs 

ensuring nationwide recognition of test reports for 
the same technical qualifications in all laboratories to 
avoid product test repetition. This requires that certain 
testing requirements be defined in order to ensure 
testing equivalence across China. The working group 
recommends that China use the procedures already 

to follow. Part of these efforts could be managed by the 

c)  Recommended standards used as market access 
requirements 
Recommended standards need to remain voluntary. 
Unfortunately, some became mandatory as they were 
chosen to be the basis for mandatory certification 
and administrative licensing schemes, particularly in 
the mobile phone business and mining industry. For 

of mining products, recommended standards that 
were based on terminology, testing methods and 
packaging requirements are already being used for 
mandatory approval and certification. Consequently, 
updates and modifications to officially recommended 
standards were never communicated to the WTO, 
despite being mandatory for market access under 
domestic administrative licensing schemes. This lack 
of transparency causes problems for enterprises that 
must comply with mandatory market access schemes, 
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including CCC and other industry-specific, mandatory 

Recommendations 
Opt imise the synchronisat ion of  mandatory 
standards, compulsory certification schemes and 
administrative licensing schemes. 
Support the recognition of test reports at the national 
level. 
Allow more manufacturers to use their own testing 
laboratories, provided they meet all necessary 
accreditation requirements. 
Ensure all mandatory-type approval schemes for 
market access are based only on mandatory national 
standards and are supervised by one standardisation 
committee in China to avoid breaching China’s WTO 
obligations.
Study the possibility of establishing a self-declaration 
mechanism for low-risk products to ease the burden 
on manufacturers and speed up new product 
launches.
Simplify the designation processes for CCC testing 
laboratories and certification bodies to allow more 
international laboratories or certification bodies to 
join the system. 

3.   Continue the Current Reform of the Chinese 
Standardisation System

Concern
The revised Standardisation Law has not yet been 

are still issues related to the standardisation process, 
social organisation standards and enterprise standards 
that need to be improved. 

Assessment 
Although the revised Standardisation Law came 
into force on 1st January 2018, changes to the law 
will require all parties to collaborate and cannot be 
achieved overnight. The working group would therefore 
like to propose the following suggestions to ensure the 
success of the reform process:

a)  Process and system-related issues
Currently, in areas such as environmental protection, 
engineering and construction, medicine and hygiene, 
the new standards management mechanism introduced 
in the revised Standardisation Law has not yet been 
implemented. The working group recommends that 

standardisation reform be expanded to include these 
areas.

The principle of granting all interested stakeholders fair 
access to technical committees (TCs) has not been fully 
put into practice in China. Although there have been 
some improvements, European businesses and their 
joint ventures are sometimes only granted observer 
status in TCs, or excluded from membership altogether, 
particularly with respect to industrial standards. For 
instance, some standardisation projects are managed 
by individual companies and organisations instead of 
formal TCs and working groups. Their non-transparent 
development processes prevent many interested 
stakeholders from contr ibut ing and submitt ing 
comments. The management of public comments often 
lacks transparency as well.

b)  Social organisation standards
Moving away from the model where the government 
is the only entity that can set standards, social 
organisation standards aim to satisfy the needs of the 
market and increase innovation. They allow product and 
service standards to be independently formulated by 
market entities and voluntarily used. Social organisation 
standards are managed according to the Social 
Organisation Standards (For Trial Implementation) 
and by the 
Organisation Standardisation series of standards. It 
is prohibited within the Social Organisation Standards 
(For Trial Implementation) to use social organisation 
standards to prevent or restrict the free circulation of 
goods and services. However, the rules also encourage 
government departments and local governments 
to adopt social organisation standards in industrial 
policy formulation, administrative management, 
government procurement, social management, 

among others. The working group understands that 
the involvement of administrative measures in social 
organisation standards goes against the policy of 
independent development and free use, which will 
lead to players being unfairly positioned in the market. 
Thus, the working group recommends that authorities 
stick to the policy of independent development and the 
free use of social organisation standards and strictly 
avoid the inclusion of administrative measures in social 
organisation standards.
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c)  Enterprise standards
The Chinese Government is loosening its control over 
enterprise standards and is gradually withdrawing the 
need to register them. Enterprises should eventually 
be able to independently formulate and implement 
enterprise standards according to their own needs. 

An enterprise standards online service platform has 
been established (the Information Public Service 
Platform of Enterprise Standards: http://www.cpbz.gov.
cn/), and manufacturers are encouraged to disclose 
their enterprise standards online and sign the self-
declaration of conformity. A corresponding supervision 
system will be established as well. 

Meanwhile, the Chinese Government aims to fully 
implement the sel f-declarat ion and disclosure 
mechanism of enterprise product and service standards, 
and the SAC is currently formulating a guideline on the 
management of enterprise standards. 

This new self-declaration and disclosure mechanism 
attempts to protect the environment, improve health 
and safety, and prevent deceptive practices, but it also 
seeks to address product function and performance, 
which deviates from the WTO/TBT Agreement. 
However, any new market access mechanisms 
introduced by the Chinese Government should abide by 
relevant WTO agreements signed by China.

The new self-declaration and disclosure mechanism 

such as the CCC and the Product Quality Law,22 
in the sense that products bearing the CCC mark 
indicate which standards and requirements they are in 
compliance with. Moreover, the Product Quality Law 
also requires manufacturers to indicate the standards 
applied on the product’s labelling. Given that the two 
methods have proven effective, the working group 
does not see any additional value brought by the self-
declaration mechanism. Meanwhile, the self-declaration 

manufacturers’ side and will consequently increase both 
industry and consumer costs. Therefore, the working 
group suggests limiting the scope of the self-declaration 
mechanism to mandatory national standards that are 
adopted by enterprises.

th July 2017, viewed 13th May 2018, <http://www.

The working group is also concerned with the possible 
need to disclose a company’s intellectual property to 
the public. Such a requirement should be avoided at all 
costs to improve the chances of industries accepting 
these enterprise standards. 

Recommendations 
a)  Process and system-related issues 

Expand standardisation reform to include exempted 
areas.
Grant fair access to all TCs for interested stakeholders.
Grant equal rights to organisations/companies that 
are participating in TCs. 

b)  Social organisation standards 
Stick to the policy of independent development and 
free use of social organisation standards, and strictly 
avoid the inclusion of administrative measures in 
social organisation standards.

c)  Enterprise standards 
Ensure that the self-declaration of enterprise 
standards is limited to mandatory national standards.
Guarantee the protection of intellectual property 
rights in enterprise standards. 

4. Ensure Fair and Transparent Market 
Surveillance

Concern
The current market surveillance process for many 
products has been intentionally extended to voluntary 
requirements, e.g. recommended national standards, 
sector standards, local standards, social organisation 
standards and enterprise standards, which are not 
related to mandatory market access requirements. 

Assessment
The working group realises that product quality 
surveillance and inspection in China is becoming more 
standardised and systematic. However, the working 
group would like to highlight that some technical market 
surveillance requirements are not in line with mandatory 
market entry requirements. 

Market surveillance has been intentionally extended to 
recommended and voluntary items. This has already 
resulted in the punishment of manufacturers whose 
products do not meet the requirements of voluntary 
standards. Such a situation leads to workload increases 
for both manufacturers and authorities, and prevents 
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the latter from focusing on the original task of protecting 
the environment, improving health and safety, and 
preventing deceptive practices. This concern has 
been described in Key Recommendation 1 of the 
Agriculture, Food and Beverage Position Paper, Key 
Recommendation 1 of the Information Communication 
Technology Position Paper and Key Recommendation 
1 of the Fashion and Leather Position Paper. Therefore, 
the working group recommends aligning market 
surveillance and market entry requirements, and 
limiting market surveillance to compliance with national 
laws, regulations and mandatory standards, which 
aim to ensure that products do not affect the ability to 
protect the environment, improve health and safety, and 
prevent deceptive practices.

Recommendations 
Align market surveillance and market access 
requirements with each other. 
Limit market surveillance to just compliance with 
laws, regulat ions, mandatory standards and 

Allow commercial organisations that meet accreditation 
requirements to join market surveillance.

Abbreviations
AQSIQ  General Administration of Quality   
  Supervision, Inspection and Quarantine

CFDA  China Food and Drug Administration

  Administration of China
FIE  Foreign-Invested Enterprise
SAC  Standardisation Administration of   
  China
SAMR  State Administration for Market   
  Regulation
SCA  Standards and Conformity Assessment
TC  Technical Committee
WTO/TBT Technical Barriers to Trade of the World  
  Trade Organization
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Quality and Safety Services Sub-working Group

Introduction to the Sub-working Group
The quality and safety services (QSS) sector plays a 
fundamental role in ensuring a high quality of life. Since 
the release of the 13th

China Manufacturing 2025 (CM2025) initiative, as well 
as the rapid development of cross-border e-commerce, 
China has stepped up the pace of its market-based 
reforms to improve the quality and safety of its 
products. The Quality and Safety Services Sub-working 
Group wants to see a continuation of these reforms, 
particularly for the third-party testing, inspection, and 

The sub-working group’s members are primarily 
European QSS industry leaders who have operated 
in China for over two decades and have been 
providing tailor-made, high-end services for Chinese 
manufacturers for many years. These member 
companies have contributed significantly to China's 
market-based reforms, and the CM2025 initiative, by 
sharing their expertise and advanced management 
experience with the former General Administration 
of Quality Supervision, Inspection and Quarantine 
(AQSIQ)1 and the Certification and Accreditation 

group would like China to further open its market to the 
TIC industry and provide opportunities for cooperation 
between China and Europe in the area of quality and 
safety management.
 
The Quality and Safety Services Sub-working Group 
was established in 2012 as a sub-working group of the 
Standards and Conformity Assessment (SCA) Working 
Group. The sub-working group consists of European 
Chamber members in the QSS sector, with the platform 
providing them an opportunity to exchange their 
experiences on recent developments in the regulatory 
environment in their sector. This sector is defined 
as independent, third-party agencies that provide 
manufacturers and end users with TIC services and 
other conformity assessment-related services in relation 
to their products and management systems, with the 
aim of improving the safety and quality of products on 
the market.

1　The AQSIQ has been dissolved, and its functions have been transferred to the 
State Administration for Market Regulation (SAMR).

The Qual i ty and Safety Services Sub-working 
Group identifies concerns and makes constructive 
recommendations for creating a QSS system that is 
more transparent, better coordinated and has improved 
market access for all players. The Standards and 
Conformity Assessment Working Group is comprised of 
manufacturers that are affected by standardisation and 
conformity assessment issues, and works closely with 
the Quality and Safety Services Sub-working Group 
with the mutual aim of supporting the development of 
China’s standardisation and conformity assessment 
systems.

Recent Developments
In comparison to other major economies, China has a 

system has a tremendous amount of influence on 
quality and safety—as well as standards development 
and enforcement—by having extensive control over 
mandatory TIC processes. This situation enables state-
owned enterprises (SOEs) and government-affiliated 
enterprises to monopolise a huge market share of 
China’s QSS sector, while well-known and highly 
qualified international TIC agencies make up only a 
small portion of the market.

A string of quality and safety scandals have highlighted 
the shortcomings of such a semi-closed market. The 
lack of transparent regulatory processes and the poor 
communication and coordination among different 
regulatory bodies contribute to the low quality and 
poor safety performance of the country as a whole. 
Despite this, government-affiliated and state-owned 
TIC agencies remain dominant in the creation and 
enforcement of national and industrial standards, the 
receiving of science and research projects in their 
industry, and in being appointed or recommended as 
designated laboratories. This leaves international QSS 
firms at a competitive disadvantage in areas that are 
crucial to the government.

Below is a list of state-enacted policies (2017–2018) 
that directly or indirectly affect the TIC sector:
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Date Publisher Regulations/Circulars

18th April 2018 for  Market  Regulat ion 
(SAMR)

Announcement on the Issuance of the List of Green Products 
Evaluation Standards and the Certification Catalogue (First 
Batch)

30th March 2018
Announcement on Updating the Catalogue of Certification 
Agencies and Business Scope for China Compulsory 

27th March 2018
Announcement on the Issuance of Certification Marks for 
Green Products

22nd March 2018

Notice on the Establishment of a Leading Group and Dividing 
Responsibilities to Implement the Opinions of the State 
Council on Strengthening the Construction of High-quality 

Management

16th March 2018
and Accreditation Industry Standards (Revised)

16th March 2018
2018

15th March 2018 Notice on the 2018 Legislative Work Plan of the CNCA

15th March 2018
Products 

9th March 2018
Notice on the Promotion of the Unified Implementation of 

13th February 2018
Joint Announcement on the Administrative Measures on the 

26th January 2018 State Council
Opinions of the State Counci l  on Strengthening the 
Construction of High-Quality Certification Systems and 
Promoting Comprehensive Quality Management

14th The former AQSIQ 

5th September 2017 State Council 
Guiding Opinions on Carrying Out Quality Improvement 
Measures

1st June 2017
Certification and Accreditation Support for the Quality 
Improvement Action Plan

1st April 2017
Notice on the Commencement of Special Rectification Work 
for Strengthening the Comprehensive Supervision of Quality in 

29th March 2017
and Testing Sector 
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21st March 2017 State Council
of Standardisation

25th February 2017 The former AQSIQ 
Technologies

20th February 2017

20th February 2017
of Inspection and Testing Agencies

18th January 2017
Notice on Further Clarifying the Relevant Qualification Work 
Issues of Inspection and Testing Agencies

12th January 2017 State Council
Notice Issued by the General Office of the State Council 

3rd January 2017

The former AQSIQ, the 

Reform Commission, the 
Ministry of Industry and 
Information Technology, the 

Administration Commission 

Opinions on the Promotion of the Construction of Inspection 

Market Developments in the TIC Industry
The TIC industry continued to grow rapidly throughout 
2017. According to information collected by the SAMR 

36,797 TIC agencies in China, with year-on-year growth 
of 9.4 per cent. The gross income of TIC agencies 

with year-on-year growth of 13.5 per cent. In terms 
of employment, TIC agencies provided 1,213,000 job 
opportunities in 2017, with year-on-year growth of 8.7 
per cent.2   

From 2017–2018, the Chinese Government promulgated 
a number of policies that were favourable to the TIC 
industry (listed in the above table). The Quality and 
Safety Services Sub-working Group expects these 
policies to continually promote industry development. 

However, international enterprises only account for a 
very small proportion of the TIC sector, compared to 

2　SAMR and CNCA Convened the Press Conference to Release the Data on TIC 
th July 2018, viewed 12th July 

2018, <http://www.cnca.gov.cn/xxgk/tpxw/201807/t20180710_56758.shtml>  

fully domestic enterprises. According to annual statistics 
in 2017, there were 18,066 state-owned or state-
owned holding enterprises, 842 collectively-owned 
holding enterprises, 16,660 private enterprises, and 257 
enterprises based on foreign investment or investment 
from Hong Kong, Macao or Taiwan that comprised 
China’s TIC industry. This is largely a product of 
the strict regulatory environment imposed by the 
government on non-domestic TIC service providers.3  

Developments in the Regulatory Environment
On 17th January 2017, the State Council issued the 
Notice on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment 

According to the notice, CM2025 is expected to apply 
equally to domestic and international enterprises 
alike. The government encourages international 
enterprises' involvement in high-end manufacturing, 
smart manufacturing, green manufacturing and other 
manufacturing-related service industries, such as 

3　Ibid. 



Quality and Safety Services Sub-working Group 147

European Business in China Position Paper 2018/2019

Section Two: Horizontal Issues

industrial design and innovation, project consulting, 

and improve traditional industries.4 

The Quality and Safety Services Sub-working Group 
welcomes this intended reform, which, although it has 
been on the table for several years, has seen little 
tangible progress so far. For quite some time, the 
State Council’s intention has been to break the SOE 

players, but it has encountered unequal treatment and 

and 32 other ministerial-level Chinese government 
departments jointly released the 
Testing, Inspection-certification and Accreditation 
Development,5 with the aim of providing guidance 
for the development of China’s TIC industry and 
accreditation system from 2016–2020. The plan 
addresses the importance of the TIC industry to 
safeguard people’s safety, and supports the country’s 
economic development. It calls for cross-ministerial 
cooperation to provide support for the initiative; 
facilitating growth in the TIC industry; classifying state-
owned TIC agencies as public service providers or 
commercial service providers, according to their current 
functions; separating business and commercial service 
providers from government administrative work, so 
that they can be run as companies in the TIC market; 
encouraging and adopting TIC results from third parties; 
avoiding duplicative TIC work to reduce enterprises’ 
burdens; promoting national treatment and the creation 
of a negative list with respect to TIC industry access; 
allowing the inflow of capital and advanced TIC 
technologies from overseas; and the improvement of 
risk prevention mechanisms.

The Quality and Safety Services Sub-working group 
looks forward to seeing promises of reform provided by 
the central government being translated into concrete 
action.

4    Notice on Several Measures on Promoting Further Openness and Active Utilisation 
of Foreign Investment, State Council, 17th January 2017, viewed 26th May 2018, 
<http://www.gov.cn/zhengce/content/2017-01/17/content_5160624.htm> 

5  
Development th December 2016, viewed 26th May 2018, <http://www.
cnca.gov.cn/xxgk/gwxx/2016/201612/t20161213_53009.shtml>

Key Recommendations
1. Establish a Unified Administrative System 

Further Open the CCC Market by Allowing 
Foreign TIC Agencies to Apply for the 

Concern
Despite some positive reform developments in 2017, 
the government continues to play the roles of enabler, 
regulator and operator, thereby hindering the healthy 
development of the TIC market and depriving foreign 

Assessment
Testing, inspection, certification and accreditation 
services are needed in all areas of the national 
economy, with their importance being consistently 
highlighted by the government and the market. 
According to the 

,6 the main 

years are to significantly enhance its service capacity 
and quality, to broaden its scope of service, to cover 
all key areas of social development and main sectors 
of the national economy, to play an irreplaceable 
role in ensuring product quality and security, to 
promote structural supply-side reforms, to promote 
the construction of an ecological civilisation, and to 
accelerate the modernisation of national governance.

In major economies, such as the European Union (EU), 
the QSS market is open to both local providers and 
international investors. The role of government is limited 
to policymaking, regulating and implementing controls 
based on reasoning and observation. This is different in 
China, where the government plays multiple roles in the 

a huge influence over business activities concerning 
product quality and the effectiveness of the safety 
service industry. 

Although some progress had been made in 2017, 
the government still plays the simultaneous roles of 
promoter, regulator and operator, which partly hinders 
the sound development of the QSS industry and makes 

freely and compete in a fair manner.

6   Ibid.
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1)  Lack of a unified administration for laboratories 
under the integrated guidance of the CNCA
According to Article 10 of the Administrative Measures 
for the Qualification Recognition of Inspection and 
Testing Agencies ,  issued in 2015,7 testing and 
inspection agencies that apply for qualif ication 
accreditation should submit their applications and 

relevant provincial government authorities. In practice, 

while others must submit their applications to local 
government authorities. The requirements set by these 
local accreditation authorities also vary, which means 
that different agencies, under the same company, must 
meet different requirements for their accreditation.

2)  Access barriers for foreign TIC agencies are not 
yet designated as certification agencies for CCC 
products
Since 2014, the application for designated testing and 
inspecting laboratories for CCC products has been 
open to non-domestic TIC agencies in China, and 
qualified international TIC agencies have been legally 
permitted to enjoy equal treatment with their domestic 
peers when operating as CCC laboratories. To date, 
several non-Chinese TIC agencies have been fully 
approved as designated laboratories for CCC products. 
However, these non-Chinese TIC agencies have never 

CCC products, which has adversely impacted agencies’ 
ability to fairly compete in the Chinese marketplace.

Recommendations
Unify the administration of laboratories under the 

requirements and procedures for implementation.
Further open up the CCC product certification 
services sector and accelerate the reform of 
administrative permits on designated CCC product 

2. Ensure the Fair and Impartial Application 
of Market Access Policies and Improve 
the Current Administrative Mechanism 
for Personnel

7　Administrative Measures for the Qualification Recognition of Inspection and 
Testing Agencies, AQSIQ, 9th April 2015, viewed 1st May 2018, <http://www.
aqsiq.gov.cn/xxgk_13386/jlgg_12538/zjl/2015/201504/t20150414_436367.htm>

Concern
If certain restrictions on international certification 
agencies are not lifted, China’s TIC industry will fail to 
reach its full potential.

Assessment
The former AQSIQ issued the Measures for the 
Administration of Certification Agencies on 20th July 
2011. This enhanced the supervision of certification 
agencies, regulated cert i f icat ion activi t ies and 
improved certification effectiveness. In order to meet 
reform requirements set by the central government 
for improving the administrative approval procedures 
for certification agencies, the former AQSIQ revised 
the Measures for the Administration of Certification 
Agencies on 11th May 2015. In order to remain 
consistent with the 2016 revision of the Regulations 
on Certification and Accreditation and the Metrology 
Law, the former AQSIQ overhauled and streamlined the 
administrative approval process, while delegating power, 
optimising services and enhancing supervision of the 

again revised the Measures for the Administration of 
Certification Agencies ( ) in 2017. This 
revision was issued on 14th

enforced on 1st January 2018. 

The revision focused on the deepening of reforms put 
forth by the central government, the streamlining of 
administrative efforts and the delegation of power. This 

- An alteration to the approval process for establishing 
certification authorities, including pre-approval and 
post-approval.

- The removal of designated subsidiaries having 
to qualify for conducting certification activities by 

- The removal of regulations which forced non-
domestic certification authorities to establish a 

information on their businesses.
- The removal of regulations that pertained to 

The revision also sought to enhance supervision during 

several alterations:
- The establishment of a punishment system, as 

lack credibility.
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- Clarification on how to disclose information, and 
addressing the issue of obstructed and unshared 
regulatory information.

 
Additionally, the revision adjusted legal liability clauses 
in order to ensure their practicality, which resulted in 
four changes: 
- The circumstances applied to the issuance of 

enforcement agencies.
- The repetitive clauses concerning legal liability found 

in the  
were deleted.

- The penalty clauses for subsidiary and administrative 

in the , 
were deleted.

- It has been specified that when "the certification 

of certification is severely inconsistent with the 
facts" it could result in five different categories of 
responses, making enforcement and punishment 
more streamlined and consistent.

The sub-working group agrees with the above revisions. 
To enforce the law in a unified and effective manner, 
the sub-working group has communicated face to face 

and has twice submitted comments to the former 

on the implementation and enforcement of the 
Measures.

- For Article 22, exceptions should be made for the 
language of record, and only for the certification of 
goods intended for export should records be kept in 
other languages.

- Possible amendments should be made to the 
implementation documents of the : 

the originals with legal effect shall be kept", since 
specific documents and materials whose originals 
are required to be kept should be written down in list 
form, and the electronic editions of other materials 
should have equal legal effect, which encourages the 
shift to a paperless environment.

prepared their Interpretations on the Measures 
for the Administration of Certif ication Agencies 
(Interpretations), which was compiled and published 
by the China Certification and Accreditation Institute. 
The suggestions raised by the sub-working group in its 
consolidated comments were included in the published 
Interpretations. 

During the development process of certification 
agencies in China, several doubts have emerged in 
terms of business scope and personnel management, 
including the following:

product quality national supervision and spot checks

Assessment released its Notice on Releasing Voluntary 

Approval Standards in 2014,8 which laid down stringent 

administrative approval procedures. However, there 
are still more than 10 voluntary product certification 
areas for which the Chinese Government uniformly 
develops basic certification specifications and rules. 

competition and undermines the credibility and validity 

2) Auditor qualification requirements create resource 
bottlenecks
Regarding the qualification accreditation of foreign 
auditors and inspectors, the China Certification and 
Accreditation Association (CCAA) has issued the 

Personnel (First Edition).9 However, the requirement 
that the application should be made six months prior to 
the project is impractical.

Recommendations
Accelerate earnestly the transformation of state-run 
agencies into enterprises, and clarify the role of TIC 
agencies for public interests, to end the situation 
where the government is both a supervisor and an 

8  Notice on Releasing Voluntary Certification Services Classification Table and 
Major Standards for Approval th th May, 
2018, <http://www.cnca.gov.cn/xxgk/ggxx/2014/201512/t20151230_44244.
shtml>

9　
, 4th July 2016, viewed 26th May 

2018, <http://www.ccaa.org.cn/images/ryzc/wjxz/zcgfwj/2016/07/05/8F91DEB2E
470D9D637FEB5B0FEED93AD.pdf>
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operator in the QSS sector.
Establish a mutual qualification recognition system 
for foreign auditors and factory inspectors that 
recognises overseas academic achievements and 
work experience, establish an evaluation regime for 
foreign employees, support the individual development 
of personnel and improve the recognition system of 

Transform the current personnel registration system 
into a personnel management and evaluation 
system, with agencies developing their own rules 
and reporting to the CCAA for evaluation, regular 
supervision and inspection of compliance for 
personnel assignment and capacity retention.

3. Adopt Market-based Mechanisms to 
Reform Government-affil iated TIC 
Agencies and Avoid a Second Monopoly 
Through Administrative Support

Concern
Some of the current reform measures being carried out 
in the TIC sector, along with excessive administrative 
interference, are likely to result in market fragmentation 
and industry monopolies.

Assessment
The TIC industry is the basis of high-quality economic 
and social development and also an important part of 
the modern services industry. It plays an important role 
in strengthening the quality and security of the market, 
promoting industrial development, safeguarding the 
rights and interests of consumers, and protecting the 
environment. TIC agencies are entrusted by product 

and remain professional when inspecting the quality, 
safety, performance and environmental friendliness 
of products. After inspecting the products they should 
then provide an independent third-party report to 
evaluate whether the product meets the quality, safety, 
performance and legal standards required by the 
government, industry and end users. Through third-
party TIC services, enterprises, employees, products 
and services are able to receive comprehensive, 360 
assessments of their quality, security, performance and 
legal compliance. 

By introducing and developing world-leading TIC 
services, the product quality, safety and performance 
of China’s products may be demonstrated to end users 

and consumers. Furthermore, these services provide 
support for industrial upgrading and transformation, 
provide the government and industry management 
personnel with an effective and objective basis for 
evaluation, and protect the rights and interests of 
consumers and users. 

The Chinese Government—in line with President Xi 
Jinping’s vision for the Belt and Road Initiative (BRI)—
has continued to enhance international cooperation and 
increase production capacity. The TIC industry plays an 
indispensable role in this process. Through its global 

third-party TIC agencies support the quality and service 
capabilities of products that are manufactured under the 
CM2025 initiative, helping these products to meet the 
legal standards of their destination countries and ease 
users' concerns regarding quality and safety.

Research Report on the 
Share of Contribution Made by the Certification and 
Accreditation Industry to National Economic and Social 
Development, since 2015, the rate of contribution made 

total gross domestic product has been more than one 
per cent for two consecutive years. This demonstrates 
the importance of TIC industry development to China’s 
overall economic growth. 

Ensuring that the TIC industry shifts to using a market-
orientated approach to development will have a 
significant impact on the Chinese economy. This 
process is also in line with the main aims of the CM2025 
initiative – the overall upgrading of China’s economic 
and industrial capacity.

On 21st February 2014, the Statue Council released 
the Notice on the Opinions on Implementing the 
Integration of TIC Agencies (Notice).10 Guided by the 
State Council’s Institutional and Administrative Reform 
Plan,11 the Notice is a strong step towards reforming 
government-affiliated TIC agencies. Based on the 
Notice, the former AQSIQ issued the Guiding Opinions 
on the Integration of TIC Agencies Under the Nationwide 
Administration System of Quality Supervision Inspection 

10 Notice on the Opinions on Implementing the Integration of TIC Agencies, State 
Council, 11th March 2014, viewed 29th June  2018, <http://www.gov.cn/zhengce/
content/2014-03/11/content_8707.htm>

11 The State Council’s Institutional and Administrative Reform Plan, State 
Council, 14th March 2013, viewed 28th June 2018, <http://www.gov.cn/2013lh/
content_2354443.htm>
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and Quarantine,12 on 6th March 2015, which explicitly 
states that over 3,500 TIC agencies under the former 

commercial and public welfare organisations—and 
that by 2020 administrative and supervisory functions 
will be separated from service functions, and business 
transformation and restructuring shall essentially be 
complete. Additionally, branded, comprehensive TIC 
corporations should also take shape by then.

The Guiding Opinions on Deepening the Reform of 
SOEs was released by the Central Committee of the 
Communist Party of China and the State Council in 
September 2015. It stated that, based on the strategic 
positioning and development objectives of state-owned 
capital, and the roles, status and development needs 
for economic and social development of different types 
of SOEs, SOEs are either categorised as commercial 
SOEs or publ ic welfare SOEs. Furthermore, i t 
states that they are reformed, developed, regulated, 
assigned responsibilities and evaluated based on their 
categorisation, so as to promote in-depth integration 
between SOEs and the market economy, and between 

the government—based on the current situation where 
administrative and public institutions and government-
affiliated SOEs account for 55 per cent of the TIC 
market—decides to categorise the SOEs in this sector 
as public welfare SOEs, then government-dominance 
and market isolation will become more severe. Based 
on previous experience, the sub-working group believes 
that the current market-orientated reforms in the TIC 

outcome. When implementing regulations, it is essential 
to effectively prevent government-affiliated agencies 
from abusing their power to ensure the success of 
institutional and market-orientated reform.

The sub-working group is greatly concerned about the 
risk of an administratively-supported monopoly driven 
by state-owned TIC service companies absorbing the 
‘reform vacuum’ during ongoing administrative reforms, 
which would constitute a breach of the Anti-monopoly 
Law and would further hinder the development of a 

12 Guiding Opinions on the Integration of TIC Agencies Under the Nationwide 
Administrative System of Quality Supervision, Inspection and Quarantine, 
AQSIQ, 16th March 2015, viewed 28th June 2018, <http://www.aqsiq.gov.cn/

competitive market environment. A concentration of 
SOEs in the TIC industry or market fragmentation, 
either of which deviates from the mandate of market-
orientated reform, could jeopardise the reform process 
and would hinder any efforts at solving China's pressing 
quality and safety issues.

During the reform process, the sub-working group has 
noted that the Chinese Government has been paying 
close attention to the macro management of the whole 
service sector. European enterprises have advanced 
management concepts and market experience, as 
well as positive experiences that have assisted the 
EU and its Member States to reform the TIC sector 
in the past. The sub-working group would like to offer 
industry suggestions on administrative reform in order 
to improve the quality and safety environment in China, 
to increase the competitiveness of ‘made in China’, 
to enhance the international influence of the 'China 
brand' and to achieve win-win situations for EU-China 
trade and investment. This experience sharing would 
be mutually beneficial for the negotiations on the EU-
China Comprehensive Agreement on Investment and 

upgrading the level of quality and safety for Chinese 
products and services.

Recommendations
Implement market mechanisms to avoid rent-seeking 
and monopoly during the reform of government-

Reduce excessive and unclear market entry barriers 
and use international norms for assessment.
Provide the same treatment to international TIC 
agencies so that they enjoy the same market status 
as their domestic peers.
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Abbreviations
th

AQSIQ  General Administration of Quality   
  Supervision, Inspection and Quarantine
BRI   Belt and Road Initiative

  Association

CM2025  China Manufacturing 2025

  Administration of China
EU  European Union
QSS  Quality and Safety Services
SAMR  State Administration for Market   
  Regulation
SCA  Standards and Conformity Assessment 
SOE  State-Owned Enterprise
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EU-China: Trade in Goods (EUR billions) 

Total trade EU Imports EU Exports Balance 

The Goods section of the Position Paper encompasses 12 European Chamber working groups:

Agriculture, Food and Beverage (AFB)

-  Cheese
Automotive
Auto Components
Cosmetics

Energy
-  Carbon Market
Fashion and Leather
Healthcare Equipment
Petrochemicals, Chemicals 

Pharmaceutical

Source: European Commission

The main imports from China into the EU are industrial and consumer goods, machinery and equipment, 
and footwear and clothing. The EU’s main exports to China include machinery and equipment, motor 
vehicles, aircraft and chemicals.2

1   European Union, Trade in Goods with China, European Commission, 16th April 2018, viewed 24th July 2018, p. 3, <http://trade.ec.europa.eu/doclib/docs/2006/september/
tradoc_113366.pdf>

2    EU-China trade statistics, European Commission, updated 16th April 2018, viewed 18th July 2018, <http://ec.europa.eu/trade/policy/countries-and-regions/countries/china/>

China still the EU’s second largest behind the United States (US). In 2017, the average daily trade in 
goods between the EU and China was euro (EUR) 1.57 billion. Over the past decade, total trade in goods 
has grown EUR 267.3 billion. While EU exports to China have grown over the same period so have imports 

1
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3    Meredith, Sam, China accuses the US of launching the ‘largest trade war in economic history’, CNBC, 6th July 2018, updated 9th July 2018, viewed 18th July 2018, <https://www.
cnbc.com/2018/07/06/china-implements-new-tariffs-on-us-products-state-media-says.html>

4    China removes import tariffs on all cancer drugs, Xinhuanet, 1st May 2018, viewed 6th June 2018, <http://www.xinhuanet.com/english/2018-05/01/c_137149493.htm>
5    Jourdan, Adam, China updates key drug list in boost for Big Pharma, Reuters, 23rd February 2018, viewed 6th June 2018, <https://www.reuters.com/article/us-china-pharmaceuticals/china-

6   China Lifts Ban on Soft European Cheese Imports, World Voice, 23rd October 2017, viewed 29th

7    Wang, Cong, Ma, Jingjing, New opening measures launched, Global Times, 17th April 2018, viewed 5th June 2018, <http://www.globaltimes.cn/content/1098425.shtml>
China to open auto market as trade tensions simmer, Reuters, 17th April 2018, viewed 5th June 2018, <https://www.reuters.com/article/us-

Over the past year, the global trading system has increasingly come under threat, with the launching by the 
US of what China has described as “the largest trade war in economic history”. 3 

The European Chamber shares many of the US’ concerns about China, including a general lack of market 
access—particularly in high-tech sectors—a business environment that favours domestic firms, the 
continued existence of technology transfers as a pre-condition for market access, and the requirement to 
localise information and industrial and innovation facilities. However, the European Chamber believes such 
issues should be resolved through the World Trade Organization (WTO).

In terms of the manufacture of goods, as a result of China’s broader reform and opening up agenda 
industries covered by the working groups in this section have seen a number of developments over the 
past year. 

Pharmaceuticals has seen perhaps the most positive developments in a single industry. For example, 
Chinese regulations are beginning to align more closely with international norms with approval times for 
imported drugs being reduced. In addition, tariffs have been removed on some products4 and the updated 
National Drug Reimbursement List has been expanded to include an additional 36 innovative drugs.5  
 
Progress was seen in the food and beverage sector, with Shanghai developing a system to enforce food 
safety standards and align with international norms. There was also a swift breakthrough with the sudden, 
temporary halt that was placed on the importation of some mould-ripened cheeses in September 2017. 
After working with the European Chamber the Chinese Government lifted the temporary halt by using the 
relevant standards of the Codex Alimentarius to supplement current regulations.6  

In the PCR industry, international companies are no longer restricted to investing in a maximum of 30 
th July 2018. 

Although seen as good news by those in the industry, this development is more symbolic than practical as 
the biggest restriction to full ownership of petrol stations is the high land price, as well as access to logistics 
(depots) and access to wholesale licences to be able to sell to dealers, which is still restricted or controlled.

Commission on 17th April 2018. Previously, international players were confined to no more than 50 per 
cent equity and were unable to enter more than two joint ventures (JVs). Equity caps will be scrapped for 
special vehicles and new electronic vehicles by the end of 2018, for commercial vehicles by the end of 
2020 and for passenger vehicles by the end of 2022. Following this announcement, many in the industry 
hailed China’s commitment to reform and opening up, while stating their intention to maintain their JV 
structures.7 This could indicate that they are so entrenched in their existing JVs that they fear exiting them 
would put them at a disadvantage.8  
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9  China Manufacturing 2025 Key Area Technology Roadmap, China Academy of Engineering, October 2015, viewed 9th September 2016, <http://money.163.
com/14/0526/15/9T6AC9L400253B0H_all.html>

In the energy sector, steps have been taken to lay the groundwork for more international involvement in 
China, but as long as state-owned enterprises continue to dominate, openness alone will amount to very 
little, and international energy companies will be unable to fully participate in its development. Progress 
may be on the horizon, but the speed at which it is coming is far slower than the schedule demanded by 
international businesses. 

As a relatively open sector, there is no pressing need for greater market access for international companies 
manufacturing medical devices. However, problems in the general business environment, including 
challenges for them to compete fairly in China’s procurement market, are out of step with the calls for 
national treatment found in Notice of the State Council on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment
the Notice of the State Council on Several Measures for Promoting Foreign Investment (State Council 

One of the biggest concerns for foreign players in the medical devices sector is the effect of the China 
Manufacturing 2025 (CM2025) initiative.9 As Clause 4 of  clearly states that 
all companies are to be treated equally under CM2025, the industry now expects to see legal guarantees 
that this will be the case. 
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Agriculture, Food and Beverage Working Group

Agriculture, Food and Beverage Key Recommendations

Strengthen quality supervision of administrative cases and standardise the system for measuring 
the discretionary use of administrative penalties. 
Promote a scientific job performance appraisal system to regulate the practices of law 
enforcement personnel.

law through systematic legal training and the promotion of case studies.  

2. Establish an Effective Food Safety Traceability System, Distribute 
Responsibilities Proportionately Across the Supply Chain and Strengthen 
Communication on Food Safety Risks
2.1  Establish a Food Traceability System that Meets the Internal Needs of Businesses and is 

Able to Effectively Communicate Food Safety Risks
Publish a unified standard or policy document to guide and encourage companies in the 

system.
Refrain from forcing companies to accept particular traceability techniques or services.
Protect traceability codes provided by food manufacturers and punish those who destroy or 
smear codes.

2.2  Distribute Responsibilities Proportionately Across the Whole Supply Chain and 
Strengthen Communication on Food Safety Risks

Introduce comprehensive, reasonable and fair rules to clarify the corresponding responsibilities 
of all suppliers and participants in the food supply chain. 
Establish a rapid alert mechanism, like the European Union’s Rapid Alert System for Food and 
Feed, to evaluate and report food supply chain risks.

3.  Regulate Cross-border E-commerce Activities, Establish a More Complete 
Food Product Risk Monitoring and Alert System, and Effectively Protect the 
Legitimate Rights and Interests of Consumers

Establish a risk communication and monitoring system for the purposes of collecting data, 
providing prompt analysis and evaluating alert information based on assessing risk.
Establish an announcement system to alert consumers, e-commerce platforms and business 
operators.
Encourage brands and product owners to directly engage in cross-border trade or directly 
cooperate with third-party platforms to ensure that food sources are reliable.

4.  Urge the National Health Commission (NHC) and the Ministry of Agriculture 
and Rural Affairs (MARA) to Approve the Use of New Food Ingredients and 

Manner
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ingredients and additives derived from GM technology.
Publish the 
Products) for Food Use as soon as possible and ensure that the approval process is science-
based and reasonable.
Publish a clear approval procedure for new food ingredients and additives derived from GM 
technology, with corresponding approval time lines and step-by-step requirements.

Cheese Industry Key Recommendations
1.   Optimise the Regulation of Cultures Applied in Food Production

Revise the labelling requirement in the relevant national food safety standard in such a way that 
it no longer requires listing individual cultures on the label.
Recognise cultures that have a history of safe use in cheese production and exempt them 
from the positive list or expand the current list to include certain cultures and classify them as 
permitted ingredients in the production of cheese.

Food for Special Medical Purposes and Paediatric Nutrition 
Key Recommendations
1.   Optimise the Registration System for Special Food

Improve the regulations related to FSMP registration change and issue, as soon as possible, 
relevant guidelines for changing registration with clearly specified items and detailed 
requirements.
Coordinate changing the registration of infant formula with local and provincial level supervisory 
records. 

2.   Accelerate the Revision of National Food Safety Standards  
Revise national food safety standards so they are more aligned with the latest international 
standards.
Add additional product categories in national food safety standards to promote industry 
development and fulfil people’s increasing product needs, while putting in place technical 
indicators for relevant products.
Verify differences among existing testing methods, clarify what the scope is for each testing 
method, and develop food safety national testing methods for FSMP.
Refrain from conducting national or local supervision and inspection of FSMP products in the 
absence of national testing standards for FSMP.

3.   Promote Administrative Measures on the Sale of Breast Milk Substitutes
Develop new Administrative Measures on the Sale of Breast Milk Substitutes and clarify the 

feeding, under the prerequisite that they do not interfere with breastfeeding practices.
Allow breast milk substitute manufacturers and operators to conduct scientific research, 
consultation and health education activities with medical and health institutes and their staff.
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4.   Minimise Repetitive Inspections
Consider combining several pre-approval, on-site inspections to avoid conducting repeated 
inspections and the accompanying waste of resources.

5.   Enhance Education and Publication of FSMP
Increase educational opportunities for consumers and caregivers on the importance of good 

Publish educational materials for customers and encourage local-level governments to educate 
the public on basic nutrition, and to help them understand and recognise FSMP, as well as its 
correct usage.

6.   Optimise the Requirements for Clinical Trials of FSMP
6.1   Rationalise the Requirements Placed on Trial Participants

Encourage the proper use of existing clinical trial data or overseas clinical research data during 
FSMP registration to protect paediatric trial participants, avoid unnecessary trials in paediatric 
populations and better utilise existing trial resources.
Establish a method for businesses to be exempt from conducting clinical trials or allow a reduction 

and populations with severe or rare diseases. 
Accept the 'before and after' comparison of one patient or the comparison with standard normal 
growth instead of mandating parallel controlled clinical trials.

6.2  Optimise Clinical Observation Indicators

all indicators to be no worse than the control group, allowing an in-depth assessment to explain 
the possible reasons for underperformance in certain indicators.

6.3  Accept Overseas Clinical Trial Data
Develop and issue relevant regulations to allow the use of overseas clinical trial data as supporting 

6.4  Remove the Requirement for Involving Hospitals’ Nutrition Departments During FSMP 
Clinical Trials

Revise the Administrative Measures on Quality Management of FSMP Clinical Trials (Trial) and 
remove the mandatory requirement for involving hospitals’ nutrition departments during FSMP 
clinical trials.

7.  Promote Capacity Building for Law Enforcement Personnel at a Basic Level
Improve information disclosure, clarify the review requirements as soon as possible, release 
the review requirements to the public and provide training to local law enforcement personnel 
accordingly.

training.
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Introduction to the Working Group
Agriculture, food and beverage (AFB) industries have a 

level, these sectors are on a continuously innovating 
track, with more attention being paid to food safety 
and the sustainable sourcing of food, pushing the 
industry to achieve new breakthroughs and employ new 
technology. In China, while the rapid growth of rural 
internet access is improving agricultural development, 
problems related to the modernisation process and food 
safety remain. 

The Agriculture, Food and Beverage Working Group 
helps connect members with the Chinese authorities, 
in order for the government to better understand what 
needs to be done to promote food safety and improve 
market access for European food and beverage (F&B) 
companies operating in China. The working group 
represents a wide range of companies that include 
importers and exporters, manufacturers, distributors, 
retailers, catering service providers, specialised testing 
laboratories, and consultancies. Currently, the working 
group has over 150 member companies. 

The Agriculture, Food and Beverage Working Group 
has three sub-working groups – the Cheese Industry 
Desk, the Food for Special Medical Purpose Advisory 

Cheese Industry Desk was established in 2014 and 
has eight prominent European cheese producers and 
industry associations as its members. The Food for 
Special Medical Purpose Advisory Committee was 
established in 2016 and has four leading international 
manufacturers with expertise in special nutrition. The 

currently has eight international companies as members 
and four domestic manufacturers as local partners.

All three desks represent member interests and 
promote dialogue and communication among relevant 
stakeholders.

Recent Developments 
In March 2018, the State Council submitted a plan 

1, which was passed five days later.2  
Reform at the central level is expected to be completed 
by the end of 2018, and local institutional reforms are 

3  

This restructuring has brought significant changes to 
Chinese regulators who are responsible for the AFB 
sectors:

A new Ministry of Agriculture and Rural Affairs 
(MARA) has been established, which replaces 
the Ministry of Agriculture (MOA). The former 
MOA’s replacement will combine duties related to 
agricultural oversight with rural development and 
will comprehensively promote China’s agriculture 
sector, with the stated aim being the achievement 
of agricultural modernisation. China is also seeking 
to eliminate extreme poverty, most of which is 
concentrated in rural areas, and to more efficiently 
use land for agricultural purposes. Both of these 
areas of improvement will be the responsibility of the 
new MARA.

The newly established State Administration for 
Market Regulation (SAMR) takes on various duties, 
which include business registration, quality control, 
food safety, drug approval, intellectual property rights 
protection and enforcement of the Anti-monopoly 
Law. The SAMR will take over all of the duties, other 
than inspection and quarantine, that previously 
were under the purview of the former General 
Administration of Quality Supervision, Inspection 
and Quarantine (AQSIQ) and the former China 
Food and Drug Administration (CFDA). The SAMR 
will also oversee price supervision and inspection 
and Anti-monopoly Law enforcement, previously 

and quarantine function of the AQSIQ has been 
integrated into the General Administration of 
Customs (GAC). While the State Council’s Food 
Safety Committee, Certification and Accreditation 

1   Explanation on the State Council's Institutional Reform Program
14th March 2018, viewed 26th April 2018, <http://www.npc.gov.cn/npc/
dbdhhy/13_1/2018-03/14/content_2048552.htm>

2　
Institutional Reform Plan of the State Council th March 2018, viewed 26th 
April 2018, <http://www.npc.gov.cn/npc/xinwen/2018-03/17/content_2049996.
htm>

3　The Central Committee of the Communist Party of China Issues Plan on 
Deepening Up the Reform of the Party and State Institutions, State Council, 21st 

March 2018, viewed 9th April 2018, <http://www.gov.cn/zhengce/2018-03/21/
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Administration of China (SAC) will remain, the new 
SAMR will be responsible  for food safety related 
work.

formulating national health policy.

The working group welcomes institutional reform at all 
levels, since the lack of cross-departmental coordination 
on food-related standard setting and implementation 
has been a long-standing issue. The working group 
believes this reorganisation will help facilitate trade and 
increase work efficiency in customs clearance. The 
restructuring process is expected to be finalised by 
March 2019, which has created uncertainty in the AFB 
sector.  

Key Recommendations

of Law Enforcement Personnel 

Concern
Inconsistent enforcement of enforced rules and 
regulations is unfortunately a common problem, with 
local law enforcement officers committing abuses of 

Assessment
China’s legal framework on food safety has improved 
in recent years, with the accelerated establishment of a 

understanding of the rule of law. The legitimate rights 
and interests of a company can be protected only if law 

rational manner by following proper procedures and 
accepting any responsibility for attendant consequences 
that may arise.

In practice, some local level law enforcement officers 
have tended to excessively fine companies without 
understanding completely why a penalty was being 
imposed (i.e. to send a warning and educate the 
business in question). The Food Safety Law provides 
a clear definition on what the rectification should be 
and under what circumstances a business might be 

exempted from the law; however, in some cases, law 
enforcement officers continue to penalise companies 

discretionary enforcement of the law prevents foreign 
businesses in China from operating smoothly. For 

side with the consumer when it comes to adjudicating 
a formal complaint even if the circumstances dictate 
otherwise. 

The State Council’s Plan on Deepening Reform of Party 
and State Institutions states that the central government 
will “give provincial and lower level government 
departments more autonomy, highlight different levels 
of responsibilities, and allow local governments to 
set up institutions and allocate functions according 
to local economic and social development”. Until 
now, regulatory models differed depending on the 
region. Some of these distinct approaches include 
the three-in-one model (the merger of the local 
Administration of Industry and Commerce, the Food 
and Drug Administration and the Quality and Technical 
Supervision Bureau), and the four-in-one and five-in-
one model (this outlined additional law enforcement 
and price supervision functions). This regulatory 
patchwork has posed numerous challenges to local 

needs to be corrected. 

Recommendations 
Strengthen quality supervision of administrative 
cases and standardise the system for measuring the 
discretionary use of administrative penalties. 
Promote a scientific job performance appraisal 
system to regulate the practices of law enforcement 
personnel.

and their capability to enforce the rule of law through 
systematic legal training and the promotion of case 
studies.  
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2. Establish an Effective Food Safety 
Traceab i l i ty  System,  D is t r ibute 
Responsibilities Proportionately Across 
the Supply Chain and Strengthen 
Communication on Food Safety Risks

2.1 Establish a Food Traceability System that Meets 
the Internal Needs of Businesses and is Able to 
Effectively Communicate Food Safety Risks

Concern
At present, there is no unified standard or a general 
document to guide businesses in establishing a food 
safety traceability system, and any monitoring that does 
exist is not robust enough to communicate all of the 
food safety risks. 

Assessment
Primary agricultural workers, processors, packers, 
wholesalers, distributors, retailers and warehouses in 
the supply chain each have a different understanding 
of risk communication and food safety traceability. 
At the same time, there is no uniform food safety 
traceability system at the national level in China. 
Despite a number of documents concerning food safety 
traceability systems being issued, such as the General 
Principles and Basic Requirements for the Design and 
Implementation of Traceability Systems for Feed and 

 issued by the SAC in 
2009,4 the Administrative Measures for Food Recalls in 
2015,5 and Several Provisions on Establishing a Food 
Safety Traceability System by Food Production and 
Operation Enterprises in 2017,6 issued by the former 
CFDA. Consequently, when businesses establish their 
own traceability systems, out of necessity, they can 
only meet the companies’ internal needs and cannot 

The establishment of a traceability system is an 
important factor when it comes to ensuring food safety. 
The working group supports the Chinese Government’s 
commitment to strengthen the traceability of food. In 
order to achieve this goal, the regulatory authorities 

4　
Implementation of Traceability Systems for Feed and Food Chains, SAC, 30th 
September 2009, viewed 26th April 2018, <http://down.foodmate.net/standard/
sort/3/21548.html>

5　Administrative Measures for Food Recalls, CFDA, 11th March 2015, viewed 26th 
April 2018, <http://www.gov.cn/gongbao/content/2015/content_2937326.htm>

6　Several Provisions on Establishing a Food Safety Traceability System by Food 
Production and Operation Enterprises, CFDA, 28th March 2017, viewed 19th July 

www.spjcgx.gov.cn/pu/ArticleDetails.aspx?sml_id=422055> 

effectively coordinating with one another in enforcing 
policy is crucial. The working group hopes that the 
government restructuring will help address these 
departmental issues, promote the consolidation of 
food and agricultural product traceability systems, and 
strengthen existing policy documents and technical 
standards to ensure consistency in food safety. 
Additionally, many local government departments tend 
to manage food traceability by actively promoting the 
establishment of a local traceability platform. However, 
it is costly for companies to follow multiple traceability 
systems. As the food safety responsibility lies primarily 
with businesses, in the current system, the company 
should make the decision on which traceability services 
it will adopt. Finally, the traceability information offered 
by manufacturers (such as the lot number on imported 
products) can be intentionally destroyed or erased by 
some dealers during transportation. Such information 
is indispensable to tracing the origins of a product in 
the event of a food safety risk and should be protected. 
Intentional damage or erosion should be punished. 
This is in line with the existing Food Safety Law and 
European Union (EU) best practices.

Recommendations
Publish a unified standard or policy document to 
guide and encourage companies in the establishment 

chain traceability information system.
Refrain from forcing companies to accept particular 
traceability techniques or services.
Protect t raceabi l i ty codes provided by food 
manufacturers and punish those who destroy or 
smear codes.

2.2 Distribute Responsibilities Proportionately 
Across the Whole Supply Chain and Strengthen 
Communication on Food Safety Risks

Concern
There is a lack of relevant stakeholder responsibility 
in the supply chain, a rapid response system and 
information exchange channel, all of which increases 
food safety risk.

Assessment
Sometimes, even when a food manufacturer makes 
every effort to prevent food safety risks, negligence 
can still occur in other parts of the supply chain. This 
can lead to an outbreak of food safety incidents, which 



Agriculture, Food and Beverage Working Group 

Section Three: Goods

163

European Business in China Position Paper 2018/2019

triggers public outcries. For example, inappropriate 
cold chain logistics or pest control at any stage in the 
transportation of food will directly affect the safety and 
quality of a product. At present, there is an overall lack 
of responsibility among relevant stakeholders, which 
increases the number of food safety risks.
 
In order to respond more quickly to sudden food safety 
incidents, the Chinese Government can use best 
practices developed by EU Member States. In order 
to strengthen food safety management measures in 
the supply chain, the European Commission (EC) has 
clearly defined responsibilities for each participant, 
outlined in the White Paper on Food Safety.7 With 
regards to food safety, it completely transformed food 
safety in the supply chain. In addition, the launch of the 
Rapid Alert System for Feed and Food (RASFF)8 by the 
EC provided a communication and assessment system 
for responding to food and feed issues. In response 
to potential health threats caused by food or feed, the 
RASFF provides transparency and results in action 
being undertaken much more quickly in order to protect 
consumers and others along the supply chain. The 
timely and effective communication of potential risks 
and safety issues can help operators and regulators 
quickly react to hazardous products entering the 
marketplace.

China should strengthen food safety management 
measures across the supply chain, and adopt a 
RASFF-like system to ensure timely and effective 
communication concerning risks and additional safety 
issues. In the event of a food safety emergency, all 
relevant stakeholders, including food producers, 
suppliers, retailers, consumers and regulators, will be 
alerted immediately. Afterwards, a decision can be 
made based on a comprehensive analysis of all relevant 
information to prevent the continued distribution of 
compromised food products.

Recommendations
Introduce comprehensive, reasonable and fair rules 
to clarify the corresponding responsibilities of all 
suppliers and participants in the food supply chain. 

7　The White Paper on Food Safety was released to the public by the EC on 12th 
January 2000. It set out the plans for a proactive new food policy that produced a 
coherent and transparent set of rules, reinforced requirements for labelling things 

sound advice. White Paper on Food Safety – Introduction, 12th January 2000, 
viewed 26th April 2018, <https://ec.europa.eu/food/sites/food/files/safety/docs/
animal-feed-pub06_en.pdf>

8　RASSF Consumers Portal, EC, viewed 28th April 2018, <https://webgate.
ec.europa.eu/rasff-window/consumers/>

Establish a rapid alert mechanism, like the EU’s 
RASFF, to evaluate and report food supply chain 
risks.

  

3. Regulate Cross-border E-commerce 
(CBEC) Activities, Establish a More 
Complete Food Product Risk Monitoring 
and Alert System, and Effectively Protect 
the Legitimate Rights and Interests of 
Consumers 

Concern

to prevent food products with safety issues from being 
imported via CBEC channels.
 
Assessment
While Chinese consumers enjoy a variety of cheaper 
overseas food products imported via CBEC activities, 
food safety remains a top concern. Any food safety 
alert published by overseas authorities, indicating that a 
product is not complying with local regulations, should 
be forwarded immediately to Chinese food regulators, 
consumers, e-commerce platforms and business 
operators. A rapid risk communication and monitoring 
system will assist food regulators with evaluating risks 
in a timely fashion and help determine whether to 
withdraw or recall products based on violating Guobiao 
(GB) standards and risk assessment criteria. This 
system will also prevent unsafe food from continuing 

evaluated.

On 13th July 2016, the former CFDA issued the 
Measures for the Investigation and Handling of Online 
Violations of Food Safety,9 which requires domestic 
e-commerce platforms to establish manufacturing 
qualifications and includes official licensing, permit 
approval and examination, third-party proof of sale, 
and the traceability of supply channels, to ensure the 
authenticity and safety of products. The working group 
believes this is a positive development in regulating 
food sold on domestic e-commence platforms. However, 
since many platforms for CBEC bonded sales are 
registered overseas, product promotion is not subject to 
domestic laws, and thus consumers are prone to being 
misled by false and exaggerated advertisements. 

9　Measures for the Investigation and Handling of Online Violations of Food Safety, 
CFDA, 13th July 2016, viewed 3rd May 2018, <http://www.waizi.org.cn/law/11855.
html>
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Recommendations
Establish a risk communication and monitoring 
system for the purposes of collecting data, providing 
prompt analysis and evaluating alert information 
based on assessing risk.
Establ ish an announcement system to alert 
consumers, e-commerce platforms and business 
operators.
Encourage brands and product owners to directly 
engage in cross-border trade or directly cooperate 
with third-party platforms to ensure that food sources 
are reliable.

4. Urge the NHC and the MARA to Approve the 
Use of New Food Ingredients and Additives 
Derived from Genetically Modified (GM) 

 
Concern
The joint-approval process for new food ingredients 
and food additives derived from GM technology by the 

Assessment
China’s health ministry has gone through two major 

was created when the former Ministry of Health (MOH) 

coordinating and advancing medical and healthcare 
reform.

The former MOH approved a number of new types 
of food ingredients and additives, including those 
produced using traditional techniques and ones derived 
from the utilisation of GM technology.

However, since 2010, the former MOH stopped 
approving food ingredients and additives derived from 
GM technology and requested that applicants obtain 
biosafety certificates issued by the former MOA. The 
two former ministries had not yet reached a consensus 
on the issuance of biosafety certificates until June 
2017, when the State Council’s Food Safety Committee 
put forward a solution in the form of a joint approval by 

accepting petitions on food additives derived from GM 

technology again but limited to the dossier for MARA 

and thus the petition requirements are still incomplete.

Furthermore, in order to provide scientific reference 
standards for the former MOA’s Agricultural Genetically 
Modified Organism Safety Committee to review the 

products for food, the former MOA, in 2017, arranged 
experts from China Agricultural University to write 
the Guidance on Safety Evaluation of GMMs (and 
Products) for Food Use (Guidance). As of the time of 

the content of the Guidance to the public. The lack 
of information related to content, requirements, the 
approval process, specific steps and approval times 
prevent companies applying. Since no new food 
raw materials and food additives derived from GM 
technologies have been approved for eight years, a 
large number of advanced products cannot enter the 
Chinese market. Consequently, the competitiveness of 
the corresponding derivatives or downstream products 
in the industrial chain is limited and weakened in the 
global market. 

Recommendations

acceptance position on petitions for food ingredients 
and additives derived from GM technology.
Publish the Guidance on Safety Evaluation of the 

for Food Use as soon as possible and ensure 
that the approval process is science-based and 
reasonable.
Publ ish a clear approval procedure for new 
food ingredients and additives derived from GM 
technology with corresponding approval time lines 
and step-by-step requirements.
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Abbreviations
AQSIQ   General Administration of Quality   
  Supervision, Inspection and Quarantine
CBEC  Cross-Border E-Commerce
CFDA   China Food and Drug Administration

  Administration of China 
EC  European Commission
EU  European Union
F&B  Food and Beverage
GB   Guobiao 

MARA  Ministry of Agriculture and Rural Affairs
MOA  Ministry of Agriculture
MOH  Ministry of Health

  Commission

  Commission

RASFF   Rapid Alert System for Feed and Food
SAC  Standardisation Administration of China
SAMR  State Administration for Market Regulation
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Cheese Industry Sub-working Group

Introduction to the Sub-working Group
Cheese making dates back several thousand years. The 
use of different microbes, amounts of salt and lengths 
of storage have over the years given rise to a huge 
variety of different cheeses all over the world. Cheese is 
widely considered a nutritional food in European diets. 
Chinese consumers are now beginning to recognise 
cheese as a valuable source of nutrition. The European 
Chamber’s Cheese Industry Sub-working Group was 
established in 2014, and has eight prominent European 
cheese producers and industry associations, committed 
to bringing the best cheese products to China’s market 
to meet Chinese consumers’ demand.

The Cheese Industry Sub-working Group represents 
members’ interests and promotes constructive dialogue 
and communication between relevant stakeholders, 
including industry associations and regulators, to 
ensure a level playing for all players.  

Recent Developments 
On 17th March 2018, the 13th

Congress approved the State Council’s proposal for 
restructuring the government. According to the proposal, 
the General Administration of Quality Supervision 
Inspection and Quarantine, the China Food and Drug 
Administration and the State Administration for Industry 
and Commerce, as well as their subsidiary institutions, 
would merge and form the new State Administration for 
Market Regulation (SAMR). On 10th April, the SAMR 
was officially established, although the roles and 
responsibilities of individual departments have still not 
been announced at the time of writing. According to the 
media, these roles and responsibilities are expected to 
be approved by mid-June and implemented by the end 
of September 2018.1  The timeline for its implementation 
at the local level is not known.  

The Food Safety Law was released on 24th April 2015, 
and took effect on 1st October 2015.2 Its accompanying 
regulations on implementation were originally expected 
to be introduced in 2018, however, due to the 

1 The SAMR Has Been Officially Established, sohu finance, 10th April 2018, 
viewed 12th April 2018, <http://m.sohu.com/n/534410348/>

2　 th 

April 2015, viewed 10th April 2018, <http://www.gov.cn/zhengce/2015-04/25/
content_2853643.htm> 

restructuring it is not known when this will happen. 

The State Council’s government restructuring also 

that this will maintain consistency when it comes to 
national food safety standards. 

the 
Cheese3 and the 

4

Centre for Food Safety Risk Assessment is coordinating 
with relevant institutes on revising these two standards. 
The Cheese Industry Sub-working Group provided 
comments on both standards and expects them to be 

working group further anticipates that barriers currently 
preventing both the importation of European cheese 
products and the development of the domestic cheese 
industry in China will be removed.

In September 2017, the importation of certain types of 
European cheeses that use particular types of cultures 
(e.g. geotrichum candidum, penicillium candidum and 
penivillium camemberti) was impacted by strengthened 
regulatory measures enacted by China to ensure food 
safety. The use of cultures in cheese production is an 
ongoing, longstanding issue that has been raised many 
times by the Cheese Industry Sub-working Group and 
has been discussed, in detail, in the past three position 
papers. After holding extensive discussions with the 
relevant government authorities this issue was finally 
resolved by using the Codex Alimentarius as a frame 
of reference. This action was welcomed by the cheese 
industry.  

The Chinese Government intends to enhance its 
technical competence with respect to cheese industry 
regulation in order to ensure the safety of cheese 

3 Notice on Plan for 2016 National Food Safety Standards (First Batch), 
th July, 2016, viewed 10th July, 2018, <http://www.nhfpc.gov.cn/sps/

s3593/201609/ef18e40959cd4f2ab9b351e32db3eecd.shtml.>
4 Notice on Plan for 2016 National Food Safety Standards (Second Batch), 

th December,2016, viewed 10th July, 2018, <http://www.gov.cn/
xinwen/2016-12/25/content_5152624.htm>
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products in China. The Cheese Industry Sub-working 
Group expects that the formulation and revision of the 
National Food Safety Standards for Cheese Products 
will be compatible with related international standards 
and manufacturing conditions, while maintaining a high 
level of food safety. As market demand for cheese soars 
in China, sub-working group members continually seek 
opportunities to enhance communication with regulatory 
authorities and present Chinese customers with a 
greater variety of nutritional cheese products.

Key Recommendations
1.Optimise the Regulation of Cultures Applied in 
Food Production

Concern 
Many cultures traditionally used in European cheese-
making processes are not included in the positive list 
that China uses to regulate the application of cultures in 
food production, which acts as a barrier to the Chinese 
market.

Assessment 
China’s regulation of food cultures allows a very limited 
number of microbial cultures to be used. In 2010, 
the then Ministry of Health (MOH) issued The List 
of Cultures Applied in Food.5 The notice included a 
positive list that only recognised a few microorganism 
types, mainly used for yoghurt manufacturing, and 
regulated cultures applied in food for infants and young 
children were featured in another list. This regulation 
exempts a number of cultures that are traditionally 
used for food manufacturing and processing. Although 

interpretation and actual implementation does in fact 
apply only to cultures used in ‘traditional Chinese food’; 
this includes vinegar, soy sauce, and Chinese liquor, 
among other things. 

After the introduction of seven additional notices, a total 
of 38 cultures are now listed, expanded from the original 
21 listed in 2010. Only 17 cultures have been added 
to the list in eight years. Cultures, other than those 
38 listed and those used in Chinese traditional foods 
must not be used in production until they are approved 

5 Notice of MOH Office on Issuing the List of Cultures Applied in Food, MOH, 
28th April 2010, viewed 10th April 2018, <http://www.moh.gov.cn/mohbgt/
s10787/201004/47133.shtml>

process is made impossible for producers of cultures 
used in cheese, which is hindering the growth of the 
Chinese cheese industry, as it requires information that 
is almost impossible to obtain. Meanwhile, the review 
process is labour intensive, an unnecessary cost as 
these cultures have a long history of safe usage in a 
wide variety of European cheeses. At the same time, 
the cultures which are used to produce fermented 
Chinese food traditionally, such as soy sauce or vinegar, 
are exempted from this list and are not required to be 
registered.

Author i tat ive l is ts of  microorganisms used by 
international organisations, or in countries other than 
China, include cultures that are generally recognised 
for their history of safe usage, or are manufactured for 
traditional foods. Such lists include the one published 
as a result of a joint project between the International 
Dairy Federation (IDF) and the European Food and 
Feed Cultures Association in 2002, and a Danish list of 
notified microbial cultures that are used in food. After 
being reviewed and updated, the IDF inventory now lists 
approximately 300 microbial cultures covering a wide 
range of food matrices.6 The Chinese Government and 
a number of research institutes are cooperating with 
the IDF to include the cultures used in manufacturing 
traditional Chinese food.

The Danish Veterinary and Food Administration (DVFA) 
has a list of notified microbial cultures used in food. 
The list is a record of all microbial cultures the DVFA 
has been notified of, and can be expanded if given 
more information by culture manufacturers. Culture 
registration does not preclude safety documentation. 
The DVFA does not approve microbial cultures before 
they are used. In European countries cultures are 
considered ingredients and must satisfy legal safety 
requirements, with the responsibility for them being safe 
lying with manufacturers. Related regulations states 
that manufacturers shall only use cultures that have a 
history of safe use.

Diversity in the flavour, smell and texture of different 
cheeses can be mostly attributed to the microbial 
effect. The contribution of certain microbes to cheese 

6 Bourdichon, F., Casaregola, S., Farrokh, C., Frisvad, J. C., Gerds, M. L., 
Hammes, W. P., & Powell, I. B., 2012, Food fermentations: microorganisms with 
technological beneficial use, International Journal of Food Microbiology, Vol. 
154, no. 3, p. 87-97, viewed 10th April 2018.
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has been widely recognised, and pure microbial 
cultures are commonly used by cheesemakers. In 
addition to lactic acid bacterial starter cultures, various 
species of bacteria and fungi can be added to give 
cheese very specific characteristics. For instance, 
blue-mould cheeses have always been fermented 
with  Spores of the filamentous 
fungus Penicillium camemberti are inoculated into milk 
during the production of bloomy rind cheeses such 
as Brie and Camembert. The actinomycete bacterium 
Brevibacterium linens B linens contribute to the reddish-
orange colour found in the traditional cheese Epoisses. 
For centuries, cheesemakers have learned how to 
consistently cultivate specific microbial colonies by 
manipulating the conditions a cheese is subjected to 
during the ageing process. Recognising the historical 
safe use of cultures applied in cheese will help promote 
the cheese industry in China and allow Chinese 
customers to enjoy a wider variety of cheeses.

Recommendations
Revise the labelling requirement in the relevant 
national food safety standard in such a way that it no 
longer requires listing individual cultures on the label.
Recognise cultures that have a history of safe use 
in cheese production and exempt them from the 
positive list or expand the current list to include 
certain cultures and classify them as permitted 
ingredients in the production of cheese.

Abbreviations
DVFA Danish Veterinary and Food Administration
IDF International Dairy Federation

 Commission
SAMR State Administration for Market Regulation
MOH  Ministry of Health
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Food for Special Medical Purposes Sub-working Group 
and Paediatric Nutrition Sub-working Group

Introduction to the Sub-working Groups 
Food for special medical purposes (FSMP) can provide 
the best and most economical nutritional support for 
the treatment and recovery of people with special 
medical needs. FSMP enhances people’s quality of life 
by catering to their individual needs, cutting treatment 
costs and supporting healthier ways of living.  

The European Chamber's Food for Special Medical 
Purposes Sub-working Group was established in 2016 
and counts four leading international manufacturers as 
members that specialise in special nutrition. Members 
of this sub-working group have charted outstanding 
performance in China's FSMP market and are 
committed to FSMP industry growth in China. 

working Group was established in 2009, and currently 
has eight international companies as members and four 
domestic manufacturers as local partners. Members 
and partners of the sub-working group include major 
manufacturers of infant and young children milk-based 
powder formula (infant formula) who are active in 
China, and their expertise in the infant formula sector 
is widely recognised by Chinese consumers. They are 
known for providing high-quality paediatric nutrition 
products that meet consumer needs. Members have 

paediatric nutrition industry in China. The sub-working 
group believes that breast milk is the best food for 
infants and wants to offer its support in educating both 

breast milk.

The Food for Special Medical Purposes Sub-working 

believe that it is crucial to regulate the special food 
sector with modern legislation and modern standards, 
based on scientific evidence and input from both 
industry and the public at large. Both sub-working 
groups strive to promote dialogue and communication 
among all relevant stakeholders, including with industry 
associations and regulators. The sub-working groups 
are both committed to contributing to a better quality of 

life in China, and to ensuring that the whole special food 
industry is safe, healthy and sustainable.

Recent Developments
Food safety has always been the top priority in special 
food regulations. To further ensure the safety of special 
foods, the Chinese Government is establishing a 
registration system, revising corresponding national 
food safety standards and issuing additional regulations 
for support. Some recent regulatory and institutional 
changes are as follows:

Released on 10th March 2016, the Administrative 
Measures for the Registration of Food for Special 
Medical Purposes took effect on 1st July 2016.1  
The Administrative Measures for the Registration 
of Infant and Young Children Milk-based Powder 
Formula was released on 8th June 2016,2 and took 
effect on 1st October 2016. By February 2018, 1,138 
infant formulas from 148 enterprises had been 
approved for registration and were released for sale 
on the market.
The Items and Requirements on Application 
Materials for FSMP Registration (Trial) ,  the 
Requirements on Labelling and Specification 
Samples for FSMP (Trial), the Requirements on 
Stability Testing for FSMP (Trial), and the Key Points 
and Judgment Principles for On-site Verification 
of FSMP (Trial) were released on 13th July 2016, 
as supporting documents for the Administrative 
Measures on the Registration of FSMP.3 
The Items and Requirements on Application 
Materials for the Registration of Infant and Young 
Children Milk-based Powder Formula (Trial), and 
the Key Points and Judgment Principles for On-

1       Administrative Measures for the Registration of Food for Special Medical Purposes, 
China Food and Drug Administration, 10th March 2016, viewed 8th April 2018, 
<http://www.sda.gov.cn/WS01/CL0053/146741.html>

2　 Administrative Measures for the Registration of Infant and Young Children Milk-
based Powder Formula, China Food and Drug Administration, 13th July 2016, 
viewed 8th April 2018, <http://www.sda.gov.cn/WS01/CL0053/155260.html>

3　 Items and Requirements on Application Materials for FSMP Registration 
(Trial), Requirements on Labelling and Specification Samples for FSMP (Trial), 
Requirements on Stability Testing for FSMP (Trial), and Key Points and Judgments 
Principles for On-site verification on FSMP (Trial), China Food and Drug 
Administration, 8th June 2016, viewed 8th April 2018, <http://www.sda.gov.cn/WS01/
CL0087/159121.html>
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based Powder Formula (Trial) were released on 
29th October 2016, as supporting documents for the 
Management Measures on the Registration of Infant 
and Young Children Milk-based Powder Formula.4 
The Items and Requirements on Application 
Materials for the Registration of Infant and Young 
Children Milk-based Powder Formula (Trial) (Revised 

was released on 23rd May 2017.5 The 
Items and Requirements on Application Materials for 

and the Requirements on Stability Testing for FSMP 
 was released on 6th 

September 2017.6 

The Chinese Government is increasingly falling in 
line with international food safety standards. Since 

national food safety standards including the standards 
for infant formula, infant complementary food and 
FSMP, and analytical methods for corresponding foods.7  

will have an impact on the current registration process.

In addition to the above regulations, the following 
regulations, notices and announcements also have an 
important influence on infant formula and the FSMP 
industry:

On 10th January 2017, the former China Food and 
Drug Administration (CFDA) released the Detailed 
Rules for Examination on Production Licensing of 
Infant and Young Children Supplementary Foods 

.8 
On 26th January 2017, the former CFDA issued a 

4　  Items and Requirements on Application Materials for the Registration of Infant and 
Young Children Milk-based Powder Formula (Trial), and Key Points and Judgment 

Formula (Trial), CFDA, 29th October 2016, viewed 8th April 2018, <http://www.cfda.
gov.cn/WS01/ CL0087/166343.html>

5　 Items and Requirements on Application Materials for the Registration of Infant 
, 

CFDA, 23rd May 2017, viewed 8th April 2018, <http://news.sda.gov.cn/WS01/
CL0087/173060.html>

6　 Items and Requirements on Application Materials for FSMP Registration (Trial) 

, CFDA, 6th September 2017, viewed 8th April 2018, 
<http://www.sda.gov.cn/WS01/CL0087/177161.html>

7　 2016 Revision Plans for National Food Safety Standards th July 
2016, viewed 8th April 2018, <http://www.nhfpc.gov.cn/sps/s3593/201609/ef18 
e40959cd4f2ab9b351e32db3eecd.shtml>

8　 Detailed Rules for Examination on Production Licensing of Infant and Young 
, CFDA, 10th January 2017, viewed 8th April 

2018, <http://www.sda.gov.cn/WS01/CL0087/169302.html>

call for public consultation on the Detailed Rules for 
Examination on Production Licensing of FSMP (Draft 
for Comments).9 
On 21st

notice to call for public consultation on the Detailed 
Rules for Examination on Production Licensing 
of Infant and Young Children Milk-based Powder 

.10 
On 29 th September 2017,  the former State 
Administ rat ion for  Industry and Commerce 
(SAIC) issued a call for public consultation on the 
Examination Standard on Advertising of Drugs, 
Medical Instruments, Health Food and FSMP (draft 
for comments).11 
On 22nd

call for public consultation on the Rules for Practices 
of On-site Verification of FSMP Registration (Draft 
for Comments).12 
On 27th

the former General Administration for Quality 
Supervision, Inspection and Quarantine (AQSIQ) 
jointly issued the Announcement on Adjusting the 

.13 
On 13th December 2017, the former CFDA issued 
a call for public consultation on the Guidelines on 
Clinical Trials of FSMP for Inflammatory Bowel 
Diseases (Draft for Comments) and the Guidelines 
on Clinical Trials of FSMP for Diabetes (Draft for 
Comments).14 
On 25th January 2018, the former CFDA issued a 
call for public consultation on the Guidelines on 
Clinical Trials of FSMP for Kidney Diseases (Draft 
for Comments) and the Guidelines on Clinical Trial 

9　 Detailed Rules for Examination on Production Licensing of FSMP (Draft for 
Comments), CFDA, 26th January 2017, viewed 8th April 2018, <www.sda.gov.cn/
WS01/CL0782/169259.html>

10   Detailed Rules for Examination on Production Licensing of Infant and Young 
st April 2017, viewed 

8th April 2018, <http://www.chinadairy.net/cc/info.asp?id=202>
11    Examination Standard on Advertising of Drugs, Medical Instruments, Health Food 

and FSMP (Draft for Comments), SAIC, 29th September 2017, viewed 8th April 
2018, <www.saic.gov.cn/hd/zjdc/201709/t20170929_269454.html>.

12  Rules for Practices of On-site Verification of FSMP Registration (Draft for 
Comments), CFDA, 22nd th April 2018, <www.sda.gov.cn/
WS01/CL0782/217238.html>

13    
, CFDA and the AQSIQ, 27th th April 2018, <www.

sda.gov.cn/WS01/CL0068/217467.html>
14   Guidelines on Clinical Trials of FSMP for Inflammatory Bowel Diseases (Draft 

for Comments) and Guidelines on Clinical Trials of FSMP for Diabetes (Draft for 
Comments), CFDA, 13th December 2017, viewed 8th April 2018, <www.sda.gov.cn/
WS01/CL0782/218831.html>
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of FSMP for Sarcopenia (Draft for Comments).15 
On 14th March 2018, the former Certification and 

re l eased  the  Announcemen t  on  Renewa l 
Registration of Overseas Manufacturers of Infant 
and Young Children Milk-based Formula.16 

On 17th March 2018, the 13th

government restructuring proposal. On 10th April, the 
State Administration of Market Regulation (SAMR) was 

former AQSIQ, the CFDA and the SAIC as well as their 
subsidiary institutes. According to media, these roles 
and responsibilities are expected to be approved by 
mid-June and implemented by the end of September.17   

Regulatory authorities intend to increase market 
access for the special food industry and enhance 
supervision along the entire supply chain to ensure the 
safety of special food production in China. The Food 
for Special Medical Purposes Sub-working Group 

committed to helping the Chinese Government’s efforts 
in improving food safety. As special food manufacturers 
and operators with expertise in advanced concepts, 
sub-working group members and partners continually 
look for opportunities to enhance communication with 
regulatory authorities and contribute to the protection of 
Chinese consumers’ health.

Key Recommendations
1. Optimise the Registration System for 

Special Food

Concern
Improvements to the administrative measures and 
relative regulations for FSMP and infant formula, 
specifying the requirements for registration, changing 
registration and following supervision, are needed to 
ensure that these procedures are well coordinated and 
done in an orderly manner.

15   Guidelines on Clinical Trials of FSMP for Kidney Diseases (Draft for Comments) and 
Guidelines on Clinical Trials of FSMP for Sarcopenia (Draft for Comments), CFDA, 25th 
January 2018, viewed 8th April 2018, <www.sda.gov.cn/WS01/CL0782/223342.html>

16   Announcement on Renewal Registration of Overseas Manufacturers of Infant and 
Young Children Milk-based Formula th March 2018, viewed 8th April 2018, 
<www.cnca.cn/xxgk/ggxx/2018/201803/t20180314_56465.shtml>

17    , 10th April 2018, viewed 
12th April 2018, <http://m.sohu.com/n/534410348/>

Assessment
The administrative measures and relative regulations 
for FSMP are ambiguous when it comes to changing 
registration, both the procedures and the detailed 
requirements are not clear. According to the Items 
and Requirements on Application Materials for the 
Items and Requirements on Application Materials for 

, 
“for changes to items that may impact product safety, 
nutritional sufficiency and special medical purpose 
clinical effectiveness, such as changes to product 
formulas and manufacturing techniques, the registration 
change application shall be submitted pursuant to the 
requirements for new product registration”. This overly 
simple wording does not serve as practical guidance 
and requires further clarification. Only small parts 
of the documentation already submitted for product 
registration are shown on the registration certificates 
and their appendices. It is therefore not clear whether 
companies can change the information not shown on 
registration certificates and appendices themselves. 
Also, the requirements and procedure for changing 
registration certificates and their appendices are not 
clear, nor practical.

The registration of infant formula should be aligned with 
the supervisory components of the Food Safety Law.18   
According to the law, “the infant formula manufacturer 
shall notify the provincial and municipal-level food and 
drug administration authorities, providing information on 
raw materials, additives, product formula and labels.” 
The recipe registration of infant formula also requires 
manufacturers to provide such information. When 
infant formula manufacturers apply for a change in 
registration, detailed procedures are needed to specify 
how this information is to be recorded at the local and 
provincial level.
 
Recommendations

Improve the regulations related to FSMP registration 
change and issue, as soon as possible, relevant 
guidelines for changing registration with clearly 

Coordinate registration changes of infant formula 
with local and provincial level supervisory records. 

18    th April 2015, 
viewed 8th April 2018, <http://www.gov.cn/zhengce/2015-04/25/content_2853643.
htm>
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2.  Accelerate the Revision of National Food 
Safety Standards  

Concern
China’s existing national food safety standards need to 
be updated to correspond with international food safety 
standards, which were recently amended by the Codex 
Alimentarius Committee (CAC) to reflect the latest 

Assessment

Released in 2010, the National Food Safety Standard 
Guideline for Formulas for Special Medical Purposes 
Intended for Infants ( )19 only covers 
six categories of products. The National Food Safety 
Standard General Principles for Food for Special 
Medical Purposes ( ),20 which were 
released in 2013, divided the products into nutrient-
complete FSMP, disease-specific FSMP and nutrient-
incomplete FSMP. Disease-specif ic FSMP only 
encompasses 13 product categories, and the nutrient-

which is insufficient to meet ever-increasing clinical 
needs, due to the overwhelming number of diseases 
found in China. 

Furthermore, there are no product technical indicators 

which would cause unnecessary challenges during the 
registration process.

At present, Chinese complementary food products for 
infants follow the National Food Safety Standard of 
Cereal-based Complementary Foods for Infant and 
Young Children ( ),21 and the National 
Food Safety Standard of Canned Complementary 

19   National Food Safety Standard of Food Safety Special Medical Purpose Infant 
st December 2010, viewed 8th April 2018, 

299896B4D4366FE6A501C66E5D4E9651A02179B0F71E63898B700>
20   National Food Safety Standard General Principles for Food for Special Medical 

th March 2013, viewed 8th April 2018. 
<http://www.nhfpc.gov.cn/sps/s7891/201401/5ffb0424c40f43ff8fe83fada13e8288.
shtml>

21   National Food Safety Standard of Cereal-based Complementary Foods for Infant 
th March 2010, viewed 8th April 

2018. <http://www.nhfpc.gov.cn/sps/s7891/201004/7c44639d854445f1963df8d615
33ddee.shtml >

Foods for Infant and Young Children ( ).22  
Both standards were issued in 2010, and revisions to 
both started in March 2018.

During the revision of the National Food Safety 
Standard of Cereal-based Complementary Foods 
for Infant and Young Children ( ), the 
range of nutrients, such as iron and vitamin A, need 
to be adjusted according to international standards. 
Iron is the most needed nutrient for weaning infants. 
According to the Chinese Dietary Reference Intakes 

, infants over six months old 
are recommended to take 10 milligrams (mg) of iron per 
day,23 whereas the recommended intake is 10–12.5mg/
day according to the World Health Organization 
(WHO),24 and 11mg/day according to the American 
Academy of Pediatrics.25 Iron intake according to 
international standards, is generally higher than what 
is currently advised by the national standards – for 
example, the standard found in the Codex Alimentarius 
has no limitation on the amount of iron to consume. The 
iron content from two cereal-based meals per day can 
barely reach the level of the average daily iron intake 
recommended by the current Chinese national standard. 
Therefore, the sub-working group recommends that the 
upper limit of iron be increased accordingly. Vitamin A 
is easily attenuated by oxidisation. In the drum drying 
process of infant cereal, the attenuation of vitamin A is 
aggravated by heat. These factors lead to difficulties 

Therefore, the sub-working group recommends that the 
upper limit of vitamin A also be increased.

Optional nutrients have not been included in the National 
Food Safety Standard of Canned Complementary 

. 
This is detrimental to the nutritional supplementation 

certain optional nutrients should be added. In canned 
complementary foods for infant and young children, 

22   National Food Safety Standard of Canned Complementary Foods for Infant and 
th March 2010, viewed 8th April 2018. 

<http://www.nhfpc.gov.cn/sps/s7891/201004/7c44639d854445f1963df8d61533dd
ee.shtml >

23   , Chinese Society of 
st October 2014, Science Press, viewed 8th April 2018.

24   Vitamins and Minerals Requirements in Human Nutrition, WHO, published 
in 2004, viewed 8 th Apri l  2018, <http:/ /apps.who.int/ i r is/bi tstream/
handle/10665/42716/9241546123.pdf?sequence=1&isAllowed=y>

25   Dietary Reference Intakes (DRIs): Recommended Dietary Allowances and Adequate 
Intakes, Elements
viewed 13th July, 2018 <http://www.nationalacademies.org/hmd/~/media/Files/
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dietary fibre comes from natural raw materials and 
its amount may be very low or fluctuate largely with 
the season/planting conditions. The introduction of 
‘dietary fibre’ in the nutrition label is either technically 
unfeasible or meaningless in practice. Enterprises 
should therefore be allowed to indicate on the label 
the ‘total carbohydrate’ or ‘usable carbohydrate’, and 
to make their own decision whether to include ‘dietary 
fibre’ on the label. Although the National Food Safety 
Standard of Canned Complementary Foods for Infant 

 prohibits the 
use of spices, exceptions should be made for certain 
vegetables that have been categorised as spices, such 
as onions, celery and mangoes. The sense of taste of 

At present, many mature foreign complementary 
foods for infants and young children such as soluble 
bean yogurt, fruit and vegetable crisps and potato 
products, as well as ultra-high-pressure sterilised fruit 
and vegetable paste, have not been included in the 
existing standards, which is not conducive to industry 
development.

consolidated hundreds of testing method standards. It 
is very common for these standards to contain several 
different testing methods, however, they are often 
unclear on which food category each testing method 
is applicable to. Using different methods to test a 

differences in testing results, which will directly affect 
the results of random inspections, possibly creating 
erroneous judgements. The variation in results from 
using different testing methods with the same standard, 
and the problems that arise from selecting the wrong 
testing and inspection methods remains an issue that 
should be addressed. 

FSMP is included in the State Supervision and 
Inspection Plan issued by the former CFDA in 2018.26  
This category of products contains different substrates 
for meeting the needs of different kinds of patients. 
Compared with infant formula, the substrate of these 
many products has been changed from protein to 

26   Notice on Implementation Rules on the State Supervision and Inspection 
Plan, CFDA, 18th January 2018, viewed 22nd May 2018, <http://www.gov.cn/
xinwen/2018-01/24/content_5260165.htm>

polypeptide or amino acids. In developing and verifying 
the newly-issued , no 
testing or research on products with FSMP substrates 
was conducted, hence the incompatibility of the 
testing methods with many existing FSMP products. 
Consequently, the amount of nutrients tested with 
methods provided in relevant national standards turns 
out to be quite different from the actual amount, which 
results in erroneous judgements. The problems with the 
applicability of FSMP testing must therefore be urgently 
solved.  

Recommendations
Revise national food safety standards so they are 
more aligned with the latest international standards.
Add additional product categories in national food 
safety standards to promote industry development 
and fulfil people’s increasing product needs, while 
putting in place technical indicators for relevant 
products.
Verify differences among existing testing methods, 
clarify what the scope is for each testing method, 
and develop food safety national testing methods for 
FSMP.
Refrain from conducting national or local supervision 
and inspection of FSMP products in the absence of 
national testing standards for FSMP.

3.  Promote the Legislation of New Administrative 
Measures on the Sale of Breast Milk 
Substitutes

Concern
With the Administrative Measures on the Sale of Breast 
Milk Substitutes27 having been repealed by the former 

process for creating a new regulation.

Assessment
Formulated and released in 1995, by the former Ministry 
of Health (MOH), the Administrative Measures on 
the Sale of Breast Milk Substitutes was subsequently 

At present, there is no new administrative regulation 
concerning the sale of breast milk substitutes. The lack 
of regulation and the currently misleading nature of 
infant formula advertising has caused confusion among 

27　Administrative Measures on the Sale of Breast Milk Substitutes, CFDA, 13th 

June 1995, viewed 8th April 2018, <http://www.moh.gov.cn/fys/mrgzdt/201507/
ddea64deac1b43a9b624f370d447 5b93.shtml>
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enterprises. At the same time, relevant policies have 
prevented, to a certain extent, mothers and caregivers 

and from choosing the most appropriate products. This 
could result in infants that need breast milk substitutes not 
being provided with the necessary nutritional support.

Committee approved the revised Advertising Law, 
which was released on 24th April 2015.28 Article 20 of the 
amended law stipulates that it is prohibited to publish 
advertisements—either on mass media or in public 
spaces—that feature dairy products, beverages and 
other foods that claim to fully or partially substitute breast 
milk. The SAIC interpreted the article as a prohibition on 
advertisements of dairy products, beverages and other 
foods that target infants 0–12 months old. According to 
Article 18 of the repealed Sales Management Method 
of Breast Milk Substitutes, infant formula is defined as 
a breast milk substitute that is made in an industrial 
manner according to the standard of the applicable food 
standard code, that can meet the normal nutritional 
requirements of four- to six-month-old infants and is 
suitable for the infant’s physiological characteristics. This 
applicable age range is different to the interpreted age 
range by the former SAIC.

Developing infant and young children formula recipes, 
especially for special medical purposes, usually relies 
on extensive scientific research and clinical evidence. 
Production also requires advanced technology. In 
practice, different products, especially those for special 
medical purposes, need to have their recipes adjusted 
according to an infant’s actual condition. Thus, medical 
and health specialists need to fully understand a 
specific product’s information to communicate with 
manufacturers about issues that arise when in use. 
It not only helps breast milk substitute manufacturers 
improve their formulas, but also helps medical and 
healthcare specialists instruct on and practice infants’ 
feeding activities in a scientific way. Therefore, 

between breast milk substitute manufacturers and 
medical and health specialists will contribute to 
improving product quality and use. In addition, in 
line with the principle of not promoting breast milk 
substitutes, cooperation between manufacturers and 

28　
Standing Committee, 24th April 2015, viewed 8th April 2018, <http://www.gov.cn/
xinwen/2015-04/25/content_2852914.htm>

medical and health institutes should be permitted in 
order to promote breastfeeding and communicate 
knowledge related to nutritional issues. These activities 
should also be permitted in medical institutions based 
on actual needs. Breast milk substitute manufacturers 
should also be allowed to communicate with the 
mothers, or relatives, of 0–6-month-old infants about 
information related to the nutritional value of formulas.

For infants that have been diagnosed by healthcare 
specialists as being unable to receive breast milk, 
choosing breast milk substitutes is the scientific and 

of breastfeeding. Recent policies restrict medical and 
health institutes’ channels for obtaining breast milk 
substitutes and merely allows them to obtain these 
products through retailers, which fails to meet their 
actual needs.

Recommendations
Develop new Administrative Measures on the Sale 
of Breast Milk Substitutes
and scope of breast milk substitutes.
Allow FSMP manufacturers to communicate with 

under the prerequisite that they do not interfere with 
breastfeeding practices.
Allow breast milk substitute manufacturers and 

and health education activities with medical and 
health institutes and their staff.

4. Minimise Repetitive Inspections of 
Manufacturers of Special Food

Concern
Repetitive inspections of the manufacturer are both a 
burden to enterprises and a waste of administrative and 
social resources.

Assessment
According to existing laws and regulations, different 
Chinese government authorities are at liberty to launch 
various on-site inspections of overseas or domestic 
infant formula and FSMP production plants before 
administrative approvals have been granted. An on-site 
inspection of the production site’s quality management 
system is conducted to verify the authenticity and 
correctness of companies’ application documents. 
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Carrying out on-site inspections, especially overseas 
factory inspections, requires a large number of 

travel expenses and high management fees.

From a regulatory perspective, according to the 
requirements found in the Administrative Measures for 
Registration of Infant Formula and FSMP, conducting 
an on-site inspection of the applicant is dependent 
upon the application materials. For imported products, 

of factories when carrying out overseas-manufacturer 
registration, as per the provisions of the Food Safety 
Law. For domestic factories, provincial regulatory 
authorities also conduct on-site inspections when 
reviewing production permissions, according to the 
administrative regulations on production permissions.

From the perspective of inspection personnel, 
although different on-site inspections have slightly 
different focuses, the main content and requirements 
of these inspections are almost the same. Inspectors 
and experts often have similar backgrounds, and it 
is common for the same inspectors to be invited to 
perform different on-site inspections.

In terms of feasibility, registration-related, on-site 
inspections used to be conducted by the former CFDA; 
overseas factory registration-related, on-site inspections 

permission-related, on-site inspections were conducted 
by the former local food and drug administrations or 
market supervision provincial bureaus. As a result of 
the recent government restructuring, the SAMR is now 
responsible for overall food supervision work. The 
integration of various functions will ensure coordinated 
efforts and will harmonise the requirements of relevant 
laws and regulations, which should make it possible to 
merge various on-site inspections.

Recommendation
Consider combining several pre-approval, on-site 
inspections to avoid conducting repeated inspections 
and the accompanying waste of resources.

5. Enhance Education and Publication of 
FSMP

Concern
As a new food category in China, public education on 
FSMP is needed to promote the significant amount of 

population, in order to increase its clinical use and raise 
consumer awareness.

Assessment

FSMP for infants under one year came onto the market 
in 2012. Over the past few years, these kinds of 
products have been promoted and have experienced 
growth. However, clinical medical personnel and the 
public at large still have little knowledge about these 
products, and only professional doctors in specific 
nutrition departments use this type of FSMP when 
diagnosing and prescribing medication for patients. This 
is not conducive to the healthy growth and development 
of infants and young children in China.

As stated in the Chinese Nutritional Development 
Report for Children Aged 0–6 Years (2012),29 paediatric 
nutrition within the first 1,000 days of an infant’s 
life, starting from the mother becoming pregnant to 
the infant turning two years old, tends to impact the 
person’s health throughout his/her entire lifecycle. 
Malnutrition within this timeframe can not only stunt the 
infant’s physical and intellectual development, resulting 
in poor cognition and intelligence, but can also weaken 
the infant’s immune system, affect his/her capacity 
to work as an adult and reduce his/her lifespan. The 
damage caused during this period is irreversible. An 
unhealthy diet, or even excessive nutrition, can result 
in frequent occurrences of chronic diseases during 
adulthood, thus impacting their quality of life and 
increasing medical costs. Educating consumers on the 
importance of nutrient intake during this period is crucial 
to ensuring they understand which products provide 
the necessary nutrition for an infant’s physical and 
intellectual development.

The Chinese Government understands the importance 
of increasing the public’s understanding of proper 
nutrition, as demonstrated by the incorporation of this 
topic into the 13th Five-year Plan. By drafting guidelines, 
such as the Chinese Dietary Reference Intakes (DRIs) 

, and the Dietary Guidelines for 

29　Nutrition Development Report of 0-6 years children in China (2012), Ministry 
of Health, 31st May 2013, viewed 8th April 2018, <http://finance.people.com.cn/
GB/70846/18053789. html>
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Chinese Residents (2016),30 the Chinese Government 
has displayed its intention to improve the public’s 
understanding of nutrition and encourage healthy 
dietary habits. The First 1,000 Days Campaign has 
been included in the National Nutritional Action Plan 

.31  

However, accurate information on nutrition—particularly 
regarding the importance of diet within the first 1,000 

Moreover, while the Internet, and the media in general, 
help to increase consumers’ access to information, they 
also facilitate the dissemination of information that is 

difficult for consumers to discern fact from fiction. 
Consumers from different educational and economic 
backgrounds vary significantly in terms of nutritional 
knowledge. Given that the target consumers of infant 
formulas are special, it is crucial for them to correctly 
identify which products to use. 

FSMP for infants above one year old was registered 
as ‘enteral nutrition pharmaceuticals’ in the late 1990s. 
However, after nearly three decades of development, 

per patient. At present, parenteral nutrition (also known 
as intravenous nutrition) remains the major source for 
clinical nutritional support in China, which is different 
to conditions in developed countries. In Europe and 
the United States enteral nutrition is the main method 
used, with the ratio of enteral nutrition to parenteral 
nutrition being 10:1. In these regions and countries, 
FSMP has had more than 40 years of development. 

nutrition and secondarily on parenteral nutrition. Since 

in China, the wrong nutritional therapy has been used, 
which primarily consists of parenteral nutrition and is 
supplemented by intestinal nutrition. China’s current 
model for clinical nutritional support not only leads to 
parenteral nutrition abuse but also increases the risk of 
complications developing from nutritional therapy use. 

30  Chinese Residents’ Diet Guideline (2016) th 
May 2016, viewed 8th April 2018, <http://www.gov.cn/xinwen/2016-05/13/
content_5073263. htm>

31   
, State Council, 30th June 2017, viewed 8th April 2018, <http://

www.gov.cn/zhengce/content/2017-07/13/content_5210134.htm>

every year, which results in wasted medical expenses 

Recommendations 
Increase educational opportunities for consumers 
and caregivers on the importance of good nutrition 

Publish educational materials for consumers and 
encourage local governments to educate the public 
on basic nutrition, and to help them understand and 
recognise FSMP, as well as its correct usage.

6. Optimise the Requirements for Clinical 
Trials of FSMP

6.1 Rationalise the Requirements Placed on 
Trial Participants

Concern
The requirements placed on trial participants under the 
Administrative Measures on Quality Management of 
FSMP Clinical Trial (Trial)32 need to be re-evaluated and 
revised to guarantee smooth clinical trials, to ensure the 

protect people with special needs.

Assessment
Paediatric populations are usually exempt from clinical 
trials due to ethical reasons stemming from their age 
and selection criteria. Certain difficulties may arise, 
especially when large-scale clinical trials are launched 
in paediatric patients. The Announcement on the 
Technical Guiding Principles for Paediatric Populations 

 clearly stipulates 
that in designing clinical trials for drugs that are used 
in paediatric populations, the principle of “smallest 
sample size, fewest specimens and least pain” shall be 
observed, while ensuring that the evaluation needs are 
met.33 

Besides paediatric populations, in order to obtain the 
necessary sample size for clinical trials, a relatively 
long clinical trial cycle is needed when it comes to 
severe illness or rare diseases, due to low morbidity, 
the difficulties for patients to join such trials and the 
relatively high dropout rate. Furthermore, these kinds of 

32　Administrative Measures on Quality Management of FSMP Clinical Trial (trial), 
CFDA, 1st th April 2018, <www.sda.gov.cn/WS01/
CL0087/165647.html>

33　Announcement of CFDA About the Release of Technical Guiding Principles of 
, CFDA, 7th March 2016, viewed 

8th April 2018, <www.sda.gov.cn/WS01/CL0087/146408.html>
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patients and cannot be replaced by normal FSMP.

Recommendations
Encourage the proper use of existing clinical trial 
data or overseas clinical research data during FSMP 
registration to protect paediatric trial participants, avoid 
unnecessary trials in paediatric populations and better 
utilise existing trial resources.
Establish a method for businesses to be exempt from 
conducting clinical trials or allow a reduction in the use 

outcomes in paediatric populations and populations 
with severe or rare diseases. 
Accept the 'before and after' comparison of one patient 
or the comparison with standard normal growth instead 
of mandating parallel controlled clinical trials.

6.2  Optimise Clinical Observation Indicators

Concern
The currently drafted clinical observation indicators 
and judgement criteria need to be amended to reflect a 
more internationally-recognised scientific approach of 

Assessment
Some of the guidelines for conducting clinical trials of 

public consultation. According to existing requirements, 
a product can be branded as disease-specific FSMP 
only when its safety, nutritional sufficiency and clinical 
effectiveness are proven to be no worse than the nutrient-
complete FSMP control group. The observation indicators 
that one has to meet when conducting disease-specific 
FSMP clinical trials are too broad in scope. A statistical 
analysis may indicate discrepancies in one or more of the 

Recommendation

to be no worse than the control group, allowing an in-
depth assessment to explain the possible reasons for 
underperformance in certain indicators.

6.3  Accept Overseas Clinical Trial Data

Concern
Qualified overseas clinical trial data should be accepted 
as supporting documentation during FSMP registration in 
order to avoid a waste of social resources.

Assessment

clinical trials overseas, if the clinical trial design 
complies with relevant Chinese regulations, such as 
sample size, the selection of the control group and the 
clinical observation indicators, overseas clinical trial 
data should be used as supporting documentation for 
the registration of disease-specific FSMP. Recently, 
a series of regulations on clinical trials of drugs and 
medical devices have been released, involving the 
acceptance of overseas clinical trial data. This should 
be adopted in the regulation of clinical trials for disease-

Recommendation
Develop and issue relevant regulations to allow 
the use of overseas clinical trial data as supporting 

6.4 Remove the Requirement for Involving 
Hospitals’ Nutrition Departments During 
FSMP Clinical Trials

Concern
The mandatory requirement for involving hospitals’ 
nutrition departments during FSMP clinical trials is not 
practical. 

Assessment
All grade III, level A hospitals in China have nutrition 
departments containing varying levels of expertise in 

with relatively few graduates from normal colleges or 
universities that are in possession of clinical nutritionist 

is only responsible for managing the hospital’s canteen 
and does not provide any guidance on clinical nutrition. 
This is the case with the Tumour Hospital of Chinese 
Academy of Medical Sciences, the Tianjin Tumour 
Hospital and the Shanghai Tumour Hospital, among 
others. Clinical trial researchers who joined a clinical 
nutrition association or academy or published clinical 
nutrition papers can make up for the absence of 
nutrition department involvement during clinical trials.

Recommendation
Revise the Administrative Measures on Quality 
Management of FSMP Clinical Trials (Trial) and 
remove the mandatory requirement for involving 
hospitals’ nutrition departments during FSMP clinical 
trials.
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7. Promote Capacity Building for Law 
Enforcement Personnel at a Basic Level

Concern
The recent government restructuring has resulted in big 
changes in law enforcement personnel, some of whom 
are not very familiar with infant formula and FSMP and 
the relevant regulations and standards.

Assessment
Infant formula and FSMP are both high-risk foods. 
They contain a variety of nutrients, adopt specialised 
production techniques and are subject to complex 
requirements through var ious regulat ions and 
standards. These circumstances incur high entry 
barriers for manufacturers and necessitate high-quality 
regulatory personnel.

At present, during FSMP registration, reviewers are 
often not completely clear about the documentation 
that enterprises are required to submit. It happens 
quite frequently that even though the enterprise has 
submitted the documentation according to an opinion 
panel, the reviewer continuously demands that the 
enterprise provide additional supporting materials. 
Multiple rounds of dialogue result in a slow and 

In addition, some reviewers cannot understand the 
original meaning of the stipulations of the law, and 
rigidly require the submission of registration and other 
supporting documents. This has indirectly resulted 
in unnecessary testing and explanations, and thus 
slowed the review process. For some indicators, what 
is outlined in international standards is different from 
national food safety standards, despite the effect being 
the same. Some just use different testing methods for 
the same indicator in order to receive the same result 
but demonstrated in different ways. In these cases, if 
one insists on submitting a test report, which is exactly 
the same as the national food safety standard, it not 
only increases the burden on enterprises but prolongs 
registration times as well.

During the registration process for the recipe of infant 
formula and FSMP, enterprises must submit all kinds 
of technical documents involving production capacity, 
research capacity and testing capacity, which will be 
reviewed in multiple rounds by the Centre for Health 
Food Evaluation and a team of experts from universities 

and hospitals, before registration approval is issued. 
However, information on registration approval cannot 
contain all the technical information, and only shows 
some important information such as the formulation 
dosage. In the registration approval process, the 

in reality different batches of raw materials contain 
different amounts of nutrients due to different factors, 
for example the season. Therefore, during actual 
production the dosage of different nutrients fluctuates 
above or below the target value. Rigid enforcement of 
the regulation, according to the information displayed 
on the registration approval, will lead to erroneous 
judgements.

Recommendations
Improve information disclosure, clarify the review 
requirements as soon as possible, release the 
review requirements to the public and provide 
training to local law enforcement personnel 
accordingly.
Enhance scientific supervision and improve the 
capability of registration reviewers with relevant 
training.

Abbreviations
AQSIQ  General Administration for Quality   
  Supervision, Inspection and Quarantine 
CFDA  China Food and Drug Administration 

  Administration of China

DRI  Dietary Reference Intake 
FSMP  Food for Special Medical Purposes 
MOH  Ministry of Health

  Technology Research Centre

  Commission
SAIC  State Administration for Industry and  
  Commerce
SAMR  State Administration for Market   
  Regulation 
WHO  World Health Organization 
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Automotive Working Group 

Key Recommendations
1.  Adopt Comprehensive Policies for Intelligent Connected Vehicles (ICVs) 

that Promote both a Level Playing Field for Business Operations and 
Technological Development

 Provide foreign companies with equal access to China’s national initiatives for ICV development and 
promote advanced technologies and products in China.

for businesses to choose partners and for customers to choose products.
 Encourage local authorities’ cooperation with on-road vehicle testing applications and test licences.

2.  Create a Stable and Predictable Legislative Environment that is Conducive to 
the Sustainable Development of New Energy Vehicles (NEVs)

technical requirement enhancements for 2019–2020, as there is not enough lead time for original 
equipment manufacturers (OEMs) to plan and react.

targets are set. 

for local producers. 

3.   Allow Flexibility for Corporate Average Fuel Consumption (CAFC) Compliance 
and Provide Reasonable Lead Time for OEMs to Adapt

 Release the off-cycle technology regulations as soon as possible and provide off-cycle credit to 
OEMs.

 Publish the next-phase of CAFC rules early to allow at least two years of lead time for the industry to 
adapt.

4.  Improve Coordination among Different Government Agencies that Regulate 
the Automotive Industry 

 Improve coordination among relevant government agencies and streamline administrative red tape, 
especially for repetitive tests and approvals.
 Centralise authority within one government agency for homologation/type approval.
 Avoid overlapping responsibilities of different government authorities when regulating the automotive 
industry.
 Consult industry stakeholders when introducing new rules and regulations, and allow the automotive 
industry ample time to adjust to new rules.
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Introduction to the Working Group
The automotive industry helps society by providing 
mobility for people and goods, without which modern 
societies could not function. For over a hundred 
years, the private car has transformed people’s quality 
of life by providing independence and freedom of 
movement, and cars are now the number one source of 
transportation in many countries.

Road freight transport is the backbone of trade and 
commerce in China: trucks carry 70 per cent of all cargo 
transported over land. Vans are also key players in the 
logistics chain, enabling the ‘last mile’ delivery of goods 
in urban areas. Largely used by small and medium-
sized enterprises (SMEs) as business tools, vans power 
many economies, helping businesses to thrive. 

Buses are the most widely-used form of public 
transportation in China, serving cities, suburban and 
rural areas. They are also the most cost-efficient and 

investment to launch new lines or routes.

The automotive industry is committed to developing 
sustainable mobility solutions that have a minimal 
negative impact on society, while maintaining its crucial 
role as the mover of goods and people in society.

The Automotive Working Group is composed of 
European manufacturers and importers of passenger 
vehicles, commercial vehicles, automotive components 
(including tyres), special vehicles and automated 
systems. The Automotive Working Group currently has 
56 member companies and works closely with the Auto 
Components Working Group. The core members of the 
Automotive Working Group are also member companies 
of the European Automobile Manufacturers’ Association 
(Assoc ia t ion  des Const ruc teurs  Européensd ’ 
Automobiles, [ACEA]).

Recent Developments
Market Development 2017–2018
The Chinese auto market recorded moderate growth in 
2017. The sales of locally manufactured automobiles 
reached 28.88 million units, with a growth of three per 
cent compared to 17.6 per cent in 2016. This slowdown 
was partially impacted by the phasing out of the tax cut 
policy for small cars with engines smaller than 1.6 litres 
(l). 

In 2017, Chinese brands accounted for 43.9 per cent of 
the passenger car (PC) market, while European brands 
collectively owned 21.4 per cent, followed by Japanese 
brands (17 per cent) and American brands (12.3 per 
cent). Sport utility vehicles (SUVs) still made up a 
sizeable part of the PC market, however its growth rate 
faltered in 2017, slowing down to 13.3 per cent from 
44.6 per cent in 2016. However, buoyed by the new 
loading and emission regulations the commercial vehicle 

sales also surged by 53.3 per cent (777,000 units were 
supported by subsidies and other incentives) the vast 
majority of which were dominated by Chinese brands. 

central and local governments. The market for imported 
automobiles recovered from its decline over the last two 
years, with an increase of 16.6 per cent. The completely 
built unit (CBU) volume reached 1.22 million units 
comprising four per cent of the total market, with 63.9 
per cent of CBUs being from European brands.1 

Legal Environment for the Automotive Sector 
The automotive industry remains subject to a variety 
of regulations from multiple ministries. The lack of 
coordination among different agencies not only doubles 
their own administrative burdens but also results in 
unnecessary costs for automotive manufacturers. 

were made in 2017–2018:

th December 2017, the State Council decided 
that the two conflicting standards concerning the 
conduct of annual safety inspections for road 
vehicles, the Ministry of Public Security’s (MPS’s) GB 
21861-2014,2 and the Ministry of Transport’s (MOT’s) 
GB 18565-2016,3 will be merged into one standard 
over the course of 2018.  

th

announced a major government restructuring plan. 
Under the authority of the General Administration of 
Customs (GAC), the customs clearance procedure 
for imported vehicles will henceforth be combined 

1　 , China 
Association of Automobile Manufacturers, viewed 11th July 2018, <http://www.
caam.org.cn/newslist/a34-2.html>

2　Items and methods of motor vehicles safety technology inspection, 
Standardisation Administration of China, 22nd December 2014, viewed 11th May 
2018, <http://www.gb688.cn/bzgk/gb/newGbInfo?hcno=812987F33360A93F5E1
44ADB3174FDB5> 

3　Composite performance requirement and detecting methods for road transport 
vehicles, Standardisation Administration of China, 14th June 2016, viewed 11th 
May 2018, <http://www.gb688.cn/bzgk/gb/newGbInfo?hcno=8ACF74A75E3F360
35788422C4DE988BB>
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with the commodity inspection procedure, which was 
previously under the remit of the former General 
Administration of Quality Supervision, Inspection and 
Quarantine (AQSIQ).4 

Trade and Investment
Until 2018, a foreign investor’s maximum share in an 
automotive enterprise was limited to 50 per cent, and 
a foreign investor was only allowed to establish two 
Sino-foreign joint ventures (JVs) for passenger vehicle 
production, and two for commercial vehicle production 
(the ‘2+2’ regulation). In 2017–2018, the Chinese 
Government started to advance plans to remove JV 
ownership restrictions, which originally were adopted 
by the government to manage internal combustion 

production and push for the technological advancement 
of electric vehicles (EVs). 

On 25th April 2017, the Ministry of Industry and 
Information Technology (MIIT), the Ministry of Science 

Automotive Industry Mid-long-term Development Plan.5  
This plan mentions that China will raise the 50 per cent 
cap on foreign shares in automotive JVs, a process that 
is to be carried out incrementally.    

On 12th

automotive investment projects will be managed in the 
Opinions on Improving the Management of Automobile 
Investment Projects.6 It states that the authorities’ 
aim is to promote electric vehicle (EV) manufacturing, 
and at the same time to stringently control ICE 
vehicle production capacity. For EVs, the 2+2 rule 
no longer applies, but it remains in force for ICE JVs. 
Commendable as this is, the working group believes 
that the market is a better mechanism for controlling 
production capacity if the state no longer supports 
failing companies.

On 18th

for liberalising the limitations on the automotive sector. 
4　 After the government restructuring in March 2018, the former AQSIQ, former 

State Administration for Industry and Commerce, and former China Food and 
Drug Administration have been merged into the State Administration for Market 
Regulation (SAMR).

5   Mid-term and long-term development plan for the automotive industry
and the MOST, 25th April 2018, viewed 11th May 2018, <http://www.miit.gov.cn/
newweb/n1146295/n1652858/n1652930/n3757018/c5600356/content.html>

6　Opinions on Improving the Management of Automobile Investment Projects, 
th June 2017, viewed 11th May 2018, <www.ndrc.gov.cn/

gzdt/201706/t20170612_850518.html>

the ratio restriction of foreign shares will be cancelled in 
2018, while the restriction for commercial vehicles and 
PCs will be removed in 2020 and 2022, respectively. 
Meanwhile, the rule that foreign car makers can only 
have a maximum of two JV partners when they enter 
the Chinese market is also expected to be removed by 
2022.

The abovementioned series of government policies are 

development in the history of China’s opening up and 
have the potential to increase the amount of outside 
investment into China. This could take place through 
increased ownership stakes by European companies as 
well as a higher number of new investments.

At the same time, there are still concerns over investment 
from an industry standpoint. First, administrative and 
permit approvals that are closely linked to major 
investments are sometimes a deterrent, either 
intentionally or unintentionally. Second, for European 
companies in China that have previously faced JV 
requirements, most have already developed a strong 
and entrenched relationship with their required partners. 
In most cases, it is unlikely that this will change. 
Third, it comes down to market demand. Given that 
China’s automotive market is transitioning from fast 
to sustainable forms of growth, convenience is no 
longer the whole story. International companies need to 
carefully assess the market to make rational investment 
decisions. On the whole, the working group feels that 
it is important to stress that members welcome this 
development and see it as a major step forward. 

On 22nd May 2018, the Ministry of Finance (MOF) made 
an official announcement that it would trim tariffs on 
imported cars from 25 to 15 per cent of their wholesale 
value. It also announced a cut on tariffs for imported 
car parts, reducing them to a standard six per cent. 
Chinese tariffs on parts previously ranged from 6 to 
25 per cent, depending on the category, and averaged 
approximately 10 per cent. While this tariff reduction 
is certainly encouraging for the passenger vehicle 
industry, the working group advocates for reducing 
tariffs on the commercial vehicles industry as well. 
China is going to introduce high capacity transport 

the road transport system, which requires the use of 
rigid chassis. However, the heavy-duty vehicle chassis 
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has an import tariff level of 15 per cent, which is high 
when compared to the tariffs on road tractors. To 
promote the development of sustainable transport in 
China, the working group recommends that the tariff 
level for heavy duty vehicles and road tractors should 
be the standard six per cent.   

On 28th and 30th

of Commerce jointly released the 2018 version of the 
Special Management Measures for Foreign Investment 
Access and the 
respectively, which further confirmed the timeline 
for liberalising foreign investment in the automotive 
industry.

NEV Development

one.  Wi th sa les soar ing due to the generous 
government subsidies for locally-produced vehicles, 

sold in the world today. However, over the 2017–2018 
period, with battery electric vehicle (BEV) sales falling 
dramatically whenever subsidies have been scaled 

government subsidies will be phased out by 2020 
creates a sense of foreboding for China’s automotive 
industry. Market uptake could either necessitate the 
next wave of government support and intervention in the 

subsidy era. With all of the government investments 

equipment manufacturers (OEMs) now have a common 
desire to see further market-supporting measures for 

Intelligent Connected Vehicle (ICV) Development
The Automotive Working Group is keen, through the 
ACEA, to take up the challenge of working with the 
Chinese Government in coordinating and harmonising 
standards for the next stage of connected and 
automated vehicles. The European Union (EU) and the 
Chinese authorities gave their joint blessing to this type 
of high-level cooperation at the ministry-level dialogue 
on the automotive industry held in Brussels on 27th 

industry in China is traditionally administered by 
different ministries, often in an uncoordinated way, 
different voices from different authorities will likely 
create confusion over how these new technologies 
should be regulated. 

Key Recommendations
1. Adopt Comprehensive Policies for Intelligent 

Connected Vehicles (ICVs) that Promote Both 
a Level Playing Field for Business Operations 
and Technological Development

Concern
The Chinese Government has been slow in producing 
overarching guidelines on ICVs and automated vehicles 
(AVs), and has intervened in technological development 
by prescribing technological pathways for companies. 

Assessment
In May 2015, the State Council launched its China 
Manufacturing 2025 initiative, with the goal of transforming 
the country into an innovation and manufacturing 
powerhouse in a variety of sectors, including the 
automotive industry.7 In the report, the government 
announced its plans to support domestic companies 
working on connectivity technologies in the hope of 
making them industry leaders, both locally and globally. 
In one statement, the MIIT announced the following 
goals for ICVs by 2025: reduce traffic accidents by 
more than 30 per cent; set safe autonomous driving 
speeds of 120 kilometres per hour (km/h); lower energy 
consumption by 10 per cent; and reduce emissions by 
more than 20 per cent.  

In October 2016, the Chinese Society of Automotive 
Engineers (SAE) released the Technology Roadmap for 
Energy-saving and New Energy Vehicles.8 The drafting 

Advisory Committee and the MIIT. The roadmap 
defines the development stages, targets and critical 
technologies for ICV development. From an industry 
point of view, the roadmap serves as the foundation to 
guide authorities, think tanks and industry alliances to 
promote the key parts of vehicle digitalisation, including 
but not limited to legislation and regulation, road testing, 
information privacy, vehicle to X communication and 
data exchange platforms. 

the Mid-term and Long-term Development Plan for the 

7　 , State Council, 19th May 2015, viewed 4th June 2018, 
<http://www.gov.cn/zhengce/content/2015-05/19/content_9784.htm>

8　China’ s Intelligent and Connected Vehicle Technology Roadmap Released, 
Renmin Daily, 27th October2016, viewed 11th May 2018, <http://www.gov.cn/
zhengce/2017-06/15/content_5202631.htm>
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Automotive
ICVs as the major drivers for developing the country's 
overall automotive sector.9 

On 29th December 2017, the MIIT and the Standardisation 
Administration of China (SAC) jointly issued the 
Guidelines for the Establishment of National Standards 
System of Telematics Industry. The aim of these 
guidelines is to set national standards for China’s ICVs. 
Such a standards system will play an important, leading 
and supportive role in the development of China’s ICV 
industry.

On 5th Intelligent 
Vehicle Innovation and Development Strategy ,10 
which sets ambitious goals for ICV development in 
China. The authorities plan to leverage diversified 
methods, including state-funded projects and hi-
tech company acquisition, to break through key 
technologies and reduce the core technology gap 
between China and other countries. In the meantime, 
ICV-related cybersecurity, mapping and surveying, data 
administration, indigenous technologies (5G, BeiDou, 
chips, algorithms) are subject to intense government 
scrutiny for national security reasons.

The abovementioned policy development regarding 
ICVs indicates that multiple central-level, governmental 
bodies are involved with regulating the ICV industry. 
From an industry perspective, even with so many 
regulators, an overarching policy design regarding the 
roles of different ministries and a holistic infrastructure 
and technology development plan are still lacking. 
Therefore, establishing a cross-sector coordination 
mechanism and clearly outlining the responsibilities 
of the authorities are crucial, and without these 
improvements vehicle digitalisation in China may be 
inhibited. 

At the local level, China has made progress on 
autonomous driving since the Beijing Municipal 
Commission of Transport issued the Guidance on 
Accelerating the Work on Road Testing of Autopilot 
Vehicles in December 2017,11 followed by Shanghai 

9　Mid-term and Long-term Development Plan for the Automotive Industry, MIIT, 
th April 2017, viewed 4th June 2018, <http://www.miit.gov.cn/n1146285/

n1146352/n3054355/n3057585/n3057592/c5599771/content.html>
10  Announcement on the public comments on Intelligent Vehicle Innovation and 

Development Strategy th January 2018, viewed 
11th May 2018, <http://www.ndrc.gov.cn/gzdt/201801/t20180105_873145.html>

11  Guidance on Accelerating the Work on Road Testing of Autopilot Vehicles, Beijing 
Municipal Commission of Transport (BMCT), 18th December 2017, viewed 11th 
May 2018, <http://jtw.beijing.gov.cn/xxgk/tzgg/201712/t20171218_189568.html>

and Chongqing. In April 2018, the central government 
released a national guidance that gave local authorities 
the freedom to develop implementation measures and 
grant the approval of applications for road testing in 
their respective territories.12 However, while this kind 
of decentralisation brings more policy flexibility it also 
leads to inconsistency in road testing standards for 
different jurisdictions. From an industry perspective, to 
successfully develop self-driving cars, being a global 

the working group therefore encourages local authorities 
to cooperate with on-road vehicle testing applications 
and test licences, and accelerate the process to issue 
road-test permits for companies that conduct relevant 
research and development (R&D) activities. 

Recommendations

China’s national initiatives for ICV development and 
promote advanced technologies and products in 
China.

neutral policy approach to allow diversified choices 
for businesses to choose partners and for customers 
to choose products.

vehicle testing applications and test licences.

2.  Create a Stable and Predictable Legislative 
Environment that is Conducive to the 
Sustainable Development of NEVs

Concern
Compulsory regulations are becoming more stringent 

customers’ demands are being phased out, adding to 
the unpredictability of an already-challenging market.    

Assessment
Policy transparency
As product decisions need to be made several years 

for the government to ensure policy transparency and 
early industry involvement before introducing new 
policies. If there is not a predictable way to determine 

12  Administrative Guideline on Intelligent Connected Vehicles Road Testing (Trial), 
MIIT, MOT and the MPS, 11th April 2018, viewed 30th July 2018, <http://www.miit.
gov.cn/n1146295/n1652858/n1652930/n3757018/c6128243/content.html>
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regulatory requirements, industry participants will be 
cautious about investing in and developing new models.

Subsidies

that have been included in The Catalogue of Financial 
Subsidies for Promotion and Application of New Energy 
Vehicles (Catalogue)13 can still access subsidies. In 
certain cities like Beijing, where the majority of the 

included in the Catalogue
plates. 

On 12th February 2018, the MOF announced the Notice 
on Adjustment and Upgrade of Financial Subsidies for 
New Energy Vehicle Promotion, which aims to promote 

higher battery energy density.  The policy states that the 

with endurance mileage below 300 kilometres (km), 
with this policy having gone into effect on 11th June 
2018. The reduction of subsidies is a big change for 

the industry four months to adjust, posing enormous 
challenges for OEMs to modify their production plans. 
The working group therefore recommends that the 

the subsidy policy for 2019–2020 to support the 

NEV credits
On 28th September 2017, the MIIT released the 
Paralleled Management Measures on Corporate Average 
Fuel Consumption (CAFC) and NEV Credits. This 
regulation applies to all enterprises that sell passenger 
cars in China, including domestic manufacturers and 
foreign OEMs. All automotive companies will need to 
meet specific CAFC requirements, while large-scale 
companies—those with an annual production or import 
volume of 30,000 or more traditional-fuel passenger 

Those who fail to meet these targets will have to buy 
credits from other auto manufacturers. 

13 Catalogue of Financial Subsidies for Promotion and Application of New Energy 
Vehicles, 12th February 2018, viewed 11th May 2018, <http://www.bjxnyqc.org/
news/top/190.html>

as a percentage of its total annual conventional-fuel 
passenger car production or its equivalent in imports 

should account for 10 per cent in 2019, and 12 per 
cent in 2020. From an industry perspective, even minor 

will necessitate huge changes to enterprises’ R&D 
and production. In-depth discussion with the relevant 

credits is released. 

Local producers and importers are faced with the 

to reach their targets, as central and local subsidies 

Additionally, lobbying and negotiations are needed 

plates in regulated cities. Therefore, the working group 
recommends that the government provides equal 

abolishes preferential treatment for local producers. 

Recommendations

polices, to improve transparency and predictability. 

as early as possible, and do not produce further 
technical requirement enhancements for 2019–2020, 
as there is not enough lead time for OEMs to plan 
and react.

credit policies beyond 2020 to ensure that realistic 
targets are set. 

local producers. 

3.  Allow Flexibility for CAFC Compliance 
and Provide Reasonable Lead Time for 
OEMs to Adapt

Concern
China sets quite challenging CAFC targets but is slow in 
creating the CAFC administrative rules for 2021–2025. 

Assessment
The CAFC targets set by the government are four litres 
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(l) per 100 km in 2025 and 3.2l/100 km in 2030.14 The 
targets are quite ambitious, and it is impossible for 
traditional vehicles to meet the target alone. In fact, 

comprise 20 per cent of the entire automotive market by 
2025 and 40 to 50 per cent by 2030. 

Given that the next phase of CAFC administrative rules 
for 2021–2025 are still under discussion, the automotive 
working group believes that the government should 
consider the following points:

1. The estimation of fuel consumption improvement 
for traditional vehicles needs to be realistic. While 
OEMs can technically improve traditional vehicle fuel 
consumption by reducing overall vehicle weight or 
using transmission technologies, cost-effectiveness 
goals cannot be met.

According to the Paralleled Management Measures 
on Corporate Average Fuel Consumption (CAFC) 
and NEV Credits, it allows manufacturers to use 

adding flexibility to the existing fuel efficiency 
regulation for passenger cars.

3. The government should a l low f lex ib i l i ty  for 
compliance. For example, off-cycle technology 
(OCT) can help reduce fuel consumption and 
improve CAFC performance. However, since the 
OCT effect cannot be detected in the test cycle, 
off-cycle credit is not recognised when calculating 
the CAFC. Furthermore, the current rules allow 
CAFC credit transfers among affiliated OEMs for 
locally-produced vehicles, but do not allow CAFC 
credit transfers among foreign companies’ different 
Chinese partners.   

4. Enough lead time should be given to the industry 
when CAFC administrative rules for 2021–2025 
are implemented. The automotive industry needs 
the next phase of CAFC rules, so market players 
can urgently make business plans and investment 
decisions. It is critical for the government to introduce 
the updated rules early and give the industry at least 
two years of lead time to adjust. 

14 Interpretation of the fourth stage standard of Corporate Average Fuel 
Consumption, MIIT, 26th January 2015, viewed 11th May 2018, <http://www.miit.
gov.cn/n1146295/n1652858/n1653018/c3780606/content.html>

Recommendations

and provide off-cycle credit to OEMs.

at least two years of lead time for the industry to 
adapt.

4.  Improve Coordination among Different 
Government Agencies that Regulate 
the Automotive Industry 

Concern
Multiple government agencies regulate the automotive 
industry in an uncoordinated manner, which leads 
to inconsistent interpretation of policy and results in 
unnecessary costs, as well as barriers to technical 
innovation, for enterprises.

Assessment
Automotive products in China are subject to more than 
one type of approval/homologation system. Taking 

required to be type-approved by the MIIT, which ensures 
the model’s conformity to a set of technical standards, 
including fuel consumption. Meanwhile, the model also 
needs to be approved for entering the marketplace by 
the China Compulsory Certification System, which is 

In fact, almost all of the technical requirements for these 
two approvals are the same. However, automotive 
companies have to submit two different formats of test 
reports and technical data for approval by the MIIT and 

What’s more, in addition to these two repetitive 
approval processes—which both include requirements 
on fuel emission standards—automotive manufacturers 
still have to comply with the current national emission 
standards set by the Ministry of Ecology and Environment 
(MEE) before they can put the vehicle into use. If the 
model is to be sold in Beijing, approval from the Beijing 
Environmental Protection Bureau is also mandatory.
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This is still not enough, as further approval by the 
Ministry of Transport (MOT) must be received before 
the truck manufacturer can receive a Commercial 
Transportation Permit for the truck model.

This lack of coordination among different agencies 
not only doubles their own administrative burdens 
but also results in unnecessary costs for automotive 
manufacturers. Sometimes, individual agencies have 
a different understanding of the same test results, 
creating further problems for automotive manufacturers. 

as they interrupt product development and affect 
customer satisfaction.

Recommendations

agencies and streamline administrative red tape, 
especially for repetitive tests and approvals.

for homologation/type approval.

government authori t ies when regulat ing the 
automotive industry.

new rules and regulations, and allow the automotive 
industry ample time to adjust to new rules.

Abbreviations
ACEA  European Automobile Manufacturers’  
  Association
AQSIQ   General Administration of Quality   
  Supervision, Inspection and Quarantine
AV                         Automated Vehicle
BEV  Battery Electric Vehicle
BMCT  Beijing Municipal Commission of   
  Transport
CAFC  Corporate Average Fuel Consumption
CBU  Completely Built Unit 

  Administration of China
EV                     Electric Vehicle 
GAC  General Administration of Customs
HCT  High Capacity Transport 
ICE  Internal Combustion Engine
ICV  Intelligent and Connected Vehicle
IV                         Intelligent Vehicle
JV                     Joint Venture

km  Kilometre
MEE  Ministry of Ecology and Environment
MOST  Ministry of Science and Technology
MOF  Ministry of Finance
MOT  Ministry of Transport
MPS  Ministry of Public Security
MIIT   Ministry of Industry and Information   
  Technology

  Commission
R&D  Research and Development
SAE China Chinese Society of Automotive Engineers
SAMR  State Administration for Market   
  Regulation
SME  Small and Medium-sized Enterprise
SUV  Sport Utility Vehicle
OCT                    Off-Cycle Technology
OEM  Original Equipment Manufacturer
PC  Passenger Car



Auto Components Working Group 187

European Business in China Position Paper 2018/2019

Section Three: Goods

Auto Components Working Group

1. Strengthen Policy Enforcement in the Independent Automotive Aftermarket 
(IAM) and the Disclosure of Vehicle Technical Information and Data
1.1 Accelerate and Enforce Existing Policies to Give Access to IAM Businesses

Promulgate the Anti-monopoly Guideline in the Automotive Industry. 
Introduce a ‘repair clause’ in Chinese patent law that excludes design patent rights for visible 
spare parts intended to restore the initial appearance of a vehicle.
 Create a statutory obligation against discriminatory payments for original equipment 
manufacturers (OEMs) in order to allow auto component suppliers (ACSs) to use production 
tools owned by OEMs when manufacturing products for the IAM. 
Declare agreements invalid that restrict the rights of an ACS to use OEM-owned tools when 
manufacturing products for the IAM. 

1.2 Enlarge End-consumer Choices During Both the Statutory Warranty Period and 
Extended Warranty Period
Strengthen regulatory enforcement that permits automotive independent aftermarket operators to 
have access to end consumers for non-warranty work during both the statutory warranty period 
and extended warranty period. 

2. Improve the Legislative Framework of Anti-counterfeiting Laws and 
Regulations, and Strengthen Relevant Enforcement to Protect the Legitimate 
Interests of Intellectual Property Rights (IPR) Owners

Lower the threshold for filing auto component criminal cases and introduce more severe 
punishments such as punitive damages for problems with safety-related parts.
Enforce existing regulations more punitively in cases of counterfeiting registered trademarks.
Establish an annual auto parts safety inspection for eliminating fake parts circulated in the 
market.
Publish regulations for handling confiscated counterfeits to ensure they do not re-enter the 
market.
Promulgate the E-commerce Law and make corresponding amendments to relevant regulations, 
such as the Civil Procedure for Evidence Collection to make it viable for brand owners to pursue 
civil or criminal remedies for online infringement.

3.  Introduce International Consensus into National Policies and Regulations to 
Promote the Development of the Remanufacturing Industry

Integrate international definitions for remanufacturing into Chinese national policies and 
standards.
Distinguish between the ‘core’ and ‘waste’ in scrapped auto parts intended for import and export.
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Introduction to the Working Group 
The auto components industry complements the 
automotive industry in helping to provide mobility for 
people and goods, which is essential in today’s inter-
connected world. The heavy reliance on road-freight 
transportation and light vehicles for trade and travel 
naturally creates a demand for both original equipment 
(OE) parts and aftermarket parts. As such, the industry 
has become extremely important to the economy and as 

transformation.

development goals, with the Chinese Government 
labell ing the automotive sector ( including auto 
components) a pillar industry. The auto components 
industry urges the government to consistently launch 
and commit to its economic development plans. These 
plans devote particular attention to the latest automotive 

and help the industry thrive.

The Auto Components Working Group, created in 
2000, consists of over 80 European and other foreign 
companies involved in the manufacturing of auto 
components and machine tools for the production 
of auto components and automotive assembly lines. 
Member companies also import and distribute auto 
components and provide after-sales services. An 
independent automotive aftermarket (IAM) Desk was 
established in October 2014 by the Auto Components 
Working Group, with its members exploring the 
possibilty of applying for a European Union (EU) Motor 
Vehicle Block Exemption Regulation (MVBER) to 
improve IAM business accessibility for suppliers and 
for the improvement of existing laws and regulations,1  
some of which include the Access to the Vehicle Repair
and Maintenance Information Methods, the Auto Sales 
and Management Methods (Sales Methods) and the 
Antimonopoly Guideline in the Automotive Industry 
(AML Guideline). 

1　

Vertical Agreement and Concerted Practices in the Motor Vehicle Sector, European 
Parliament, 1st June 2010, viewed 10th April 2018, <http://eurlex.europa.eu/legal-

Recent Developments
Market Development
In 2017, China’s automobile sales for new vehicles 
reached 28.8 million, a year-on-year growth of three 
per cent, with China being ranked first in the world 
for automobile sales for nine consecutive years. 
Meanwhile, the automobile sales structure has evolved. 

share of self-owned brand passenger cars increased by 
0.7 per cent. Continuing the rapid growth that took place 
in 2016, the number of used-car transactions reached 
12.41 million in 2017, a year-on-year increase of 
approximately 19.4 per cent since 2011. It is expected 
that the number will grow in 2018 to nearly 15 million.2 
These statistics prove that proactive policies that cater 
to the second-hand car market are effective.3 

Automobile sales continue to expand. In the first 11 
months of 2017, retail sales of auto commodities above 
the designated size ceiling were close to Chinese 

year, accounting for 26 per cent of the retail sales of 
consumer goods for the same period. Automobile sales 
played a key role in maintaining steady growth.4  

Regulatory Environment

NEVs

manufactured in China exceeded 700,000 units. 

units, and was ranked first in the world for the third 

that were manufactured in China reached 250 watt-
hour/kilogrammes (kg), an increase of nearly 15 per 
cent when compared to 2016 levels. Moreover, the 
maximum driving distance of mainstream electric cars 
reached 300 kilometres (km).5 

government intervention to maintain the long-term 

2　Used cars trade analysis st April 2018, viewed 10th July 
2018, <http://www.360che.com/news/180419/93600.html> 

3　Regular Press Conference at the Ministry of Commerce, Ministry of Commerce, 
18th January 2017, viewed 9th April 2018, <http://www.china.com.cn/zhibo/
content_50236886.htm>

4　 Regular Press Conference at the Ministry of Commerce, Ministry of Commerce, 
18th January 2017, viewed 9th April 2018, <http://www.china.com.cn/zhibo/
content_50236886.htm>

5　Dual-Points Administrative Measures Promote Healthy Development of New 
Energy Vehicles, MIIT, 22rd December 2017, viewed 9th April 2018, <http://www.
miit.gov.cn/n973401/n5967641/c5976577/content.html>
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27th September 2017, the Ministry of Industry and 
Information Technology (MIIT), the Ministry of Finance 
(MOF), the Ministry of Commerce (MOFCOM), the 
General Administration of Customs (GAC), and the 
former General Administration of Quality Supervision, 
Inspection and Quarantine (AQSIQ)6 jointly issued 
the Measures for the Parallel Administration of the 
Average Fuel Consumption and New Energy Vehicle 
Credits of Passenger Vehicle Enterprises (Dual-points 
Administrative Measures). This policy established two 
point systems: one for the managing the company 
average fuel consumption, the other serving the same 

The Dual-Points Administrative Measures established 
a po int  t rad ing mechanism where companies 
can independently determine negative integral 
compensation methods, which aim to conserve energy, 
reduce fuel consumption and promote the development 

Dual-points Administrative Measures 
serve as a long-term mechanism for the market-
orientated development of energy-saving vehicles and 

th February 
2018, the MOF, the MIIT, the Ministry of Science and 

Notice 
on Adjusting and Improving the Fiscal Subsidy Policies 
to Promote the Use of New Energy Vehicles (Notice).7  
The Notice adjusted and improved the subsidy policy 

adjusting the requirements for operating mileage based 
on further detailed requirements. Clarifying the subsidy 
policies and technical adjustment requirements for fuel 
cell vehicles, the Notice encourages the development 
and application of products that use advanced 
technologies and incorporate high safety standards. 
This will further drive the development of the fuel cell 
industry.

a large scale. It is estimated that by 2020, China will 
be in excess of 200,000 tonnes (24.6GWh) of new 

6　After the government restructuring in March 2018, the former AQSIQ became the 
State Administration for Market Regulation.

7　Notice on Adjusting and Improving the Fiscal Subsidy Policies to Promote the Use 
of New Energy Vehicles, th February 2018, 
viewed 9th May 2018, <http://jjs.mof.gov.cn/zhengwuxinxi/zhengcefagui/201802/
t20180213_2815574.html>

energy batteries, of which approximately 60,000 tonnes 
will need to be disposed of. Promoting the recycling of 
power storage batteries and establishing a system that 
embodies the circular economy is important to ensure 

26th January 2018, the MIIT, the MOST, the former 
Ministry of Environmental Protection (MEP),8 the 
Ministry of Transport (MOT), the MOFCOM, the former 

issued the Interim Measures for the Administration of 
Recycling Traction Batteries of New Energy Vehicles 
(Interim Measures).9 The Interim Measures identifies 
the main responsibilities of relevant parties. It also 
states that because of battery coding standards and 
traceability information systems, the sources of battery 
products can be searched, traced and node-controlled. 
The Interim Measures also constructs a full life-cycle 
management mechanism in an attempt to establish 
sound industry standards, supervision systems and a 
process for healthily and sustainably developing battery 
recycling capabilities. 

Internet of Vehicles and Autonomous Driving
The Internet of vehicles (IOV) industry has recently 
come on the scene and has combined automotive, 
electronics, information and communications, road 
transportation and other industries together. On 27th 

December 2017, the MIIT and the Standardisation 
Administration of China (SAC) jointly issued the 
Guideline for Developing National Internet of Vehicles 
Industry Standard System.10 Four months later, on 3rd 
April 2018, the MIIT, the Ministry of Public Security 
(MPS) and the MOT jointly issued the Standards for 
the Administration of the Road Tests of Intelligent 
Connected Vehicles (Trial Implementation) (National 
Standards).11 Being the first nationwide road test 
regulation for self-driving cars, the National Standards 
apply to all intelligent connected vehicles (ICVs) on 
public roads in China, including automobiles with levels 
of conditional automation, high automation and full 
automation. 

8　After the government restructuring in March 2018, the MEP became the Ministry 
of Ecology and Environment (MEE). 

9　Official Interpretation of Interim Measures for the Administration of Recycling 
Traction Batteries of New Energy Vehicles, MIIT, 28th January 2018, viewed 11th 
April 2018, <http://www.miit.gov.cn/n1146285/n1146352/n3054355/n3057542/
n3057547/c6070732/content.html>

10  Guideline for Developing National Internet of Vehicles Industry Standard System 
(Intelligent & Connected Vehicle), MIIT and the SAC, 27th December 2017, 
viewed 13th April 2018, <http://www.miit.gov.cn/n1146285/n1146352/n3054355/
n3057497/n3057502/c5994352/content.html>

11  Standards for the Administration of the Road Tests of Intelligent Connected 
Vehicles (Trial Implementation), MIIT, MPS and the MOT, 3rd April 2018, viewed 
13th April 2018, <http://www.gov.cn/xinwen/2018-04/12/content_5281923.htm>
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Many local governments in China have already 
made preparations to lay a firm foundation for road-
testing ICVs. Beijing, Chongqing, Changchun, Hebei, 
Shanghai, Wuhan, Wuxi and Zhejiang have constructed 
demonstration sites for ICV testing, including the 

semi-closed and open roads. In December 2017, two 
guiding documents, the Guiding Opinions of Beijing 
Municipality on Accelerating the Work of Road Tests for 
Autonomous Vehicles (Trial Implementation) and the 
Detailed Implementation Rules of Beijing Municipality 
for the Administration of the Road Tests of Autonomous 
Vehicles (Trial Implementation),12 were issued. The 
Beijing Government also announced the opening of 
33 roads spanning 105km for testing and issued the 
first batch of temporary licences. In February 2018, 
the Measures for the Administration of the Road Tests 
of Intelligent Connected Vehicles in Shanghai (Trial 
Implementation)13 was issued, with Shanghai also 

trials. 

Remanufacturing
The remanufacturing of auto components is vital 
to the entire automotive industry as well as to the 
development of a circular economy. According to the 
China Automotive Technology Research Centre, it 
is predicted that by 2025, the value of China's auto 
components from remanufactured products wil l 
comprise approximately eight per cent of the total 
value of aftermarket sales. China’s auto components 
remanufacturing market will be approximately Chinese 

14 

On 2nd May 2018, the MOFCOM issued the latest draft 
version for comments of the Measures for Scrapped 
Cars Recycling, which eliminated the ‘total cap control’ 
requirement for scrapped car companies and allowed 

12  Notice on Issuing the Guiding Opinions of Beijing Municipality on Accelerating 
the Work of Road Tests for Autonomous Vehicles (Trial Implementation) and 
Detailed Implementation Rules of Beijing Municipality for the Administration 
of the Road Tests of Autonomous Vehicles (Trial Implementation), Beijing 

Municipal Commission of Economics and Information Technology, 15th December 
2017, viewed 11th April 2018, <http://www.bjjtw.gov.cn/xxgk/dtxx/201712/
t20171218_189567.html>

13 Measures for the Administration of the Road Tests of Intelligent Connected 
Vehicles in Shanghai (Trial Implementation), Shanghai Municipal Commission 
of Economy and Informatisation, Shanghai Municipal Bureau of Public Security, 
Shanghai Municipal Transportation Commission, 22rd February 2018, viewed 11th 
April 2018, <http://www.sheitc.gov.cn/cyfz/676771.htm>

14 Expert opinion: An analysis on the opportunities of Chinese automobile 
remanufacturing industry development, sohu, 15th August 2016, viewed 11th April 
2018, <http://mt.sohu.com/20160815/n464280037.shtml>

the remanufacturing and reusing of the ‘5 Main 
Assemblies’ (engine, steering gear, transmission, front 
and rear axle, and car frame). The new measures also 
abolished the previous stipulation that the purchasing 
price of scrapped cars should be valued according to 
the prices of the scrapped metals. Due to the official 
implementation of the new measures, as well as the 
growing rate of vehicle recycling, it is estimated that the 
the remanufacturing market for the ‘5 Main Assemblies’ 

billion in China.15 

To ensure the high-speed and high-quality development 
of the automobile industry, an integrated collaboration 
system and a coordination mechanism are required 
for both auto manufacturing and auto component 
businesses. Win-win collaborative development 
mechanisms are conducive to establishing a green 
industry system that covers design, production, 
distribution, consumption and recycling. The working 
group calls for an upgrade to the automotive industry 

development between auto manufacturing and auto 
component enterprises. This could be accomplished 
by designing new policies that could include the 
following: calling for the industry to build a new ‘vehicle 
components’ partnership in order to streamline research 
and development (R&D) between the two industries 
and cooperation over auto components procurement, 
so a safe and controllable key components support 
system can be established. The government also 
needs to support legislation which accelerates the 
development of the automotive aftermarket and 
promotes automotive industry transformation from 
product-orientated to customer-orientated development. 
Finally, new legislation encouraging development in 

and other aftermarket services, and third-party logistics 

working group.

15  Revised Edition of Measures for Scraped Cars Recycling Is About to Release with 
Huge Market Space to Expect, jrj.com, 8th March 2018, viewed 11th May 2018, <http://
stock.jrj.com.cn/2018/03/08063824208711.shtml>
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Key Recommendations 
1. Strengthen Policy Enforcement in 

the IAM and the Disclosure of Vehicle 
Technical Information and Data

1.1 Accelerate and Enforce Existing Policies to 
Give Access to IAM Businesses

 
Concern
Auto component suppliers (ACS) are often prevented 
by original equipment manufacturers (OEMs) in China 
from selling in the IAM the same authorised auto 
components supplied by ACSs to OEMs for the first 
vehicle installation due to various restrictions, such 
as contractual arrangements, intellectual property (IP) 
claims and tooling ownership.

Assessment
Frequent restrictions imposed on ACSs that sell to the 
automotive IAM limit consumer choice and intentionally 
increase prices by reducing competition. Technically, 
direct or indirect restrictions, often imposed by OEMs on 
ACSs, constitute a ‘monopoly agreement/arrangement’, 
that inhibits free competition, and should be prohibited 
under the current AML. 

With the Chinese antitrust authorities’ recent series of 
actions against OEMs, China’s automotive market has 
become better prepared for the kind of liberalisation the 
draft AML Guideline espouses. The draft AML Guideline 
is a milestone for ACSs when it comes to opening up 
the IAM in China, especially in relation to the following 
two issues:

Article 1.2 of the draft AML Guideline confirms that 
maintaining the integrity of car brands is essential for 
the automotive aftermarket. Therefore, OEMs may have 
a dominant position in the aftermarket (which could 
potentially consist of only one brand) even if they have 
no dominant position in the new vehicle market, aligning 
with similar regulations in Europe.16 

The definit ion of ‘relevant market’ is helpful in 
recognising that OEMs do have market power when 
conducting business with ACSs. In particular, OEMs 

16 FREQUENTLY ASKED QUESTIONS (FAQS) ON THE APPLICATION OF 
EU ANTITRUST RULES IN THE MOTOR VEHICLE SECTOR, European 
Commission, 2012, viewed 13th April 2018, < http://ec.europa.eu/competition/
sectors/motor_vehicles/legislation/mv_faq_en.pdf> 

use this as leverage during contract negotiations with 
ACSs, and the results of these discussions are often 
decided on this aftermarket advantage.

Once the AML Guideline goes into effect, ACSs should 
have legal grounds to claim OEM abuse for receiving 
unfair access to customers, tooling and IP.

2. Territorial and Customer Restrictions
Article 2.3.4 of the draft AML Guideline outlines four 
‘hard-core’ restrictions, where exemptions will not 
be made even if the aforementioned relevant market 
shares fall under 25–30 per cent. These situations 
include the following: (1) the restriction of passive sales; 
(2) the restriction of cross-supplies between distributors; 
(3) the prohibition of distributors and repairers from 
selling parts to end users; and (4) the restriction of auto 
components suppliers, repair tools, testing equipment 
or other types of equipment from selling products they 
manufacture for distributors, repairers or end users, 
except in situations where a subcontracting agreement 
exists. 

With regards to subcontracting agreements, under the 
MVBER, the following restrictions imposed on ACSs 
regarding access to the automotive aftermarket, violate 
EU competition law and are automatically void:

Article 5(b): “The restriction, agreed between a 
supplier of spare parts, repair tools or diagnostic 
or other equipment and a manufacturer of motor 
vehicles, of the supplier’s ability to sell those goods 
to authorised or independent distributors or to 
authorised or independent repairers or end users.”

While the draft AML Guideline will provide clearer 
antitrust guidance for businesses in the auto industry, a 
number of areas lack implementation details, such as 
subcontracting agreements, tooling and IP restrictions.

In practice, OEMs prohibit ACSs from producing 
and selling dual-branded parts in the IAM by using 
OEM-owned tooling and IPR. OEMs usually use 
these conditions to claim the supply agreement is a 
subcontracting agreement between OEMs and ACSs. 

Article 6.1 of the draft AML Guideline states that a 
subcontracting agreement requires an OEM to provide 
necessary/essential IPR, equipment/tooling and know-
how for a manufacturer to produce car parts based on 
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their requirements. However, in all other cases, the 
auto components are developed by researchers and 
designed by engineers trained by and working for the 
ACSs, and the manufacturing is done using equipment, 
tooling and IP owned by the ACSs. 

The development and tooling costs are normally paid 
by the OEM to the ACS, with it only covering the work 
related to adopting the research results, protecting the 
IP, and the labour the designer and engineer put in 
to manufacture specific parts. They do not cover the 
entire investment cost made by the ACS for developing 
necessary technology and expertise to meet the OEM’s 
demands.

Regarding tooling, the European Commission’s (EC’s) 
Notice on the Supplementary Guidelines on Vertical 
Restraints in Agreements for the Sale and Repair of 
Motor Vehicles and for the Distribution of Spare Parts 
for Motor Vehicles (Supplementary Guidelines) can 
serve as a reference point for Chinese legislators as it 
explains the EC’s interpretation of existing automotive 
rules:17 

Paragraph 23: “Article 5 (b) of the Motor Vehicle Block 
Exemption concerns any direct or indirect restriction 
agreed between a supplier of spare parts, repair tools 

manufacturer obliges a component supplier to transfer 
its ownership of such a tool, intellectual property rights, 
or know-how, bears only an insignificant part of the 
product development costs, or does not contribute any 
necessary tools, intellectual property rights, or know-
how, the agreement at issue will not be considered to 
be a genuine sub-contracting arrangement.”18 

As illustrated by the provisions quoted above, the 
purchasing terms should take OEM obligations 
into considerat ion (under the MVBER and the 
Supplementary Guidelines) and allow ACSs to use 
OEM-owned tools in the IAM. However, if ACSs seek to 
use OEM-owned tools as manufacturing parts, the IAM 

17  
on Vertical Restraints in Agreements for the Sale and Repair of Motor 
Vehicles and for the Distribution of Spare Parts for Motor Vehicles, EC, 1st 
June 2013, viewed 10th

TXT/?uri=CELEX:E2012C1011(01)>
18  When the motor vehicle manufacturer provides a tool, IPR and/or know-how to 

notice if the component supplier already has the tool, IPR or know-how at its 
disposal, or could, under reasonable conditions, obtain them.

Regarding intellectual property rights (IPR), OEMs 
being able to allegedly restrict original ACS sales to 
the IAM appears to be groundless in light of ACSs’ 

and outside the EU, have adopted regulations whereby 
an OEM cannot use its patent design rights to restrict 
spare parts being used in the repairing or restoration 
of a complex product (the so-called ‘repair clause’). 
With the cooperation of European OEMs, European 
vehicle manufacturers enjoy the existence of the IAM 
as a reliable source for parts that can be used in repair 
and maintenance. Resulting from this is job creation in 
the IAM, the promotion of healthy competition between 
authorised networks, a wide range of consumer choices 
for service and repair and a market-driven price point 
for such services. To see these benefits in China, the 
Supplementary Guidelines could serve as a reference 
point for Chinese legislators. 

Under the Supplementary Guidelines:
Paragraph 24: “Article 5 (c) of the Motor Vehicle 
Block Exemption relates to the restriction agreed 
between a manufacturer of motor vehicles that uses 
components for the initial assembly of motor vehicles 
and the supplier of such components, which limits 
the supplier’s ability to place its trademark or logo 

allowing this, motor vehicle manufacturers can restrict 
the marketing of OES parts and limit consumers’ 
choice in a manner that runs counter to the provisions 
of Article 101 of the treaty.”

Without any official legislation in place, ACSs must 
follow binding agreements that are usually favourable to 
OEMs in China.

Recommendations
Promulgate the AML Guideline. 
Introduce a ‘repair clause’ in Chinese Patent Law 
that excludes design patent rights for visible spare 
parts intended to restore the initial appearance of the 
vehicle.
Create a statutory obligation against discriminatory 
payments for OEMs in order to allow ACSs to use 
production tools owned by OEMs when manufacturing 
products for the IAM. 
Declare agreements inval id that restr ict  the 
rights of an ACS to use OEM-owned tools when 
manufacturing products for the IAM. 
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1.2 Enlarge End-consumer Choices During 
Both the Statutory Warranty Period and 
Extended Warranty Period 

Concern
During the auto warranty period, all services and repairs 
must be carried out by the vehicle manufacturers’ 
network, otherwise it will not conform to the Three 

, limiting 
consumers’ choices in servicing and repairing non-
statutory auto components and parts in the automotive 
aftermarket.

Assessment
As stated in the ,19&20 vehicle sellers are 
responsible for the repair, replacement and refunding of 
private cars manufactured and sold in China during the 
auto warranty period, and all services and repairs must 
be carried out by the vehicle manufacturers’ network.

The  are there largely to protect the 
rights of consumers. However, these regulations also 
affect repair shop development that takes place outside 
the vehicle manufacturers’ network. One of the major 
improvements in the new European competition law 
framework is that vehicle manufacturers cannot make 
warranties conditional upon repair and servicing of a 
vehicle within their network, or on the use of their own 
branded spare parts. According to a new set of rules 
within the EU,21 consumers have the right to use any 
repair shops for non-warranty work, during both the 
statutory warranty period and an extended warranty 
period. Of course, every operator is subject to statutory 
product and service liability. Thus, anyone causing 
damage to a vehicle as a result of negligent work, or 
that uses defective parts, is responsible for it. This 
improvement should be considered and adopted in 
China. 

Recommendation
Strengthen regulatory enforcement that permits 
automotive IAM operators to have access to end 
consumers for non-warranty work during both the 
statutory warranty period and extended warranty 
period. 

19    3R: repair, replacement and refund. 
20   Regulation on repair, replacement and refund of private cars, AQSIQ, 15th January 

2013, viewed 13th April 2018, <http://www.aqsiq.gov.cn/zjxw/zjxw/zjftpxw/201301/
t20130115_338113.htm>

21  FREQUENTLY ASKED QUESTIONS (FAQS) ON THE APPLICATION OF EU 
ANTITRUST RULES IN THE MOTOR VEHICLE SECTOR, EC, 2012, viewed 
13th April 2018, <http://ec.europa.eu/competition/sectors/motor_vehicles/
legislation/mv_faq_en.pdf>

2.  Improve the Legislative Framework of Anti-
counterfeiting Laws and Regulations, 
and Strengthen Relevant Enforcement 
to Protect the Legitimate Interests of IPR 
Owners 

Concern
China’s automotive IAM has been heavily disrupted by 
the wide-spread distribution of counterfeits, resulting in 
consumers’ preferring authorised networks for repair, 
service and maintenance.

Assessments
The current legal framework allows rightful owners 
to f ight  counter fe i t  goods by ut i l is ing several 
different methods—administrative, civil and criminal 
proceedings—based on the quantity and value of the 
illegal items. However, according to members’ practical 
experience, the existing framework does not thoroughly 
solve the counterfeiting problems that brand owners are 
facing. 

As new technologies rapidly evolve, more platforms 
are being developed to facilitate online transactions, 
such as private and public social media accounts and 
e-commerce stores. Despite this evolution in technology, 
the circulation of counterfeits is also well established 
on these online trading platforms. E-commerce does 
not yet have its own separate set of regulations, and 
the existing legal framework is ineffective in regulating 
these types of activities. The gap between the current 
market situation and the regulatory environment makes 

Administrative regulations differentiate counterfeiting 
activities based on quantity and value of fake items, 
so counterfeiters have adopted methods of evading 
detection by manufacturing and distributing small 
quantities of fake goods. In this case, if they are caught 
by a local Administration for Market Regulation, the 
punishment usually would be a minor fine and simple 
confiscation. Considering that the unit price of spare 
parts is relatively inexpensive, punishment for these 
crimes may not be severe enough to disincentivise 
counterfeiters. With these regulatory loopholes the 
number of counterfeiters has multiplied and fake 
products remain pervasive.

When ACSs file lawsuits the burden of proof falls on 
them, including evidence acquisition and counterfeit 
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identification, making it difficult for ACSs to prosecute 
counterfeiters. Because of the ‘safe harbour’22 rule for 
online service providers, ACSs have difficulty locating 
genuine data on counterfeiters’ identities, location 
of business and illegal transaction histories. This is 
unlikely to change unless the ACS could plead their 
case to the police or court system.

operating in the traditional offline market. The high 
costs of investigating the locations of stored counterfeit 
goods often leads to ACSs abandoning the process for 
formally lodging a complaint. Furthermore, there is no 

items are likely to re-enter the market.

Even if the ACS could bring a successful civil or 
criminal case against a major counterfeiter, it would 
be difficult, either tangibly or intangibly, for the ACS 
to be compensated for damages suffered. Repetitive 
investigations are no longer sustainable in the long 
run because counterfeiters face lenient punishments, 
which do not adequately de-incentivise them from 
breaking the law. Therefore, it is necessary for ACSs 
to face lower costs when prosecuting criminals for 
counterfeiting automotive components. At the same 
time, more severe punishments should be introduced to 
deter counterfeiters from engaging in illegal activities. 

Safety must be considered above all else. Counterfeit 
auto parts often raise concerns regarding their ability 
to meet safety requirements imposed by authorities. 
With the potential to cause serious injuries to users, the 
impact of counterfeit parts on safety should be taken 
into consideration when lodging a complaint against 
counterfeit auto components. A punitive damage 
system should be adopted in such cases, similar to the 
rule regulating fake food and drugs. An annual safety 
inspection should also be used to look for fake parts.

The intangible value of the brand is the most essential 
asset a company possesses, and it must be secured 
if the market is to be open to fair competit ion. 
Counterfeiters not only pose a safety risk but steal 
revenue from ACSs as well. The working group holds 
the view that controlling counterfeiting is in the interests 
of both manufacturers and consumers.

22   Safe-harbour rule: in normal cases, online platforms do not disclose their clients’ 

Finally, large amounts of poor quality counterfeit auto 
components are exported from China to the rest of the 
world. This hurts China’s image abroad—especially in 
developed countries—as a reliable source of quality 
products and negatively effects Chinese manufacturers 
who are operating honestly.

Recommendations

cases and introduce more severe punishments such 
as punitive damages for problems with safety-related 
parts.
Enforce existing regulations more punitively in cases 
of counterfeiting registered trademarks.
Establish an annual auto parts safety inspection for 
eliminating fake parts circulated in the market.

to ensure they do not re-enter the market.
Promulgate the E-commerce Law and make 
corresponding amendments to relevant regulations, 
such as the Civil Procedure for Evidence Collection 
to make it viable for brand owners to pursue civil or 
criminal remedies for online infringement.

3.  Introduce International Consensus into 
National Policies and Regulations 
to Promote the Development of the 
Remanufacturing Industry

Concern
Blocking the trans-boundary movement of vehicle 
cores is inconsistent with environmental protection 
goals, it hinders the development of the automotive 
remanufacturing industry and runs counter to initiatives 
designed to develop a circular economy (both in the EU 
and China).

Assessment
Advancing to a circular economy, where the value of 
auto products, materials and resources is maintained 
within the economy for as long as possible, is an 
essential part of the EU’s and China’s efforts in 

and competitive economy. The EC and the Chinese 
Government consider this transition an opportunity 
for generating new and sustainable competitive 
advantages, and the working group strongly believes 
in ‘closing the loop’ and utilising circular economic 
principles in the automotive industry. Remanufacturing 
is one of the most innovative concepts dominating the 
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circular economic discourse on manufacturing practices 
in the automotive industry. 

Remanufacturing is a practical and sustainable way 
to maintain quality product value, and utilise existing 
materials and resources in a competitive manner. 
Remanufacturing in the automotive industry is a 
standardised industrial process that restores used 
parts to fulfil a function that is considered, at the 
very minimum, ‘equivalent’ to the original part. Three 
elements are essential to remanufacturing: the core, the 

elements as follows:23 

CORE: A core is a previously sold, worn or non-functional 
product or part, intended for the remanufacturing process.

During reverse logistics, a core is protected, handled 
and identified for remanufacturing in order to avoid 
damage and preserve its value.
A core is not waste or scrap and is not intended to be 
reused before remanufacturing. 

PART: A remanufactured part fulfils an equivalent 
function to that of the original part. It is restored from 
an existing part (core), using standardised industrial 

A remanufactured part is given the same warranty 
as a new part and it clearly identifies itself as a 
remanufactured part. 

REMANUFACTURING PROCESS: Remanufacturing 
is a standardised industrial process by which cores are 
returned to same-as-new, or better condition.

The process is in line with a host of technical 
specifications, including engineering, quality and 
testing standards.
The process yields fully warranted products.

For remanufacturing to be a viable concept, cores need 
to make their way back to the remanufacturing centre. 
The cores sometimes come from outside of the country, 
and since they are sometimes considered waste 

23  The European Association of Automotive Suppliers, the Motor & Equipment 
Remanufacturers Association, the Automotive Parts Remanufacturers 

Organisation for the Engine Remanufacture and the Remanufacture Committee 
of China Association of Automobile Manufactures, all agreed on a common set 
of descriptions which defined the remanufacturing industry and published a 
press release on 13th September 2016. Remanufacturing Associations Agree on 

, Apra.org, 14th September 2016, viewed 10th April 
2018, <http://apra.org/news/307672/Remanufacturing-Associations-Agree-on-

products they are subject to international movement 
restrictions. Regarding electronic equipment, the 

transboundary movements of electrical and electronic 
waste and used electrical and electronic equipment, in 
particular regarding the distinction between waste and 
non-waste under the Basel Convention” in 2015. The 
guideline states that used equipment is not considered 
waste if the equipment is destined for failure analysis, 
for repair and refurbishment or for extended reuse. 
However, the guideline also states that parties are able 
to not allow the import or export of used equipment 
destined for any of the aforementioned uses. It is not 
clear if the guideline will affect the remanufacturing of 
electronic equipment in the future.

The working group recognises and appreciates the 
environmental efforts underway today to stimulate 
circular economic initiatives within China’s automotive 
industry and encourages the recognition of the 
international standards to ensure quality, value and 
sustainability of remanufactured goods. On 14th 
September 2016, six leading associations in the 
remanufacturing industry covering Europe, the United 
States, Brazil and China, reached a consensus 
regarding what defines the remanufacturing process 
and its core purposes. It is necessary at a national 
level to distinguish between a core, a waste and a 
scrapped auto part for import and export. This will 

remanufacturing industry. 

Recommendations

into Chinese national policies and standards.
Distinguish between the ‘core’ and ‘waste’ in 
scrapped auto parts intended for import and export.
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Abbreviations
ACS             Auto Component Supplier
AML           Anti-Monopoly Law
AQSIQ  General Administration of Quality   
  Supervision, Inspection and Quarantine

EC   European Commission 
EU             European Union
ICV               Intelligent Connected Vehicle
IAM              Independent Automotive Aftermarket
IP               Intellectual Property
IPR               Intellectual Property Rights
MOF             Ministry of Finance
MEP             Ministry of Environmental Protection
MPS             Ministry of Public Security
MIIT             Ministry of Industry and Information   
  Technology
MOFCOM         Ministry of Commerce 
MOT             Ministry of Transport
MOST            Ministry of Science and Technology
MVBER         Motor Vehicle Block Exemption Regulation 

  Commission

OEM            Original Equipment Manufacturer
SAC             Standardisation Administration of China
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 Cosmetics Working Group

Key Recommendations
1. Conduct a Thorough Public Consultation before Promulgating the Revised 

Cosmetics Supervision and Administration Regulations (CSAR)
Ensure that the appropriate legislative agency and responsible regulator conduct a survey with all 
affected industries to discuss the major impacts of recent changes in the cosmetics industry.
Carefully evaluate the necessity of including oral care and bar soap as cosmetics in the CSAR. 
Maintain the sub-categories on hair growth, breast beautifying and body shaping conforming to the 

CSAR.
Specify in the CSAR the categories of products and ingredients that need approval prior to market 
entry.

and post-market supervision—with enterprises bearing the responsibility for product quality and 
safety.

Apply the administrative licence management system only to ingredients that are considered high 
risk as stated in the CSAR.
Devise a simplified review and approval procedure for lower-risk ingredients that perform non-
special functions before implementing the CSAR, in order to accelerate the review and approval 
process for new ingredients.
Standardise and improve the administration scheme for ingredients in positive, negative and 
restricted cosmetics ingredients lists in the Cosmetics Safety and Technical Standards; and for 
ingredients assessed and permitted for use by foreign authorities, apply relatively simplified 
assessment procedures and acceptance mechanisms.
Set up and implement a regularly updated management mechanism for the Used Cosmetics 
Ingredients Catalogue that regulates the supplementation and assessment process and criteria, 
and, for the sake of the objectivity of the catalogue, differentiate the ingredients in question by 
providing notes instead of deleting items. 

3. Establish a Modern Risk Management System Based on Product Safety 
Assessments and Gradually Rescind the Mandatory Requirement for 
Animal Testing

processes for alternative testing methods, accept data obtained from these methods, and gradually 
cease the mandatory requirement to test on animals.
Allow qualified companies to use safety assessment reports for imported non-special cosmetics’ 
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4.1 Administrative Approval Time Limit and Review Standard
Further specify the administrative licensing review time limit, especially for situations like extensions, 
changes of hygiene permits and data supplementation.
Improve and optimise review processes—according to the safety risk level of registration review 
opinions—providing quick and convenient reviews of data supplementation that are not related to 

Establish a detailed and transparent review of the key points and guidelines, adopt unified expert 
review standards, and conduct investigations on and publicly announce new review requirements 
ahead of their implementation.
Give due consideration to the transition from old to new regulations, strictly implement the time periods 

4.2 Hygienic Conditions for Enterprises Manufacturing Domestic Cosmetics for 
Special Use

Cancel the assessment of sanitary conditions for domestic manufacturers that make special cosmetics, 
thereby shortening the amount of time for registration.

4.3 Management of Cosmetics Imported for Non-special use in the Shanghai Pudong 
New Area (Pilot)

Recommend that the minimum number of cases for human trials and consumer surveys be removed 
from the .

5.2 Administration of Labelling 
Ensure new labelling rules are compatible with existing requirements and global practices. 
Provide the industry with adequate transition periods when formulating/revising laws and regulations on 
labelling.

5.3 Administration of Advertising 
Improve the regulation of local market supervision departments and promulgate through the 
State Administration for Market Supervision the necessary implementation rules for unifying and 
standardising the understanding and implementation of the Advertising Law among relevant local 
authorities.

or third-party laboratories commissioned by the enterprise as a proof of advertising materials.

6. Establish a Well-organised Post-marketing Surveillance System
Establish a national network of sampling systems that will avoid duplicative sampling and repeated 
punishments and allow enterprises access to this data. 

results in order to avoid false media reports that can mislead consumers.
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Give full play to market supervision by establishing social linkage mechanisms and regulating the sampling 
items and publicity process.
Formulate relevant laws and regulations to standardise activities related to ‘social supervision’.
Punish organisations or individuals that invent or disseminate false information, to give full play to the role of 
social co-governance.

Introduction to the Working Group
Cosmetics are not only used for beautifying, but also 
to help preserve one’s health. Although for some time 
cosmetics were considered a luxury product, they are 
now considered a daily necessity for most people. As 
President Xi Jinping said, “People's yearning for a better 
life is the goal we strive for”.1 Thus, the sustainable 
development of the cosmetics industry will help to satisfy 
the population’s desire for a better standard of living.   

The Cosmetics Working Group consists of 60 members, 
including a large number of internationally well-known 
cosmetics brands, with a diverse range of business 
models. The majority of members have established 
research and development and production facilities in 
China and are industry leaders. Their expertise has 
been widely recognised by consumers, and they have 
contributed significantly to cosmetics development 
in China. The cosmetics industry has also acted as 
a catalyst for other related industries, such as fine 
chemicals, packaging, logistics and advertising.

The Cosmetics Working Group aims to:
represent the interests of European cosmetics 
enterprises and facilitate information exchange among 
members, professional associations and regulatory 
bodies;
promote the healthy and sustainable development 
of China’s cosmetics industry and contribute to the 

environment; and
ensure consumer safety.

The new principle contradiction facing Chinese society, 
as outlined in the report issued after the 19th Party 
Congress, “is the contradiction between unbalanced 
and inadequate development and the people's ever-

1　Speech of Xi Jinping at the First Plenary Session of the 19th CPC Central 
Committee, Communist Party News, 1st January 2018, viewed 18th July 2018, 
<http://cpc.people.com.cn/n1/2018/0101/c64094-29738466.html>

growing needs for a better life”.2  European cosmetics 
companies possess cutting-edge technology and 
extensive experience in managing qual i ty and 
assessing safety. A fully-opened market that allows 
both competition and cooperation between Chinese 
and European cosmetics companies will not only 
ensure that the domestic market becomes stronger 
through exposure to competition but also enable 
Chinese consumers to access a variety of new and safe 
products. 

Recent Developments

industry continued to maintain steady growth in 2017. 

251.4 billion in 2017, an increase of 13.5 per cent,3  

16.1 per cent compared to the same period last year.4  
According to data from the Directorate-General for 
European Statistics at the European Commission (DG 
EUROSTAT), imports of cosmetics from the European 
Union increased steadily from 2010 to 2016. The total 
import value in 2016 exceeded euro (EUR) 850 million, 
a year-on-year increase of 14.5 per cent. China’s 
cosmetics industry gained momentum in 2017, driven 
by the rise of domestic brands and the development of 
multi-channel marketing. The deepening of urbanisation 
and a growing need for high-end cosmetics in tier-two 

this growth.5&6 

2   China Focus: Principal contradiction facing Chinese society has evolved in new 
era: Xi, Xinhua, 18th October 2018, viewed 12th July 2018, <http://www.xinhuanet.
com/english/2017-10/18/c_136688643.htm>

3　 , 
th January 2018, viewed 24th April 2018, <http://www.stats.gov.cn/tjsj/

zxfb/201801/t20180118_1574935.html>
4　National economy achieved a good start in the first quarter th April 

2018, viewed 24th April 2018, <http://www.stats.gov.cn/tjsj/zxfb/201804/
t20180417_1594310.html>

5　Analysis of the development trend of the cosmetics industry and the market of 
skin care products continues to grow, Qianzhan.com, 23rd April 2018, viewed 24th 
April 2018, <https://bg.qianzhan.com/report/detail/459/180423-75445e17.html>

6　Strong growth in cosmetics consumption and listed companies increase their 
efforts in distribution th March 2018, viewed 24th April 2018, <http://
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Another factor contributing to the growth of cosmetics 
consumption has been the vigorous development of 
e-commerce, which has driven consumer demand for 
innovative, customised and high-end products, bringing 
both new opportunities and challenges to cosmetics 
enterprises in the Chinese market. On 20th September 
2017, the State Council extended the implementation 
of existing regulations on retail imports via cross-border 
e-commerce to the end of 2018.7 Following this, the 
Ministry of Commerce (MOFCOM) announced that the 
policy’s scope will be expanded to include five more 
cities – Hefei, Chengdu, Dalian, Qingdao and Suzhou.8 

The Cosmetics Working Group has always paid close 
attention to legal reforms and regulatory changes in 
the industry and is therefore pleased to see that the 
State Council has listed the Cosmetics Supervision and 
Administration Regulations (CSAR)9 in its 2018 legislative 
work plan. As the most important administrative 
regulation in the cosmetics industry, the promulgation 
of the CSAR will undoubtedly provide a strong basis for 
legally administering and supervising the industry, while 
providing a rationale for legislation once administered by 
the former China Food and Drug Administration (CFDA). 
The working group expects that the relevant authorities 
will conduct a full consultation with the industry before 
launching the CSAR.

On 1st March 2017, the former CFDA launched a pilot 
programme for the administration of imported, non-

This pilot programme not only effectively fulfilled the 
State Council’s call for streamlining the delegation of 
powers, but also represented an innovation in product 

Market Supervision Administration had processed more 
than 1,000 notifications.10 The time limit for bringing 
non-special products onto the Chinese market has 
now been greatly shortened, and consumers are able 
to access new products from abroad in a relatively 
short period of time. In March 2018, the former CFDA 

7　Li Keqiang presides over the executive meeting of the State Council, State 
Council, 20th September 2017, viewed 24th April 2018, <http://www.gov.cn/
premier/2017-09/20/content_5226438.htm>

8　The Ministry of Commerce held a regular press conference, MOFCOM, 7th 
December 2017, viewed 24th April 2018, <http://www.mofcom.gov.cn/article/ae/
ah/diaocd/201712/20171202681800.shtml>

9　Cosmetics Supervision and Administration Regulations (CSAR), State 
Council, 2nd March 2018, viewed 24th April 2018, <http://www.gov.cn/zhengce/
content/2018-03/14/content_5274006.htm>

10 Pudong Awarded the 1000th “Non-Special” Cosmetics Registration Card, 
Xinhua, 16th March 2018, viewed 24th April 2018, <http://www.xinhuanet.com/
fashion/2018-03/16/c_1122510636.htm>

extended this Pudong pilot policy to 10 free trade 
zones (FTZs) across the country.11 The working group 
welcomes this series of measures to deepen reform 
and hopes that the successes accumulated through 
these trials will eventually promote the realisation of the 
non-conditional notification administration of imported 
non-special cosmetics throughout the whole country.

of cosmetics, the former CFDA drafted the 
Standards for Cosmetics (Draft for Comments),12 and 
the 
Claims (Draft for Comments)13 for efficacy claims 
management. Furthermore, the Packaging Federation 
initiated the revision of the mandatory national standard, 
Restriction of Excessive Packaging Requirements for 
Food and Cosmetics,14 with the working group having 
actively participated in public consultations and having 
submitted constructive opinions in the interests of 
positive industry development.

The Cosmetics Working Group has been focused on 
industrial development trends in 2018, and has assisted 
Chinese authorities in building a proactive, international 
legal and regulatory management system. The 
working group has also contributed to promoting the 
development of the cosmetics industry in China under 
the basic principle of ensuring product safety, and the 
establishment of a well-organised market environment.

Key Recommendations
1.  Conduct a Thorough Public Consultation 

before Promulgating the Revised CSAR

Concern
Since the CSAR are the most important regulations 
in the cosmetics industry and form the basis of other 
cosmetics policies, a lack of industry consultation before 
their promulgation risks the cosmetics sector being 

11   Announcement on Issues Concerning Expanding Pilot Implementation of the 
Administration of Recordation of Imported Non-special Use Cosmetics, CFDA, 
12th March 2018, viewed 24th April 2018, <http://samr.cfda.gov.cn/WS01/
CL0050/226149.html>

12  CFDA, 17th January 
2018, viewed 24th April 2018, <http://samr.cfda.gov.cn/WS01/CL0781/222862.html>

13  , 
th January 2018, viewed 24th April 2018, <http://www.nifdc.org.cn/

CL0901/10514.html>
14  Restriction of Excessive Packaging Requirements for Food and Cosmetics, 

China Packaging Federation, 6th September 2017, viewed 24th April 2018, <http://
www.cpta.org.cn/articleDetail.html?id=6953>
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Assessment
The Cosmetics Hygienic Management Rules (CHMR) 
are outdated, being more concerned with licensing 
instead of supervising, which acts as a barrier to 
industrial development. In July 2015, the former State 
Council Legislative Affairs Office (SCLAO) published 
the Draft CSAR and sought public opinions.15  

The working group is of the opinion that the CSAR 
marks progress in administrat ive streamlining, 
decentralising authority and improving the risk-based 

be further modified regarding the supervision of 
cosmetics’ definition and scope, special products and 
their ingredients, procedures for administrative permits, 

of the necessity of incorporating oral care and bar 
soap into cosmetics management is recommended. 
If included, scientific supervision requirements should 
be established according to the characteristics of the 
products. The working group recommends retaining 
the categories of hair growth, body shaping and breast 
beautifying, which have already been defined in the 
CHMR. In the Draft CSAR, it briefly uses “other” to 
define cosmetics that require special management 
and the new ingredients that have a higher risk of an 
unpredictable registration and review process.

Meanwhile, functional ingredients are considered high-
risk ingredients in the Draft CSAR, which have to be 
registered, and special cosmetics containing these 
ingredients have to be re-registered. Due to repeat 
registration, duplicate reviews and approvals are carried 
out. It is required by the Draft CSAR that the efficacy 
substantiation report should be made public online, 
but this material includes confidential information, so 
it is not only inappropriate to make this available to 
competing enterprises, it is also very possible that it 
could be misread by common consumers.

Recommendations
Ensure that the appropriate legislative agency and 
responsible regulator conduct a survey with all 
affected industries to discuss the major impacts of 
recent changes in the cosmetics industry.
Carefully evaluate the necessity of including oral 
care and bar soap as cosmetics in the CSAR. 

15   Cosmetics Supervision and Administration Regulations (Draft for Consultation), 
SCLAO, 20th July 2015, viewed 24th April 2018, <http://www.chinalaw.gov.cn/
art/2015/7/20/art_33_203720.html>

Keep the sub-categories on hair growth, breast 
beautifying and body shaping conforming to the 

CSAR.
Specify in the CSAR the categories of products and 
ingredients that need approval prior to market entry.
Establish an efficient supervision system based on 
risk management—mainly in relation to in-market 
and post-market supervision—with enterprises 
bearing the responsibility for product quality and 
safety.

System for Cosmetics Ingredients

Concern
The stringent registration management system for all 
new cosmetics ingredients has greatly hindered product 
innovation, brand development and general competency 
in China’s cosmetics industry; the management system 
for prohibited, restricted and permitted ingredients lacks 
clear evaluative criteria, verification standards and 
updating procedures; and the amendment, assessment 
and removal procedures for the Used Cosmetics 
Ingredients Inventory are unclear.

Assessment
All new cosmetics ingredients in China must be 
registered before they can be used. Currently, the 
duration of registration for new cosmetics ingredients is 
long, requirements are stringent and the procedures are 
rigorous. Though hundreds of ingredients are submitted 
by enterprises, few are approved. In fact, since the 
implementation of a new ingredient registration 
management system in 2009, only four ingredients 

pose relatively little risk, and have been extensively 
used globally, still need to register and undergo an 
evaluation period in China before going to market. 
The result is that large amounts of new cosmetics 
ingredients are not permitted for use in China, affecting 
the domestic launch of formulas, their global marketing 
and subsequent innovations. This also ensures that 
certain cosmetic products are only consumed in China, 
impacting the ability of those Chinese-developed 
products to compete internationally.

Recommendations
Improve the risk-based classification management 
system for cosmetics ingredients.
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to ingredients that are considered high risk as stated in the 
CSAR.

lower-risk ingredients that perform non-special functions 
before implementing the CSAR, in order to accelerate the 
review and approval process for new ingredients.

ingredients in positive, negative and restricted cosmetics 
ingredients lists in the Cosmetics Safety and Technical 
Standards;16 and for ingredients assessed and permitted 
for use by foreign authorities, apply relatively simplified 
assessment procedures and acceptance mechanisms.

mechanism for the Used Cosmetics Ingredients Catalogue 
that regulates the supplementation and assessment 
process and criteria, and, for the sake of the objectivity of 
the catalogue, differentiate the ingredients in question by 
providing notes instead of deleting items. 

3.  Establish a Modern Risk Management 
System Based on Product Safety 
Assessments and Gradually Rescind 
the Mandatory Requirement for Animal 
Testing

Concern
China’s current cosmetics safety supervision system 
is largely based on toxicological (animal) tests rather 
than on product safety risk assessments, which is 
already hindering the fair trade of imported non-special 
cosmetics.

Assessment
The former CFDA initiated public consultation on the 
Cosmetics Safety Risk Assessment Guideline (Draft 
Guideline) at the end of 2015.17 The Draft Guideline 
does not use modern safety evaluation principles, 
methods and tools, such as weight of evidence, history 
of safe use, threshold of toxicological concern, data 
from alternative methods or computer modelling. This 
excludes a lot of data used in industrial operations 
and, as a result, it makes generating a complete safety 
assessment report, in line with the Draft Guideline, 

group recommends this guideline be aligned with 

16  
, CFDA, 23rd December 2015, viewed 24th April 2018, <http://samr.cfda.gov.

cn/WS01/CL0087/140161.html>
17 Cosmetics Safety Risk Assessment Guideline (Draft Guideline), CFDA, 10th 

th April 2018, <http://samr.cfda.gov.cn/WS01/
CL0781/134401.html>

international standards.

Other major economies and countries/regions around 
the world have already banned animal testing or are in 
the process of establishing a timeline to ban it. China is 
the only country in the world that mandatorily requires 
animal testing in regulatory compliance processes for 

impact on the sales performance and reputation of 
Chinese cosmetics products launched in overseas 
markets and prevents products that claim to not be 
tested on animals from entering the Chinese market. 

At the end of 2016, the former CFDA published the 

Ingredients,18 which was a major milestone in providing 
alternative methods to animal testing. In August 2017, 
the former CFDA published the In Vitro Skin Corrosion: 
Transcutaneous Electrical Resistance Test for cosmetics 
ingredients.19 However, the alternative methods 
validated and accepted by the former CFDA are far 
behind, in both quantity and scale, in comparison to all 
alternative methods already validated and accepted in 
the rest of the world. The slow progress in validating 
and accepting these alternative methods has already 

Recommendations

system, accelerate validation and acceptance 
processes for alternative testing methods, accept 
data obtained from these methods, and gradually 
cease the mandatory requirement to test on animals.

reports for imported non-special  cosmetics’ 
notification processes to ensure product safety, 

same as the notification requirements for domestic 
non-special cosmetics.

18  
Phototoxicity Test Method, CFDA, 11th th April 2018, 
<http://samr.cfda.gov.cn/WS01/CL0087/166246.html>

19  In Vitro Skin Corrosion: Transcutaneous Electrical Resistance Test, CFDA, 
25th July 2018, viewed 24th April 2018, <http://samr.cfda.gov.cn/WS01/
CL0087/176283.html>
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4.  Improve Registration and Notification 
Processes for Cosmetics Products

4.1 Administrative Approval Time Limit and 
Review Standard

Concern
Because the current cosmetics evaluation guidelines 
do not contain unified criteria and binding approval 
times, companies face many uncertainties with product 
registration/notification that increase operational 
burdens and impact marketing plans.

Assessment

product registration has decreased, administrative 
approval has been slow, particularly with respect to 
extensions or hygiene permit (HP) changes. This has 

and data supplementation for products’ HP registration. 
Because there is no definite time limit for review, 
supplementary data is often not reviewed for several 
months after submission, and extension applications are 
taking more than a year to be approved. Furthermore, 
new review requirements are often put forward when 
there is no change to current regulations and standards. 
Even for the same product, sometimes new review 
opinions or different review opinions are received. 

the transition period from old to new regulations and the 
review opinions from experts are not predictable. This 
means that for many products, not only is additional 
data required, but the applications are being suspended 
in the review process. Enterprises are unable to predict 
and track registration progress. With the renewal 
applications of many products being suspended during 
the review stage, overdue registration approval is a 
frequent occurrence. If registration approval of imported 
products is overdue, the products cannot clear customs 
and will be stuck at ports of entry. Sales are then 
impacted by problems such as market supervision 
and complaints, which result in economic losses to 
business.

Recommendations
Further specify the administrative licensing review time 
limit, especially for situations like extensions, changes 
of hygiene permits and data supplementation.
Improve and optimise review processes—according 
to the safety risk level of registration review opinions—

providing quick and convenient reviews of data 
supplementation that are not related to product 

Establish a detailed and transparent review of the 
key points and guidelines, adopt unified expert 
review standards, and conduct investigations on and 
publicly announce new review requirements ahead 
of their implementation.
Give due consideration to the transition from old to 
new regulations, strictly implement the time periods 

transition period.

4.2 Hygienic Conditions for Enterprises 
Manufacturing Domestic Cosmetics for 
Special Use

Concern
Prel iminary reviews of hygienic condit ions for 
enterprises producing domestic special cosmetics 
take one to two months; however, similar reviews that 
are later conducted as part of the registration process 
render reviews at the provincial level unnecessary and 
prolong registration times.

Assessment
On 3rd February 2016, the State Council issued the 

Subject to Administrative Examination and Approval 
by Local Governments, Designated by the Central 
Government 20 which includes 
seven items for preliminary reviews on cosmetics 
for special use designated by the former CFDA and 
implemented by local food and drug administrations. 
Preliminary reviews for special cosmetics have been 
cancelled according to the Third Plenum Decision. 
However, the requirement to conduct hygienic condition 
reviews on enterprises producing domestic special 
cosmetics still remain, which includes requirements 
similar to the cancelled preliminary review for registration 
data, review procedures and approval authority. Based 
on the spirit of the previously mentioned document, it 
is recommended that current hygienic conditions for 
businesses that produce domestic special cosmetics be 
cancelled.

20 
Examination and Approval by Local Governments, Designated by the Central 
Government rd February 2016, viewed 24th April 
2018, <http://www.gov.cn/zhengce/content/2016-02/19/content_5043903.htm>
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Recommendation
Cancel the assessment of sanitary conditions 
for domestic manufacturers that make special 
cosmetics, thereby shortening the amount of time for 
registering.

4.3 Management of Cosmetics Imported for 
Non-special use in the Shanghai Pudong 
New Area (Pilot)

Concern
The Pudong pilot successfully implemented streamlined 
pre-market-entry administration, but this favourable 
policy only applies to companies that registered in the 

is not valid when importing products by island duty-
free shops in Hainan, which prevents companies 
participating in the pilot from taking full advantage of the 

Assessment
In March 2017, as one of the pilot projects used 
for reforming business l icences and providing 

approved by the State Council to pilot the use of 
notification instead of registration for the pre-market 
administration of imported non-special cosmetics. The 
pilot project has proven successful over the past year, 
with the time before product launch being shortened 
and guaranteed. In September 2017, the State Council 
issued a document requesting that the successful 

be replicated and extended to 10 other FTZs.21 After 
the government’s experience with the Pudong pilot, 
it seems that notification is feasible in the pre-market 
management of imported non-special cosmetics. 

Area and the 10 designated FTZs. The notification 
is also not valid when importing products into island 
duty-free shops (Sanya and Haikou). This has caused 
companies to hesitate when it comes to selecting the 
notification method when importing cosmetics into 
China. In order to ensure that more companies in 

favourable policy, the working group recommends that 

21 Opinions of the State Council on Promoting the Pilot Work of "Separation of Licenses" 
on a Larger Scale, State Council, 22nd September, 2017, viewed 24th April 2018, 
<http://www.gov.cn/zhengce/content/2017-09/28/content_5228228.htm>

pre-market administration. This will not only effectively 

Administration’s workload for evaluating products but 
will also meet the needs of enterprises to accelerate the 
importation process of non-specialised cosmetics into 
the Chinese market.

Recommendations
Roll out the Pudong pilot programme for the 

and applied to customs declarations in all ports.

process for imported non-special cosmetics.

Claims, Labelling and Advertisements

Concern
Certain requirements in the Guidelines for Cosmetics 
E f f i cacy  C la ims Eva lua t ion  (Dra f t  fo r  Pub l i c 
Consultation)
line with the principles of corporate self-discipline, as 
these claims can be multi-faceted and the methods for 

Assessment
The working group is very pleased to see that on 
the basis of the previous edition, the Assessment 
Guidelines for Cosmetics Efficacy Claims (Draft for 
Public Consultation),22

for Food and Drug Control with authorisation of the 
former CFDA in January 2018, has incorporated 
industry feedback and formulated a proper general 
principle in line with industry development. However, 

and the method by which evaluations are conducted. 
In addition, the draft for public consultation retains 

despite the global trend towards ensuring animal 
welfare, and the fact that both Europe and South 
Korea have completely banned animal testing. The 
Cosmetics Working Group recommends speeding up 

22 Guidelines for Cosmetics Efficacy Claims Verification (Draft for Comments), 
th January 2018, viewed 24th April 2018, <http://www.nifdc.org.cn/

CL0901/10514.html>
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Recommendations
Formulate efficacy management provisions, clarify 
efficacy claims per enterprise self-discipline, and 
exempt efficacy claims in product notification and 
registration.
Recommend that the minimum number of cases for 
human trials and consumer surveys be removed 
from the Guidelines for Cosmetics Efficacy Claims 
Evaluation (Draft for Comments).
Prohibit the use of animal test data in cosmetic 

5.2  Administration of Labelling 

Concern
The latest public consultation on the draft regulations on 
labelling requirements deviate from current practices, 
and some new requirements are not harmonised with 
international regulations.

Assessment
At present, the national standard Instructions Use 
of Consumer Products – General Labell ing for 

,23 and the Cosmetics Labelling 
,24 issued 

by the former General Administration of Quality 
Supervision, Inspection and Quarantine (AQSIQ), 
regulates cosmetics labelling. Most imported cosmetics 
apply non-country-specific packaging and can comply 
with Chinese laws and regulations by attaching Chinese 
labels.

In the Cosmetics Labelling Management Rules (Draft 
for Comments)25 and the Draft CSAR there are some 
new requirements for cosmetics labelling, in which 
partial requirements are not aligned with international 
conventions, which will negatively impact enterprises. 
For instance, dates in batch numbers must be arranged 

the inner packaging. Moreover, the draft lacks any 
reference as to how Chinese labels should be attached 
in order to remain legally compliant.

23  Instructions for Use of Consumer Products - General Labelling for Cosmetics (GB 
, Standardisation Administration of China, 16th June 2008, viewed 24th April 

2018, <http://www.gb688.cn/bzgk/gb/newGbInfo?hcno=86DDF327060B99B817E89
EF7BD0052C2>

24   , AQSIQ, 31st August 
2007, viewed 27th April 2018, <http://www.aqsiq.gov.cn/xxgk_13386/jlgg_12538/
zjl/20072008/200708/t20070831_239313.htm>

25  Cosmetics Labelling Management Rules, CFDA, 15th

27th April 2018, <http://samr.cfda.gov.cn/WS01/CL0781/109234.html>

Recommendations
Ensure new labelling rules are compatible with 
existing requirements and global practices. 
Provide the industry with adequate transition periods 
when formulating/revising laws and regulations on 
labelling.

5.3  Administration of Advertising 

Concern
The rigid understanding and implementation of the 

conducive to developing technological innovation in the 
cosmetics industry.

Assessment
The newly revised Advertising Law has been in 
operation for more than two years and the Anti-unfair 
Competition Law also underwent revision last year. 26&27 
While these two laws fully protect consumers’ rights 
and interests, they also require further clarification 
in certain areas. For instance, small wrongdoings in 
advertisements are taken advantage of by professional 
whistle-blowers to obtain punitive damages provided by 
the law. In addition, local Administrations for Industry 
and Commerce (AICs) apply different standards of 
law enforcement when handling these cases. The 
authorities have too much discretionary power and in 
some cases apply excessive punishments. In terms 
of justifying an efficacy claim in an advertisement, 
some local AICs do not accept product efficacy 
reports issued by labs of enterprises or third-party labs 
entrusted by enterprises. Only efficacy reports issued 

will be imposed. However, there are currently no such 

reports. In fact, for the cosmetics industry it is widely 
understood that corporate or entrusted third-parties are 
responsible for efficacy reports, which is a practise in 
line with industry development and self-regulation. 

Recommendations
Improve the regulation of local market supervision 
departments and promulgate through the State 
Administration for Market Supervision the necessary 

26 Advertising Law of the People’s Republic of China, State Council, 25th April 
2015, viewed 24th April 2018, <http://www.gov.cn/zhengce/2015-04/25/
content_2853642.htm>

27 Anti-unfair competition law of the People's Republic of China th

2017, viewed 24th April 2018, <http://www.npc.gov.cn/npc/xinwen/2017-11/04/
content_2031432.htm>
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implementation rules for unifying and standardising 
the understanding and implementation of the 
Advertising Law among relevant local authorities.

reports produced by enterprises’ own laboratories 
or third-party laboratories commissioned by the 
enterprise as a proof of advertising materials.

6.  Establish a Well-organised Post-marketing 
Surveillance System

Concern
Certain supervision inspections carried out are not 
in compliance with the Sampling and Inspection 
Guidelines, and results are often publicly disclosed 
without verifying them with the relevant enterprises, 
which may lead to misjudgements causing damage 
to those enterprises; furthermore, the current lack of 
supervision by third-party inspectors negatively impacts 
cosmetics businesses.

Assessment
In July 2017, the former CFDA issued the 
on the Supervision and Random Inspect ion of 
Cosmetics to guide the cosmetics supervision and 
inspection work of administrative departments at all 
levels of government.28 However, the capabilities of 
these authorities and testing institutions differ greatly 
in terms of inspection techniques, results analysis, 

released inspection results are not based on science 

Product quality inspections are often performed by 
government departments at different administrative 
levels, resulting in repeated sampling and duplicate 
punishments. The inspection results are often published 
without verifying the authenticity of the product or 
the test’s rationality, resulting in miscalculation, 
misinterpretation and unnecessary consumer panic, 
while also seriously hurting the company’s corporate 
brand image.

Some test agencies and non-governmental organisations 

and ranking activities, which are not conducted in line 
with national laws and regulations, and then publish the 

28  , CFDA, 31st July 
2017, viewed 24th April <http://samr.cfda.gov.cn/WS01/CL0846/175501.html>

results without any prior authorisation. This misleads 
the media and consumers, and seriously disturbs 
the normal production and operational activities of 
compliant enterprises.

For the sake of ensuring legitimate enterprises’ normal 
production and operational activities, certain activities, 
such as freely publishing inspection or evaluation results 

be avoided. This kind of behaviour is more for attracting 
public attention than implementing a well-functioning 
‘social-supervision’ mechanism, and seriously damages 
the reputation of compliant products and the corporate 
image of companies that are implicated by these types 
of practices.

Recommendations
Establish a national network of sampling systems 
that will avoid duplicative sampling and repeated 
punishments and allow enterprises access to this 
data. 
Publish the inspection results of products on the 

results in order to avoid false media reports that can 
mislead consumers.
Postpone releasing test results unt i l  proper 

Give full play to market supervision by establishing 
social linkage mechanisms and regulating the 
sampling items and publicity process.
Formulate re levant laws and regulat ions to 
standardise activities related to ‘social supervision’.
Punish organisations or individuals that invent or 
disseminate false information, to give full play to the 
role of social co-governance.
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Abbreviations
AIC  Administration for Industry and   
  Commerce
AQSIQ  General Administration of Quality   
  Supervision, Inspection and Quarantine
CFDA  China Food and Drug Administration
CHMR  Cosmetics Hygienic Management   
  Rules

CSAR  Cosmetics Supervision and   
  Administration Regulations
EUR  Euro
FTZ  Free Trade Zone
MOFCOM Ministry of Commerce
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Energy Key Recommendations
1. Energy Transition

1.1 Push for the Transition from Coal to Gas in China’s Energy Mix
Guidance on Energy Work 2018 while carefully 

developing the necessary infrastructure for its implementation. 
Consider the use of distributed energy, integrated power generation and infrastructure building, and 

Encourage the building of necessary energy infrastructure, including power and gas storage, by setting 
tariffs that can cover the costs of the build, while fairly remunerating investors and operators.
Facilitate and support the adoption of advanced heat-storage technologies for the development of 
localised solutions that match the current heat supply with the public’s demand and help optimise the 
heating value chain by improving the integration of production with distribution.

and storage management.
1.2 Adjust the Energy System to Incentivise Renewable Energy (RE) Development

Introduce, set and enforce renewable portfolio obligations.

payment of subsidies is accelerated, while progressively advancing towards competition-based pricing 
when renewables reach breakeven with traditional technologies.
Prioritise RE power dispatch effectively to ensure its use.

1.3 Accelerate the Development of the New Energy Vehicles’ (NEVs’) Ecosystem
Promote the use of demonstration projects for distributed energy with small-scale energy storage 
systems.
Draft the standard and incentive plans for grid-connected energy storage systems.
Create a mechanism that allows small scale, distributed energy supplies to connect with grids that are 
assigned a higher priority, and establish a transparent grid code, fees and feed-in tariffs to ensure that 
electricity sales can be paid in a timely manner.
Create a more dynamic marketplace that allows international businesses to be active on digital 

Develop policy incentives to support district heating projects.



209Energy Working Group

European Business in China Position Paper 2018/2019

Section Three: Goods

Speed up the liberalisation of both wholesale and retail power pricing, the standardisation of 
transmission tariffs and the opening of retail distribution to non-grid companies.
Develop a regulatory framework that includes state-of-the-art market rules—third party access (TPA) 

Strengthen the regulator and ensure that it operates independently of market players, so it may 

sanctions.
Speed up the introduction of heat smart metering to enable a rapid switch from pay-per-square metring 
to payment based on consumption tariffs, and mandate its adoption for new buildings.
Consider the use of distributed energy and integrate power generation with infrastructure building 
through the use of careful planning and enforcement.
Accelerate the creation of pilot marketplaces and allow international players to participate in them, to 
facilitate the import of know-how and experience in terms of rules, tradable products and information 
technology systems.

2.2 Develop Incentives and Methods for Incentivising the Reduction of Energy Demand and 
Catalyse China’s Energy Transition

it is regularly updated. 
Develop an energy efficiency passport mechanism to promote the combining of measures, in order 
to reduce energy demand and channel financing to retrofit programmes based on incentivised and 
repeated energy audits.
Establish a roadmap for performance rehabilitation, combining performance objectives, regulatory 

3. Energy Market Access and Regulations
3.1 Make the Tendering and Bidding Process for Belt and Road Initiative (BRI) Projects More 

Transparent
Publish project plans online, along with engineering, procurement and construction tendering 

Establish supervision power for the bidding process for BRI projects.
Release information about the winning bidders and equipment suppliers for BRI projects.

when it comes to the BRI selection process for partners and suppliers.
3.2 Develop Standards and Incentives to Regulate Newly-built Decentralised Energy Systems 

that Operate Reliably and Have a Long Operational Lifetime 
Enhance deregulation, as the energy consumer should have more decision-making rights in terms of 
what gas and electrical equipment should be installed in industrial or residential facilities.
Keep the quality control for electrical power equipment centralised, by introducing a ‘positive list’ of 

Introduce penalties against low-quality device sellers or manufacturers and improve the implementation 

Publish the projects that failed due to the daily use of poor-quality equipment, similar to insurance 
dispute information that is published by the  former  China Insurance Regulatory Commission.
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3.3 Encourage the Establishment of a Demand Response (DR) Service Market
Develop both a policy and grid infrastructure framework facilitating DR, such as a time-based rate 
mechanism and advanced metering infrastructure.  
Establish a fair and open wholesale electricity market as the ultimate solution to DR services.
Establish more effective pricing mechanisms to strongly promote DR.

Carbon Market Key Recommendations
1. Focus on Designing and Implementing a National Emissions Trading System (ETS) 

Appoint a powerful, independent regulator to enforce the regulations in a fair and transparent way for all 
stakeholders and impose sanctions on non-compliant entities.
Accelerate the development of robust legislation and a stable policy framework for China’s national ETS.
Improve the overall quality of the monitoring, reporting, verification (MRV) system (including the 
possibility of establishing an appeal mechanism for MRV disputes).

Improve the quality of the ETS by involving stakeholders, such as compliance entities, traders, and 
domestic and international companies, in the regulatory process.
Consider the creation of a joint venture with an internationally experienced carbon exchange to ensure a 
robust trading system.
Clarify as soon as possible that traders will be allowed to participate in the national ETS.

2. Enhance Policy Integration and Policy Coherence between the National ETS and Other 
Related Policy Instruments 

Ensure that the implementation of green certificates or renewable energy certificates trading will be 
developed consistently with the national ETS.
Promote consistency when accounting, reporting and monitoring data on greenhouse gas (GHG) 
emissions, energy consumption and environmental pollutant emissions.
Establish a cross-ministry commission to coordinate the fair implementation of energy trading, carbon 

3. Mobilise Central and Local Governments, along with the Private Sector and Civil 
Society, to Jointly Implement Measurable Actions to Achieve Paris Agreement 
Objectives

Recognise the need for proactive non-state actors, including the private sector, local governments and 
civil society, to work together towards transformative and ambitious actions. 
Encourage European Union (EU) companies based in China to call upon EU Member States and local 
governments to reinforce the EU’s leadership in tackling climate change through joint initiatives involving 
the private sector, while boosting innovation, economic growth and job creation.
Incentivise and work together with the Chinese Government at all levels to implement effective actions to 
achieve the reduction of its emissions in line with its nationally determined contributions, and the reform 
objectives highlighted in the th Five-Year Plan, while putting China on a clean energy transition and 
low carbon development pathway.
Call upon European and Chinese industries and businesses to be part of joint solutions to Green China’s 
Policy Agenda.  
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Introduction to the Working Group
The energy sector is arguably the most critical supplier for 
human activity, as energy is the quantitative property that 
must be transferred to an object in order for it to work or 
provide heat. Energy companies work to ensure reliable, 
affordable and clean energy for the whole of society. This 
is more important than ever, as the rapid development and 
deployment of clean energy is critical to combatting climate 
change, which could have potentially disastrous effects on 
human life.  

The Energy Working Group is composed of approximately 
100 of the largest European energy and equipment 
manufacturing companies that have more than 150,000 
employees in China collectively. The working group seeks to 
establish an effective and constructive dialogue on energy 
policies with relevant Chinese regulators, to provide input 
on China’s energy policy work and to share best practices 
from European energy industries operating in China. The 
overall aim is to create fair and transparent conditions for 
competition between international businesses and local 
companies and to promote the development and integration 
of clean and renewable energies, while supporting China in 
its present and forthcoming energy transition. 

Recent Developments
1.  Energy Transition
The Chinese Government’s strong commitment to low-
carbon power is already helping China to make the 
shift towards becoming a greener society. China’s coal 
consumption has either already peaked, or is expected 
to do so in the coming years.1&2 Renewable energy (RE), 

are expected to account for over 80 per cent of China’s 
increase in energy production to 2040.3 In order to achieve 
this goal, the authorities have already established a working 
ecosystem of enablers, putting in place strong regulations, 
infrastructure and an innovative business environment.4 
With more than 30 per cent of greenhouse gases (GHGs), 
sulphur oxides (SOX X) coming 

1　BP Energy Outlook 2018, BP, p. 57, 2018, viewed 26th April 2018, <https://www.
bp.com/content/dam/bp/en/corporate/pdf/energy-economics/energy-outlook/bp-
energy-outlook-2018.pdf>

2　China’s coal consumption has peaked, Brookings-Tsinghua Center, 22nd January 
2018, viewed 26th April 2018, <https://www.brookings.edu/2018/01/22/chinas-coal-
consumption-has-peaked/>

3　BP Energy Outlook 2018, BP, p. 57, 2018, viewed 26th April 2018, <https://www.
bp.com/content/dam/bp/en/corporate/pdf/energy-economics/energy-outlook/bp-
energy-outlook-2018.pdf> 

4　
Making, World Economic Forum, March 2018, viewed 26th April 2018, <http://www3.
weforum.org/docs/WEF_Fostering_Effective_Energy_Transition_report_2018.pdf>

from industry rather than transport,5 their impact on the 
environment makes it essential to accelerate the transition to 
using cleaner sources of energy. Despite recent government 
efforts, in 2017, coal consumption rose 0.4 per cent year-
on-year making up 60.4 per cent of the total energy mix.6   

In line with the growing concerns of excessive coal 
dependence, in March 2017, Premier Li Keqiang announced 
a plan to cut coal overcapacity by stopping, delaying and 

power plant projects.7 In October 2017, the government 
announced that 151 planned or under-construction coal 
plants were going to be stopped or delayed. However, the 

for cancelling the projects being postponed,8 as practical 
replacements for coal have not been fully developed yet. 
Despite these commitments and the consolidated strategy 

infrastructure, including storage and liquefaction, are 
immature and need to be developed in order to successfully 
make the energy transition.

Despite the fact that ambitious RE targets are constantly 
surpassed when it comes to capacity,9 the institutional and 
regulatory framework for the energy sector has not yet 
managed to ensure these alternative energy sources can be 
successfully integrated, with a large amount of green power 
going to waste.10&11 Furthermore, even though the price of 
wind power and solar generation has decreased over the 
past five years, they are still not directly competitive with 
coal power, as they still require additional costs for control of 
variability and balancing. Since the actual price of coal does 

should be considered subsidised. 

Within the government's energy strategy, new energy 

5　CO2 , International 
Energy Agency, 2017, viewed 26th April 2018, <https://www.iea.org/publications/
freepublications/publication/CO2EmissionsfromFuelCombustionHighlights2017.pdf>

6　China’s coal consumption grows slightly, China Dialogue, 28th February 2018, 
viewed 24th May 2018, <https://www.chinadialogue.net/blog/10424-China-s-coal-
consumption-grows-slightly/en>

7　Government Work Report, State Council, 16th March 2017, viewed 26th April 2018, 
<http://www.gov.cn/premier/2017-03/16/content_5177940.htm>

8　 , Greenpeace Unearthed, 11th 
October 2017, viewed 26th April 2018, <https://unearthed.greenpeace.org/2017/10/11/

9   China has already surpassed its 2020 solar target, Greenpeace Unearthed, 24th 

August 2017, viewed 26th April 2018, <ttps://unearthed.greenpeace.org/2017/08/25/
china-raises-solar-power-target/>

10 Fixing wind curtailment with electric power system reform in China, Brookings-
Tsinghua Center, 9th April 2018, viewed 26th April 2018, <https://www.brookings.edu/

11  Wind curtailment in China and lessons from the United States, Brookings-Tsinghua 
Center, 1st March 2018, viewed 26th April 2018, <https://www.brookings.edu/research/
wind-curtailment-in-china-and-lessons-from-the-united-states/>
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environmental demands and integrate seamlessly into 
the urban redesign of many Chinese cities. However, the 
development of an integrated renewable energy-electric 

to materialise, according to the latest plans released by 
the government. The integration of electric vehicles (EVs) 
into the power grid is expected to be a game changer for 
the energy sector worldwide,12 while the distribution and 

transportation.

Since 2013, there have been several developments in 
China's energy sector, such as the introduction of incentives 
to reduce energy intensity (EI); increasing the diversity of 

hydroelectric, nuclear and REs; and reducing import costs 
on energy.13 Measures have been put in place to incentivise 
the use of electric, two-wheeled vehicles and improve 
fuel efficiency standards, which have been quoted by the 
International Energy Agency (IEA) as examples to follow 
in order to mitigate oil dependence.14 Global EI is falling 

efficiency. Indeed, without China, global EI would have 
improved by only 1.1 per cent in 2016, compared to the 
actual 1.8 per cent reduction.15  

The working group believes that in order to reduce GHG 
emissions, ambitious reforms to both reduce energy demand 
and improve energy efficiency are essential. According to 
the BP Energy Outlook,16&17 China's growing energy demand 
is expected to slow to between 1.5 and 1.9 per cent year-
on-year by 2035, compared to the 6.3 per cent year-on-year 
growth rate seen these past 20 years. However, China’s 
share in global energy demand will still rise from 23 per cent 

12 Batteries are the next frontier of industrial competition, Financial Times, 21st May 
2018, viewed 24th May 2018, <https://www.ft.com/content/6229df22-58e4-11e8-bdb7-
f6677d2e1ce8>

13  According to this report, China phased out imports and the domestic sales of high-
wattage bulbs between 2012 and 2016, resulting in an estimated 48 billion kilowatt 
hours (kWh) of power saved per year. 
Based Framework to Support Decision-Making, WEF, March 2018, viewed 26th April 
2018, <http://www3.weforum.org/docs/WEF_Fostering_Effective_Energy_Transition_
report_2018.pdf>

14 , IEA, 2017, viewed 26th April 2018, <https://www.iea.org/

15 Ibid.
16  , BP, 2017, viewed 26th April 2018, <https://www.

bp.com/content/dam/bp/pdf/energy-economics/energy-outlook-2017/bp-energy-
outlook-2017.pdf>

17 BP Energy Outlook 2018, BP, 2018, viewed 26th April 2018, <https://www.bp.com/
content/dam/bp/en/corporate/pdf/energy-economics/energy-outlook/bp-energy-
outlook-2018.pdf>

in 2015, to 26 per cent by 2035, with its growth contributing 
to a 35 per cent net increase worldwide. 

3.  Energy Market Access and Regulations
The World Economic Forum (WEF) has recognised China’s 
regulatory and political commitments to a clean energy 
transition.18 Chinese authorities have put in place a host 
of policies and incentives to address environmental and 
energy-related challenges. However, its energy system is 
still considered deficient, with its structure ranked among 

countries that have faced similar challenges in the past 
could serve as models that China could try and emulate. 

Unlike the United States and the European Union (EU), 
China has no true wholesale market for gas and electricity, 
despite some local announcements.19 A well-designed 
wholesale electricity market could help provide the 
foundation for using merit order dispatch, set the stage for 
the greater participation of clean energy resources and 
facilitate a more meaningful national emissions trading 
system (ETS).20 Under such a system, power generators 
would compete for a place in the merit order based on 

due to their inherent operational advantage. Likewise, the 
ETS would allow the inclusion of emissions costs into the 
calculation of operational costs.21 The opportunities for 
demand response (DR) aggregators are therefore far more 
limited, given the lack of a market that can bring customers 

to address peak power demands by using gas power in 
cogeneration or combined heat and power (CHP). Price 
reform, mixed ownership and midstream access are also 
being promoted to help foster infrastructure development.

Chinese infrastructure projects, mainly carried out by state-

support under the Belt and Road Initiative (BRI).22  Although 

18 
Making, WEF, March 2018, viewed 26th April 2018, <http://www3.weforum.org/docs/
WEF_Fostering_Effective_Energy_Transition_report_2018.pdf>

19  Shanghai to start opening power market in line with China reforms, Reuters, 8th 

September 2018, viewed 24th May 2018, <https://www.reuters.com/article/us-china-
power-reform/shanghai-to-start-opening-power-market-in-line-with-china-reforms-

20  Dupuy, Max, The quiet power market transformation behind the new carbon market 
in China, Energy Post, 11th January 2018, viewed 25th May 2018, <http://energypost.
eu/the-silent-power-market-transformation-behind-the-new-carbon-market-in-china/>

21   Ibid.
22 "Belt and Road" incorporated into CPC Constitution, Xinhua, 24th October 2017, 

viewed 27th April 2018, <http://www.xinhuanet.com/english/2017-10/24/c_136702025.
htm>
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China has already become the largest investor in RE 
overseas, strengthening its position among the leading 
countries in RE supply chains,23 more transparency is 
needed to create confidence in destination countries and 
among international stakeholders for energy projects under 
the BRI.24 Energy, infrastructure and transportation projects 
will play a key role in fostering trade, investment and 
interconnectivity between China and its neighbours.25  

Key Recommendations
1. Energy Transition
1.1 Push for the Transition from Coal to Gas in China’s 

Energy Mix

Concern
The lack of holistic measures for accelerating and enforcing 

credibility on energy issues, despite their awareness of 

the recently released Guidance on Energy Work in 2018 
(Guidance).

Assessment 
The Chinese Government is pushing for a profound 
transformation of its energy mix. To this end, it aims to 

for environmental reasons, increased baseload energy 
flexibility, improved energy efficiency and the reduction 

Guidance outlines major energy 
projects to be implemented throughout 2018 and the 
upcoming years. 26 It promotes domestic production, supply, 

including its transportation and storage. The Guidance also 

encourages direct transactions between end-users and 
sources, and outlines improvements to law enforcement 
and the strategic energy plans for 2020, 2035 and 2050.

The government’s aims are ambitious, but it is still uncertain 
how and when more concrete actions will be taken to meet 

23 China's renewable energy revolution, Project Syndicate, 21st August 2017, viewed 
26th April 2018, <https://www.project-syndicate.org/commentary/china-renewable-
energy-revolution-by-jiang-kejun-and-jonathan-woetzel-2017-08?barrier=accessreg>

24 China Seen Slowing Spending on Belt and Road Energy Projects, Bloomberg, 
12th March 2018, viewed 26th April 2018, <https://www.bloomberg.com/news/
articles/2018-03-12/china-seen-slowing-spending-on-belt-and-road-energy-projects>

25  The Belt and Road Initiative: Energy and Geopolitics, Center for Strategic and 
International Studies (CSIS), 19th June 2017, viewed 26th April 2018, <https://www.
csis.org/podcasts/energy-360/belt-and-road-initiative-energy-and-geopolitics>

26 
viewed 19th April 2018,<http://zfxxgk.nea.gov.cn/auto82/201803/t20180307_3125.htm>

600 billion cubic metres (m3) by 2040. Doing so will likely 
lead to a significant dependence on imports, as it will be 
hard to produce 200 billion m3 per year domestically. The 
forecasted rebalancing of coal-to-natural gas needs to be 
done holistically in order to meet growing demand in a well-
balanced manner and without introducing market distortions. 
Production, importation, transportation, storage, distribution 

carefully planned and well-coordinated.

and storage capacity is unable to satisfy the expected 
growth of demand. Missing mid-stream energy infrastructure 

system’s ability to face seasonal changes and peaks in 

during the winter peaks. The resulting bottlenecks restrict 

and holding back a rapid energy transition. Additionally, in 

way to utilise fossil fuel technologies. 

European companies in China can bring advanced technology, 
as well as the planning, execution and regulatory capabilities 
that are required to upgrade infrastructure and boost 
productivity to meet growing demand. However, market access 

chain (mainly in liquefaction, transportation and storage) is still 
heavily restricted.

Recommendations
Guidance on Energy Work 2018 

while carefully developing the necessary infrastructure 
for its implementation. 
Consider the use of distributed energy, integrated power 
generation and infrastructure building, and carefully 
plan for its implementation to make China's energy 

Encourage the building of necessary energy infrastructure, 
including power and gas storage, by setting tariffs 
that can cover the costs of the build, while fairly 
remunerating investors and operators.
Facilitate and support the adoption of advanced heat-
storage technologies for the development of localised 
solutions that match the current heat supply with the 
public’s demand and help optimise the heating value 
chain by improving the integration of production with 
distribution.
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electricity and heat-production grids where heat storage 

Open the national market to foreign-invested enterprises 

storage management.

1.2 Adjust the Energy System to Incentivise RE 
Development

Concern 
Due to the absence of structural reforms, electricity from 
wind and solar power plants works as an add-on to the 
power system and is sometimes wasted, which limits 
RE deployment potential and increases air pollution and 

X and SOX in China.

Assessment 
Despite strong governmental support for building new RE 
capacity, the current energy management and operational 
system was based on the needs of conventional energy, 
characterised by controllability and flexible dispatch. The 
systems for dispatch and operations, and the technologies 
for power consumption and distribution were also 
established to manage large power sources and large 
power grids. 

In order to accommodate the emergence of intermittent 
power sources, the regulations of power supply, power 
use and power dispatch must be adjusted. However, 
power systems still follow the original patterns and have 
not yet been adjusted to accommodate RE. The recent 
wind and solar power curtailments show that intermittent 
power sources such as wind and solar power are not fully 
integrated into the conventional energy system, despite the 
government theoretically guaranteeing, through the release 

,27 that RE will be 
purchased at full price – i.e. that it should not have to reduce 
its price to compete with traditional energy sources. 

The current energy development strategy has prioritised RE. 
However, national and local authorities have not yet adapted 
their procedures and institutions to RE’s emergence, and 
its role and contributions have not been properly evaluated 
during the planning and construction of its production 
facilities, transmission infrastructure and supply structure 
upgrades. Indeed, China’s energy strategy is still focused on 

27 Administrative Measures on Protective Full Purchase of Renewable Energy 
Generation th March 2016, viewed 30th April 2018, <http://www.ndrc.gov.
cn/zcfb/zcfbtz/201603/t20160328_796404.html>

traditional energy sources such as coal, oil and gas. Such 
positioning has a heavy impact on RE development. 

Additionally, there are no mechanisms with which to 
respond to new conflicts, including those produced by 

RE grid integration and utilisation are growing. Current 
market adjustment instruments, mainly through adjustment 
of pricing and tariff systems, do not include the external 
costs of resources spent or the energy’s environmental 
impact. Such external costs are neglected but represent the 
real long-term and hidden costs associated with fossil fuel 
extraction and utilisation. If not corrected, this will strongly 
limit the deployment potential of RE. 

Recommendations 
Introduce, set and enforce renewable portfolio obligations.
Make China’s power system flexible in order to 
accommodate RE. 
Establish a transparent power market—wholesale and 

where the price of electricity reflects the supply and 
demand for electricity on a real-time basis.
Rebalance the feed-in tariff system so external 

payment of subsidies is accelerated, while progressively 
advancing towards compet i t ion-based pr ic ing 
when renewables reach breakeven with traditional 
technologies.
Prioritise RE power dispatch effectively to ensure its use.

1.3 Accelerate the Development of the NEVs’ Ecosystem

Concern

transport and mobility sector can currently not be achieved 
due to market entry barriers and the lack of adjustment on 
the supply side of the energy sector.

Assessment

the Guidelines for the Development of Electric Vehicle 
(Charging Infrastructure 

Guidelines),28 which set a clear target for the planned 
construction of 120,000 charging stations and 4.8 million 

28 Notice on Issuing the Guidelines for the Development of Electric Vehicle Charging 

Technology and the Ministry of Housing and Urban-rural Development, 9th 

October 2015, viewed 28th April 2018, <http://www.ndrc.gov.cn/zcfb/zcfbtz/201511/
t20151117_758762.html>
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However, the Charging Infrastructure Guidelines do not 
provide clear enough rules for regulating the energy supply. 
Looking at the entire supply chain, a large proportion of the 
current energy supply is from public grids, which means 
EVs are mostly powered by energy gained from coal-

energy and reduce emissions. Moreover, the Charging 
Infrastructure Guidelines also lack any details concerning 

data acquisition and grid regulation for the allowing of 
international businesses and local companies to offer new 
business models in line with electricity reform.

It is predicted that hydrogen and RE will be the primary 
sources of power for EVs in the future,29&30 which is a 
credible method for improving air quality and for helping 
countries meet their environmental targets. More attention 

in transportation for the purpose of mitigating the use of 
conventional fuels.

The central government needs to introduce stimulus policies 
to encourage the creation of an end-to-end energy supply 
and to establish a larger number of new energy charging, 

digital information platform31 on the supply side of energy 

integration of clean energy into daily life by employing digital 
solutions.

The Chinese authorities need to develop regulations that 
allow automobiles’ electric batteries to reach their full 
potential when it comes to energy storage and distribution. 
They should also implement regulations that support the 

and have more affordable energy prices.

Recommendations
Promote the use of demonstration projects for distributed 
energy with small-scale energy storage systems.
Draft the standard and incentive plans for grid-connected 
energy storage systems.

29 McKinsey: Hydrogen Energy Is the Ideal Source for New Energy Vehicles, McKinsey, 
28th th April 2018, <http://baijiahao.baidu.com/s?id=15852
45193807091096&wfr=spider&for=pc>

30 
Be A Pillar of the Third Industrial Revolution, China-nengyuan.com, 17th January 
2018, viewed 28th April 2018, <http://www.china-nengyuan.com/news/119687.html>

31  New Energy Vehicles Are Developing Rapidly While the Charging Piles Are in A 
Dilemma, chinaet.net, 27th April 2018, viewed 28th April 2018, <http://chinaet.net/
news/201804/104279.html>

Create a mechanism that allows small-scale, distributed 
energy supplies to connect with grids that are assigned 
a higher priority, and establish a transparent grid code, 
fees and feed-in tariffs to ensure that electricity sales 
can be paid in a timely manner.
Create a more dynamic marketplace that allows 
international businesses to be active on digital information 
platforms that deal with energy supplies, distribution grid 

in order to align with existing policies governing electric 
vehicles.

2.1 Increase Energy Efficiency by Utilising an Appropriate 
Pricing and Subsidies Policy

Concern
China’s incentives for improving energy efficiency and 
reducing demand are not transparent, while unreliable and 

costs for energy and electricity.

Assessment 
Reducing EI is a key priority for the Chinese Government 
and some important results have been achieved—an 
EI reduction of approximately three per cent per year—
although China’s EI is still two times higher than the EU’s 
average. Pricing and market-based regulatory mechanisms 

China’s energy market reform is, at this moment, primarily 
aimed at boosting industrial competitiveness and introducing 
more transparent market-based mechanisms, which 
includes allowing new entrants to compete with incumbents. 
Energy pricing is considered a competitiveness lever, 
which has resulted in incentives, subsidies and accounting 
systems created for the purpose of lowering the price of 
energy and reducing margins. However, low energy pricing 
does not facilitate and incentivise energy efficiency or 
optimise energy operations overall. Contradictory market 
forces and political aims have to be balanced to guarantee 

Although energy pricing should be driven by the principle of 
supply and demand, this has to be balanced with systemic 

in an optimal manner. This can include the use of push pay-
per-use mechanisms (mainly in heating) and modulating the 
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price of energy according to supply and demand in order to 
reduce peaks. Using differentiated pricing for energy would 

an integrated system for power generation is the main factor 
behind the massive curtailment of REs, something that is 

Third Party Access (TPA) must play a decisive and crucial 

Jin-Ji) region, in December 2017,32 due to supply issues 
stemming from the former Ministry of Environmental 
Protection’s (MEP’s)33 Action Plan on Comprehensive 
Control and Solution of Air Pollution During Fall and Winter 

with Their Surrounding Areas.34&35 There was also a lack 
of communication,36 as information was only available 

had already started falling in certain regions of China. The 
authorities’ warning was too late to avoid supply disruptions, 
which went on to affect the whole manufacturing industry,37 
and resulted in the suffering of people that lived in the 
affected regions due to coal burning being banned before 
gas supplies were secured.38  

Transparent access and use of the appropriate energy 

the foundation of any mature and flexible market, which 
grants consumers lower prices and supply-side security. 
All market players in the energy sector should be able to 
efficiently conduct operations based on clear wholesale 

32 What caused China’s squeeze on natural gas?, China Dialogue, 22nd December 
2017, viewed 25th May 2018, <https://www.chinadialogue.net/article/show/single/
en/10322-What-caused-China-s-squeeze-on-natural-gas->

33  The MEP has been restructured into the Ministry of Ecology and Environment (MEE) 
since March 2018.

34 Action Plan on Comprehensive Control and Solution of Air Pollution During Fall 

Surrounding Areas, MEE, 21st August 2017, viewed 20th March 2018, <http://www.
mee.gov.cn/gkml/hbb/bwj/201708/t20170824_420330.htm>

35 China gas shortages spread after botched coal conversion, Financial Times, 12th 
December 2017, viewed 25th May 2018, <https://www.ft.com/content/8f34570c-de84-
11e7-a8a4-0a1e63a52f9c >

36 China’s CNPC predicts winter supply squeeze for natural gas, Financial Times, 5th 
th March 2018, <https://www.ft.com/content/d27fd4c0-

a89a-33ce-92a6-3ed3d9466ead>
37 , Reuters, 14th 

December 2017, viewed 20th March 2018, <https://www.reuters.com/article/us-china-

38 , China Dialogue, 
29th December 2017, viewed 20th March 2018, <https://www.chinadialogue.net/article/
show/single/en/10321-2-17-A-year-when-environmental-protection-raised-ethical-
divides>

is still no such marketplace where energy—power, gas 
and emissions—can be traded physically or in the form 
of financial products.39 The main issues continue to be a 
lack of energy infrastructure and restricted access for new 
market entrants.

Only a well-coordinated, systematic and transparent 
redesign of existing policy and implementation schemes, 
in coordination with independent regulators, can help 

national objectives. The recent government restructuring, 

Congress,40might be what the government needs to become 

Recommendations
Analyse alternative energy pricing mechanisms to take 
into consideration both energy efficiency aims and a 
company’s competitiveness, in order to use energy 

Develop policy incentives to support district heating 
projects.
Speed up the liberalisation of both wholesale and retail 
power pricing, the standardisation of transmission 
tariffs and the opening of retail distribution to non-grid 
companies.
Develop a regulatory framework that includes state-of-

of transactions, non-discrimination and transparency—in 

Strengthen the regulator and ensure that it operates 
independent of market players, so it may efficiently 
enforce existing rules, responsibly assess infrastructure 
prices, and settle disputes and deliver sanctions.
Speed up the introduction of heat smart metering to 
enable a rapid switch from pay-per-square metering to 
payment based on consumption tariffs, and mandate its 
adoption for new buildings.
Consider the use of distributed energy and integrate 
power generation with infrastructure building through 
the use of careful planning and enforcement.
Accelerate the creation of pilot marketplaces and allow 
international players to participate in them, to facilitate 
the import of know-how and experience in terms of rules, 
tradable products and information technology systems.

39  An energy marketplace is the platform that enables the trading—purchases, sales 
and transport—of bulk energy (e.g. electricity and natural gas), often in the form of 

natural gas are traded as commodities, much like corn and minerals, and their prices 
are set by the basic market forces of supply and demand.

40 Institutional Reform Program, State Council, 14th March 2018, viewed 21st March 
2018, <http://www.gov.cn/guowuyuan/2018-03/14/content_5273856.htm>
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2.2 Develop Incentives and Methods for Incentivising 
the Reduction of Energy Demand and Catalyse 
China’s Energy Transition

Concern
If China is going to achieve a successful energy transition 
and meet the objectives set out in the 2015 Paris Climate 
Conference (COP21) and further committed to in the 2017 
Bonn Climate Conference (COP23), it will need to actively 
focus on energy demand reduction and shift towards low-
emission energy generation.

Assessment 
China has not yet established a framework to control 
residential and commercial buildings’ energy demand. 
Instead, the government has adopted a passive stance 
that is only based on the anticipated consequences of 
China shifting from a production-driven to a service-driven 
economy. Under the th Five-year Plan, measures mainly 
consist of the following: 
- Energy service companies (ESCO) subsidies
- Pricing reform

ESCO subsidies that have been provided for the purpose 
of installing RE generation equipment have had some 
success, given the commitment of investors to improve 
equipment operability. However, electricity market pricing 
reform has not stimulated demand-side management 
mechanisms, which is perhaps a result of its broad scope, 
and GBL monitoring carried out by the China Society for 
Urban Studies has returned disappointing results in terms 
of energy demand after a non-exhaustive assessment. 
Therefore, further efforts to reduce emissions should focus 
on implementing realistic and efficient measures that can 
bring about a reduction in energy demand, to complement 
existing measures.   

The authorities have not yet developed a common 
methodology to evaluate energy demand performance, 
which may be used to qualify and quantify incentives 
according to the evolution of a building’s energy demand, 
or even to retro-finance implemented energy actions 
responsible for its eventual reduction. In order to assess the 
actual performance of buildings, the system of rules should 

buildings are mandatory. 

Some European countries use energy passport systems 
to track and record these incentives and obligations. 

For China, the multipurpose passport mechanism might 
also support financial mechanisms and roadmaps for 
rehabilitation, maintenance, performance objectives and 
regulatory evolution. 

Recommendations
Define a common methodology for assessing energy 

regularly updated. 
Develop an energy efficiency passport mechanism 
to promote the combining of measures, in order to 
reduce energy demand and channel financing to retrofit 
programmes based on incentivised and repeated energy 
audits.
Establish a roadmap for performance rehabilitation, 
combining performance objectives, regulatory evolution 

3.  Energy Market Access and Regulations
3.1 Make the Tendering and Bidding Process for 

BRI Projects More Transparent

Concern
The tendering and bidding processes for BRI projects, 
as well as financing sources, are opaque, which creates 
uncertainty among European companies regarding their 
potential participation. 

Assessment
Energy collaboration is an essential part of the BRI. To 
date, several large projects such as the China-Pakistan 
Economic Corridor Energy Cooperation Project,41  the Sino-
Russian Crude Oil Pipeline Expansion Project,42 the China-

43

Project 44  have 
addressed energy supply shortages for several countries. 
However, important investments along the BRI have also 
resulted in stranded assets,46 mostly due to low asset 

41 A Series of Energy Projects Under the Framework of China-Pakistan Economic 
Corridor Are Near Completion, Ministry of Foreign Affairs, 9th May 2017, viewed 27th 

April 2018, <http://www.gov.cn/xinwen/2017-05/09/content_5192191.htm>
42 China-Russia Crude Oil Pipeline Project Has Been Put into Commercial Operation, 

rd January 2018, viewed 27th April 2018, <http://www.nea.gov.cn/2018-01/02/
c_136866770.htm>

43 PetroChina: The China-Russia Eastern LNG Pipeline Will Be Put into Use in 2019 
Winter, Sputnik, 6nd March 2018, viewed 27th April 2018, <http://sputniknews.cn/
economics/201803061024854912/>

44 Ministry of Commerce: There Is Great Cooperation Potential Between China and 
Russia in LNG Filed, Sina Finance, 14th December 2017, viewed 27th April 2018, 

shtml>
45 China, Britain and France Have Signed the Hinkley Point Nuclear Power Project, 

th September 2016, viewed 27th April 2018, <http://fjb.nea.gov.cn/news_view.
aspx?id=26841>

46 Innovate BRI Investment and Financing Mechanisms to Seek More Cooperation 
Opportunities, cet.com, 19th June 2017, viewed 28th April 2018, <http://www.cet.com.
cn/ycpd/sdyd/1935084.shtml>
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utilisation or a lack of asset connectivity. As of September 
2018, multinational corporations in China have had limited 
participation in these projects. Among many possible 
reasons, one is the lack of information transparency, as 
there are no formal channels of communication established 
with international businesses.47  

As reliable partners in China’s energy market, European 
companies in China not only bring advanced technologies, 
but the ability to plan and execute that is required for 
BRI projects.48 European companies’ global footprint and 
rich project experience would even help local companies 
going abroad. European companies in China should be 
encouraged to participate more in the development of the 
BRI.49 

cooperation advisory entity under the BRI, which is an open 
platform that includes members such as governmental 
departments, energy companies and financial institutions 
from different countries.50 One of this entity’s plans is to 
establish and maintain a BRI project database for project 
information sharing,51 which went online in December 
2017.52

step towards increased transparency. 

Recommendations
Publish project plans online, along with engineering, 
procurement and construction tendering information, to 

to participate in them.
Establish supervision power for the bidding process for 
BRI projects.
Release information about the winning bidders and 
equipment suppliers for BRI projects.
Act according to official guidance and ensure that 
international businesses in China are treated equally 
when it comes to the BRI selection process for partners 
and suppliers.

47 BRI Should Be an Opportunity to MNCs, ce.cn, 21st June 2015, viewed 28th April 
2018, <http://views.ce.cn/view/ent/201509/21/t20150921_6531145.shtml>

48 Foreign-Invested Enterprises Are the Important Part of Chinese Economy, 
State Council, 30th December 2016, viewed 28th April 2018, <http://www.gov.cn/
xinwen/2016-12/30/content_5154895.htm>

49 China’s Promotion of BRI Brings New Opportunities to Foreign-Invested Enterprises, 
Xinhua, 28th April 2015, viewed 28th April 2018, <http://www.xinhuanet.com/
fortune/2015-04/28/c_1115121344.htm>

50  Vision and Proposed Actions to Promote BRI Energy Cooperation, State Council, 16th 
May 2017, viewed 28th April 2018, <http://www.scio.gov.cn/31773/35507/htws35512/
Document/1552329/1552329.htm>

51  NEA Press Conference: Vision and Proposed Actions Outlined on jointly Building 
Silk Road Economic Belt and 21st-Century Maritime Silk Road th May 2017, 
viewed 28th April 2018, <http://www.nea.gov.cn/2017-05/12/c_136277500.htm>

52  
28th December 2017, viewed 28th April 2018, <http://www.nea.gov.cn/2017-12/28/
c_136856577.htm>

3.2 Develop Standards and Incentives to Regulate 
Newly-built Decentralised Energy Systems that 
Operate Reliably and Have a Long Operational 
Lifetime 

Concern
Fierce competition in the new energy industry has made 
cost a priority, with the volume of initial investment primarily 
being used for calculating returns, resulting in the sector’s 
unsustainability as energy-sector maintenance continues to 
be de-prioritised. 

Assessment
Several examples have been observed where investments 
had been made with a short-term focus on obtaining 
incentives rather than making a real contribution to the 
necessary energy transition. In some cases, initial cost 
effectiveness in terms of capital expenditure was only 
achieved at the cost of compromising reliability and 
increasing maintenance costs. This was witnessed, for 

Front Runner Plan,53 issued in 
September 2017, which encouraged a continuously lower 
bidding price. For example, in the 2 GW photovoltaic project 
in Baicheng the offered price was as low as Chinese yuan 

54 while in the Qinghai project it was 
55  

maintenance costs are often not included in calculations. 
In addition, initial optimism about returns on investment 
can turn to uncertainty in long-term operations, which can 
ultimately undermine project stability.

costs, international investment is restrained in RE, which 
is a large part of global energy development and is rapidly 
advancing in China.56 However, international businesses 

compete with the subsidised companies that make up the 
State Grid Corporation of China (SGCC).

53  Notice of NEA on Implementation of Photovoltaic Front Runner Plan and Construction 
nd September 2017, viewed 

28th April 2018, <http://zfxxgk.nea.gov.cn/auto87/201709/t20170922_2971.htm>
54 

of “Front Runners”, Shocks the Whole Industry, EnergyTrend, 7th March 2018, viewed 
28th April 2018, <https://www.energytrend.cn/news/20180307-26214.html>

55  Announcement on Optimized Enterprises Application Information for Implementation 
, Haixi Government, 12th April 

2018, viewed 28th April 2018, <http://www.haixi.gov.cn/info/1117/184933.htm>
56  Analysis of the Great Variation in the New Energy Industry in China, Starting from 

the Fast-Rising New Tycoon, Sohu, 15th th April 2018, 
<http://www.sohu.com/a/204614167_99917855>
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market players in order to achieve clean and sustainable 
development of the energy sector. Currently, significant 
market adjustment instruments, hidden subsidies (e.g. for 
the coal mining industry) and a focus on a short-term return 
on investments are not helping to facilitate China’s energy 
transition. The working group is closely observing the 

between different sources of electricity. In addition, to allow 
all suppliers to fully assess connectivity and curtailment 
risks, more transparency over the tariff system, future grid 
planning and the expected development of power flow 
capacity is essential for investors to assess and evaluate 
the quality of RE project locations.

Recommendations
Enhance deregulation, as the energy consumer should 
have more decision-making rights in terms of what gas 
and electrical equipment should be installed in industrial 
or residential facilities.
Keep the quality control for electrical power equipment 
centralised, by introducing a ‘positive list’ of qualified 
equipment to be included in distribution networks. 
Introduce penalties against low-quality device sellers 
or manufacturers and improve the implementation of 
penalties when long-term energy supply obligations are 

Publish the projects that failed due to the daily use of 
poor-quality equipment, similar to insurance dispute 
information that is published by the former China 
Insurance Regulatory Commission.

3.3 Encourage the Establishment of a DR Service 
Market

Concern
DR offers an opportunity for consumers to play a key role in 
the operation of the electric grid by reducing or shifting their 
electricity usage during peak periods in response to time-

China is not sufficiently developing DR in its electrical 
systems.

Assessment
The average utilisation of thermal generators in China 
declined by 200 hours to 4,165 hours per year while 
an additional 125 GW of capacity was added in 2016, 

amounting to 1,646 GW of total installed capacity.57 This 
means that optimising consumption during peak-demand 
hours in non-essential industries or services could reduce 

emissions significantly.58 DR allows the optimisation and 
utilisation of resources, while reducing pollution through a 
closer alignment of electricity tariffs on the one hand and the 
actual cost of power generation on the other.

On the demand side, the 2015 power system reform agenda 
indicated the intent for introducing competition into the retail 
market and to allow more direct power purchases for large 
power users. These reform guidelines—unbundling of entities 
and the pricing and direct sales between generators and 
large consumers—would open new DR business models.

If a direct power purchase agreement includes an arrangement 
for utilising DR resources, it has the potential to lower the 
costs for both power generators and consumers. Such 
direct power purchases may provide opportunities for 
DR aggregators to bypass inactive grid companies and 
develop a contractual scheme to include DR in direct power 
purchase agreements.

Cutting off electricity during periods of power shortages has 
caused tremendous disruptions to businesses in China. 
As of 2018, several DR programmes have already been 
launched, which are mainly focused on the following:
- The mandatory time of electricity use for industrial and 

commercial users.  
- The voluntary time of electricity use for residential users, 
- Interruptible loads. 
- Direct load control.59  

Despite these initiatives, and the fact that China is also 
rapidly installing advanced metering infrastructure, 
institutional barriers, such as the lack of a proper wholesale 
electricity market and resistance from the SGCC, is 
preventing DR from reaching its full potential, even if a DR 
service market is eventually established.60 

57  Zhang, B., Qiao, T., Use Cases of Demand Response and Application to China, Duke 
University, 28th April 2017, viewed 7th June 2018, <https://dukespace.lib.duke.edu/
dspace/handle/10161/14192>

A Comprehensive Economic Benefit Evaluating 
Method of Grid-connected Wind Power Generation under Demand Response, Energy 

th June 2018, <https://www.
sciencedirect.com/science/article/pii/S1876610217354516>

59 Guo, P., Li, V.O.K., Lam, J.C.K., Smart demand response in China: Challenges 
and drivers, th June 2018, 
<https://www.sciencedirect.com/science/article/pii/S0301421517302434>

60 Opportunities and barriers to demand response in China, Resources 
th June 2018, 

<https://www.sciencedirect.com/science/article/pii/S0921344915301427>
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Recommendations
Develop both a policy and grid infrastructure framework 
facilitating DR, such as a time-based rate mechanism 
and advanced metering infrastructure.  
Establish a fair and open wholesale electricity market 
as the ultimate solution to DR services.
Establish more effective pricing mechanisms to strongly 
promote DR.

Abbreviations
BRI  Belt and Road Initiative
CHP  Combined Heat and Power 

COP21  21st Conference of the Parties 
COP23  23rd Conference of the Parties
DR           Demand Response
EI  Energy Intensity
ESCO  Energy Services Company
ETS  Emissions Trading System
EU  European Union
EV  Electric Vehicle
GBL  Green Building Label
GHG  Greenhouse Gas
GW          Gigawatt
IEA  International Energy Agency
kWh  Kilowatt Hour

m3  Cubic Metre
MEE  Ministry of Ecology and Environment
MEP   Ministry of Environmental Protection

  Commission

X

RE           Renewable Energy
RE-EV  Renewable Energy Electric Vehicles
SGCC  State Grid Corporation of China
SOX  Sulphur Oxides
TPA         Third-Party Access
WEF  World Economic Forum
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Carbon Market Sub-working Group

Introduction to the Sub-working Group
Under carbon trading schemes, those who emit more 
carbon can purchase the right to emit more and those that 
emit less can sell the right to emit carbon to others, thus 
the trading market results in one of the most cost-effective 
carbon reduction methods currently being used.

The Carbon Market Sub-working Group’s aim is to have 
fair and transparent conditions for competition created 
between international enterprises and local companies, to 
share with Chinese partners their emissions trading system 
(ETS) experiences operating in other markets, and to 
promote the development and integration of clean energies 
while supporting China in its present and forthcoming 
energy transition. It is a sub-working group of the Energy 
Working Group and consists of 41 members that represent 
all aspects of the carbon market sector, including project 
developers, carbon funds, investors, lawyers, auditors, 

under compliance obligations. 

The sub-work ing group works wi th  the Chinese 
Government and other stakeholders to ensure the carbon 
market’s sustainable development, to reduce China’s 
greenhouse gas (GHG) emissions and, as a co-benefit, 
resolve other environmental issues. With the pilot ETS 
presently in operation across China and the national ETS 
announced in December 2017 and scheduled to start by 
2020, the working group is focused on understanding and 
improving the process from a European-business-in-China 
perspective.

While the limitations of the national ETS system came as 
a disappointment to various market players, associated 
delays could be seen as an opportunity to ensure all 
policies and tools pushed by Chinese authorities are 

experience with these issues and their involvement in 
the trading scheme’s design will be key to utilising past 
improvements appropriately.

Recent Developments
Back in 2014, China announced its objective to peak 
carbon dioxide (CO2) emissions by 2030 and to make 

an effort to peak them earlier. In the following year, 
the State Council issued the China Manufacturing 
2025 (CM2025) initiative,1 which is set to reduce the 
Chinese manufacturing industry's energy intensity to 34 
per cent below 2005 levels and to accelerate China’s 
decarbonisation process by peaking its GHG emissions 
by 2025.2 Also in 2015, during the 17th EU-China Summit,3 
the European Union (EU) and China issued the EU-China 
Joint Statement on Climate Change, in which both sides 
pledged to enhance cooperation on ETS.4  

In 2016, the State Council issued the Work Plan for the 
th Five-

year Period.5 This plan urges the start of a national ETS 
based on experiences gained by pilot trade markets and 
sets forth objectives on reducing carbon emission intensity, 
ranging from 12 to 20.5 per cent for different provinces / 
cities, during the 13th

According to the Notice on Key Works in Preparation 
for the Launch of the National ETS,6 the national ETS 
should have been implemented in 2017 following the 
implementation of trial programmes in seven provinces and 
municipalities.7 The major legal framework for the national 
ETS, the draft Regulations on the Administration of Carbon 
Emissions Trading,8

revision in late 2016, and is yet to be promulgated. 

1　 , 20th 
May 2015, viewed 9th May 2018, <http://carbon-pulse.com/china-sets-40-carbon-
intensity-reduction-target-for-industry/>

2     China’s new carbon target for industry paves way for earlier GHG peak –analysts, 
Carbon Pulse, 21st May 2015, viewed 9th May 2018, <http://carbon-pulse.com/
chinas-new-carbon-target-for-industry-paves-way-for-earlier-ghg-peak-analysts/>

3　EU-China summit, European Commission, 29th June 2015, viewed 9th May 2018, 
<http://europa.eu/rapid/press-release_IP-15-5279_en.htm>

4　
schedule, the Climate Group, 22nd February 2017, viewed 4th May 2018, <https://
www.theclimategroup.org/news/spotlight-china-new-emissions-trading-system-
set-revamp-global-market>  

5　 th Five-
Year Period, State Council, 27th October 2016, viewed on 24th April, 2018, <http://
www.gov.cn/zhengce/content/2016-11/04/content_5128619.htm>

6　Notice on Key Works in Preparation for the Launch of the National ETS , 
th January 2016, viewed on 3rd May 2018, <http://www.sdpc.gov.cn/

gzdt/201601/t20160122_772150.html>
7　 , 10th May 2017, 

viewed 2nd May 2018, <http://www.hbzhan.com/news/detail/117164.html>
8　Draft Regulations on the Administration of Carbon Emissions Trading (For 

Revision), Huanbao BJX News, 24th April 2018, viewed 24th May 2017, <http://
huanbao.bjx.com.cn/news/20160330/720788-3.shtml>
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Change Department, the top planning agency supervising 
China's carbon market development, will be merged with 
the new Ministry of Ecology and Environment (MEE).9 Li 
Gao, director general of the Climate Change Department 
at the MEE, informed the Copenhagen Summit that China 
had already cut its carbon intensity by 49 per cent when 
compared to 2015 levels, ahead of its previous 40–45 per 
cent reduction pledge.10 

From ETS Pilots towards National ETS 
The long-awaited launch of China’s national ETS has 

national ETS start was only made in December 2017, and 
instead of covering eight sectors from the beginning, as 

sector. At this stage, the legal framework required for the 
national ETS to work is still unclear and under revision by 
the State Council. Once approved, the new regulations will 

Carbon Futures Trading
Market players warmly welcomed the State Council’s 
approval of the Guangdong Province Free Trade Zone 
back in 2015, which included having a new futures 
exchange for carbon permits. The business community 
also appreciated the Shanghai Clearing House’s launch 
of a Shanghai emission allowance in January 2017. 

international traders, these initiatives have not really 
worked due to a lack of liquidity.

China’s Ambitious Plan to Reduce Climate Change 
At the 19th Party Congress in October 2017, President 
Xi Jinping set out a vision for cleaner air and water, 
more efficient energy use, and global leadership on 
climate change, by promoting domestic policy schemes 
that pursue sustainable growth.11 In this context, on 13th 

March 2018, China announced significant environmental 
governance reforms and presented a plan for consolidating 
environmental policies.

9　The State Council Institutional Restructuring Plan, Xinhua, 17th March 2018, 
viewed on 23rd April 2018, <http://www.xinhuanet.com/politics/2018-03/17/
c_1122552185.htm>

10  China meets Copenhagen climate target early, vows to stick with ETS despite 
, 26th March 2018, viewed 19th April 2018, 

<http://carbon-pulse.com/49693/>
11  The report of President Xi Jinping, on behalf of the 18th central committee at 

the opening of the 19th , 18th October 
2017, viewed 23rd April 2018, <http://www.china.com.cn/cppcc/2017-10/18/
content_41752399.htm>

The 19th Party Congress was pivotal in encouraging global 
actions on climate change and environmental governance 

place in Bonn, Germany, from 6th to 17th

by all parties, including China, and the United States’ 
withdrawal in June 2017, the EU and China reaffirmed 

up their cooperation in this respect. China’s international 

during the opening session of the 19th Party Congress, 
when President Xi Jinping affirmed that China will be 
taking a leading role in coordinating the international 
response to climate change.

Key Recommendations
1. Focus on Designing and Implementing a 

National ETS 

Concern
Although the announcement to launch the national ETS 
represents a milestone in the Chinese environmental 
regulatory framework, clarity of the monitoring reporting 
and verification (MRV) system to ensure compliance, 
al lowance al location, data qual i ty standards and 
transparency, trading rules, market oversight and sectoral 
coverage are still lacking.

Assessment

Solid and sound legislation is the cornerstone of any 
successful regulatory policy. The approval of a law for the 
China national ETS is an absolute priority. This will pave 
the way towards successfully implementing and improving 
the system; allowing regulators to enhance enforcement; 
encouraging companies to mainstream ETS concepts and 
concerns into corporate strategies; supporting financial 
entities in boosting green investments; and helping the 
competent authorities to finance capacity building and 
increasing research, development and deployment of low 
carbon technology. 

During the testing phase of the national ETS (between 
2019 and 2020), initial policies and regulations might be 
adjusted more frequently than in a mature and advanced 
stage of the ETS. The creation of relatively stable policies 

making processes by making them more efficient and 
competitive.
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Stakeholder involvement
Effective and efficient involvement by stakeholders is 
essential to the sound and proper development of China’s 
national ETS. This involvement must focus on all aspects 
of the system, including the approval and implementation 
of regulations at the national level and the reasonable 
allocation of allowances. It should also encompass MRV 
practices and trading rules. 

Customised stakeholder engagement enables the adoption 

for both the regulator and the stakeholders. For the former, 

tapping into local knowledge and having an opportunity 
to test policy initiatives directly on stakeholders. For the 

opportunity to contribute as an expert in policy design and 
implementation, and to participate in the decision-making 
process. 

Transparency
In order to run effectively, markets rely on an unimpeded 

Carbon Market Sub-working Group advocates for more 
transparency in aggregated market activities.

The regulator should support the development of a 
transparent platform and provide access to complete, 
unrestricted data on trading, emissions and compliance. 
This would publicly promote business confidence in the 
environmental and financial integrity of China’s ETS.12 It 
would also provide an additional level of scrutiny, allowing 
early exposure to systemic risks.

Furthermore, stakeholders need market information 
regarding supply and demand imbalances, and CO2 

emissions in order to design and implement a sound 
compliance strategy. Access to information regarding 
power generation in the first instance should be user-
friendly. As far as access to information goes, companies 
with large installations that are regulated by the national 
ETS should be prevented from profiting from ‘inside 
information’. 

Liquidity development
Liquidity is not decided by the authorities. However, the 
authorities and regulators have the duty to put in place the 
conditions to allow a rapid development of liquidity. Only 

12   While grandfathering is a useful tool when phasing-in an ETS, the Carbon Market 
Sub-working Group supports benchmarking as the preferred allocation method.   

a market with liquidity will be able to hedge the actors’ 
risks. In addition, only a liquid and transparent market will 
prevent market manipulations. 

In order to develop liquidity, transparent and stable market 
rules should be established. There should also be a strong 
regulator to monitor eventual distortions. In addition, 
operations should be processed easily, transaction fees 
should be low and free allowances should quickly decrease 
or be replaced in order to allow the market to develop. 
For the remaining free allowances, compliance entities 
receiving them should be obliged to sell them and re-buy 
them on the market (allowances have to be ‘exchange-
stamped’ to be eligible for surrendering). Finally, traders 
should be allowed to operate starting from day one and 
the exchange should establish favourable fees for market 
makers. Without traders, there will be no liquidity.

In order to establish credibility, it is important that an 
effective and accountable regulatory framework is 
developed and enforced in order to measure, report and 
verify CO2 emissions. Moreover, it is important to introduce 
an appeal mechanism to allow disputes to be solved in a 

Third-party verifiers play an essential role in providing 
reliable data. Their competence and processing quality are 
paramount to providing and maintaining the credibility and 
the integrity of any ETS. A public, nationwide accreditation 
system of verifiers’ technical capacity and performance 
must be established in order to maintain high quality 

It is crucial that the MRV market is open to all individuals 
and entities that are technically qualified, irrespective of 
their nationality, to enhance the technical capability of the 
system. 

ETS pilot transition
Given the delay in establishing a real nationwide carbon 
trading system, the ETS pilots will last longer than 
stakeholders had originally expected. This reality should 
be clearly stated and the transition towards a national 

development of liquidity in the pilots and reduce uncertainty 
during the transition process.
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Policy synergies between the ETS and other trading 
systems
China is promoting environmental-rights trading, pollutant-
emission trading, energy-consumption-rights trading and 
energy-saving-units trading,13

(launched in July 2017)14 and the recently announced 
renewable certificate.15 It is necessary to coordinate 
between the different authorities in the creation and 
implementation of policies, not only to lower the reporting 
and compliance burden on companies, but also to ensure 
the effectiveness of these policies, market liquidity and 

Price target
One of the serious dysfunctions of the European carbon 
emissions market from 2011 to 2017 derived from the price 
of carbon being far too low, which did not encourage the 
switch from using high polluting coal to cleaner solutions 
such as natural gas or renewables. This was linked to the 

of the European authorities to quickly react and reduce 
the cap accordingly.16 The Chinese national ETS design 
is somewhat different, as the cap uses a more dynamic 
mechanism. However, low prices would have exactly the 
same effect as it had in Europe – the market would not 
play a role in encouraging the abandonment of highly 
polluting fuels.

In order to swiftly push prices to the level of a ‘switch price’ 
(a price that would favour a switch to cleaner fuels and/or 
improve efficiency and, hence, decrease emissions) the 
Chinese authorities could set a benchmark that reduces 
free allowances as much as possible by limiting them to 

Recommendations

the regulations in a fair and transparent way for all 
stakeholders and impose sanctions on non-compliant 
entities.

13  Notice on Issuing the Comprehensive Work Plan for the Energy Conservation 
th Five-Year Plan" Period, State 

Council, 5th January 2017, viewed 24th April 2018, <http://www.gov.cn/zhengce/
content/2017-01/05/content_5156789.htm>

14  Notice on the Trial Implementation of the Green Certificates Issuance and 
Voluntarily Subscription Trading System of Renewable Energy,

th January 2017, viewed 24th 
April 2018, <http://www.ndrc.gov.cn/gzdt/201702/t20170203_837121.html>

15 Call for Comments on Renewable Energy Power Quotas and Assessment 
Methods (Draft for Comments) rd March 
2018, viewed on 24th April 2018, <http://zfxxgk.nea.gov.cn/auto87/201803/
t20180323_3131.htm> 

16 Financial Crisis Drives Down the Prices of Pollution, Der Spiegel, 26th January 
2009, viewed on 31st May 2018, <http://www.spiegel.de/international/europe/co2-

stable policy framework for China’s national ETS.

(including the possibility of establishing an appeal 
mechanism for MRV disputes).

traders, and domestic and international companies, in 
the regulatory process.

internationally experienced carbon exchange to 
ensure a robust trading system.

to participate in the national ETS.

2. Enhance Policy Integration and Policy 
Coherence between the National ETS and 
Other Related Policy Instruments 

Concern
While the Chinese Government is pushing various 
policies, measures and market-based instruments to 
address energy, environment and climate change issues, 
integration and harmonisation will be needed to effectively 
meet the country’s air quality, clean energy transition and 
carbon emissions targets. 

Assessment
It is both unsound and impracticable to only rely on carbon 
pricing to realise the Paris target of "well below 2°C". 
Carbon pricing should be complemented by other well-
designed policies. All of the issues that are related to 
existing market-based and government failures should 
influence the policymaking process, and if they are not 
properly addressed, the effectiveness of the ETS and other 
policy measures will be compromised.

Some complementary policies that could address these 
issues include the introduction of different market-based 
mechanisms and performance standards; new rules for city 
design, land and forest management, and infrastructure 
investment; the use of financial instruments to foster 
private sector participation; and reducing the risk-weighted 
capital costs of low-carbon technologies and projects. 
These policies would work alongside the establishment 
of carbon prices in an ETS system and would reduce the 
required cost that is associated with reducing emissions.
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move from its pilot stage into the national market. At the 

subsidies for renewables with market-based trading.17 In 

allowance trading in four provinces to realise its control 
target regarding total energy consumption.18 Even with this 
new trading mechanism, environmental pollutant trading, 
such as the chemical oxygen demand, is still in the policy 
toolkit of the MEE. Therefore, having various market-based 
policies being implemented in parallel is feasible and 

on developing the environmental sector.

In the meantime, the working group could play a positive 
role by sharing with Chinese partners the EU’s experience 
with the integration of similar market-based policies.

Recommendations

or renewable energy certificates trading will be 
developed consistently with the national ETS.

and monitoring data on GHG emissions, energy 
consumption and environmental pollutant emissions.

the fair implementation of energy trading, carbon 
emission trading, green and renewable certificate 
trading, and environmental pollutant permit trading. 

3. Mobilise Central and Local Governments, 
along with the Private Sector and Civil 
Society, to Jointly Implement Measurable 
Actions to Achieve Paris Agreement 
Objectives

Concern
The 2014 Intergovernmental Panel on Climate Change’s 
(IPCC’s) report states that it is still possible to limit a 
global average temperature rise to 2°C, however, effective 
mitigation will not be achieved as long as individual agents 
continue to advance their own interests. 

17  Notice on the Trial Implementation of the Green Certificates Issuance and 
Voluntarily Subscription Trading System of Renewable Energy

th January 2017, viewed 24th April 2018, <http://www.ndrc.gov.cn/
gzdt/201702/t20170203_837121.html> 

18  Letter of Launching the Pilot Programme of the Allowance and Trading of Energy-
consumption Rights th July 2016, viewed 24th April 2018, <http://www.
ndrc.gov.cn/zcfb/zcfbtz/201609/t20160921_819068.html> 

Assessment
Climate change requires collective action on a global 
scale, because most GHG emissions accumulate over 
time and mix globally. Moreover, emissions by any agent—
individuals, communities, companies or countries—affect 
other agents. International climate change negotiations 
have traditionally been driven at a national level, but the 
Conference of the Parties (COP) in Paris, resulted in 
the recognition that an important role can and should be 
played by local governments, cities, the private sector 
and civil society.19 The Paris Agreement entered into 
force at the end of 2016.20 As a long-lasting agreement, 
it will help to establish a desire for controlling climate 
change. Fortunately for all of us, the Paris Agreement has 
mechanisms for countries to come back to the table within 
the next few years to propose new plans,21 but of course 
the responsibility for staying the course lies with everyone. 

Only through ambitious and collective actions can the 
objective of keeping global temperatures between 1.5°C 
and 2°C be achieved. The 2014 IPCC report states that 
even if all countries continue their current emissions 
reduction commitments and contributions, we are far 
from a pathway that limits a global average temperature 
rise to 2°C above pre-industrial levels. In fact, global 
temperatures reached new highs in 2017.  

Deeper and earlier cuts from countries, as well as 
proactive and early actions from the private sector, local 
governments and civil society are needed. 

For the past three years the European Chamber has sent 

(2016) and COP23 (2017) as a clear demonstration of 
the interest and continuous commitment of European 
businesses in China to get involved at the highest possible 
level in the international climate change debate. 

During the Bonn Climate Change Conference in May 
2018, governments made progress towards the Paris 
Agreement’s implementation. The aim is to complete 
the guidelines across a wide range of issues such as 

19  One example of this multi-stakeholders and bottom up initiative is the US Climate 
Alliance created on 1st June 2017, US states form alliance to meet Paris climate 
commitments, Financial Times, 6th June 2017, viewed 3rd May 2018, <https://
www.ft.com/content/27c5bad2-4895-11e7-919a-1e14ce4af89b?mhq5j=e3>

20  Adoption of the Paris Agreement th May 2018, <https://
unfccc.int/resource/docs/2015/cop21/eng/l09r01.pdf>

21 The Paris Agreement’s pledge and review mechanism aims to secure and 
increase the level of ambition among the Parties and is essential to keep the 
world on a low-emissions pathway.
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transparency, adaptation, emission reductions, provision of 

in 2018.

Recommendations

including the private sector, local governments and 
civil society, to work together towards transformative 
and ambitious actions. 

EU Member States and local governments to reinforce 
the EU’s leadership in tackling climate change 
through joint initiatives involving the private sector, 
while boosting innovation, economic growth and job 
creation.

Government at all levels to implement effective actions 
to achieve the reduction of its emissions in line with 
its nationally determined contributions, and the reform 

China on a clean energy transition and low carbon 
development pathway.

businesses to be part of joint solutions to Green 
China’s Policy Agenda.  

Abbreviations 

CO2   Carbon Dioxide
COP         Conference of the Parties 
ETS   Emissions Trading System 
EU    European Union

th

GHG   Greenhouse Gas
IPCC  Intergovernmental Panel on Climate   
  Change
MEE       Ministry of Ecology and Environment
MOF       Ministry of Finance

  Commission

  Change
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Fashion and Leather Working Group 

Key Recommendations
1. Revise the Product Quality Law 

1.1 Remove the Abstract Term ‘Unqualified Product’ and Use a Product’s Conformity 
with Mandatory National Standards as the Criterion for Judging Whether or not it is 

in Violation
Use a product's conformity with mandatory national standards as criteria for judging whether it is 

Leave the performance, function and service requirements for products (similar to voluntary 
standards in China) to the adjustment of the market. 
Impose administrative liabilities for violating mandatory national standards and only impose civil 
liabilities for violating declared voluntary standards.

Differentiate the Liabilities of Producers and Sellers
Differentiate punishments, ranging from heavy to light, according to the severity of a product’s 

Establish a proper ceiling on punishment for infringements that do not endanger people or their 
property but may impact a consumer’s purchasing decision.
Eliminate punishments on substandard labelling issues but advise the company on how to 
correct their mistake.
Make general provisions for labelling requirements on the premise of protecting consumers' 
rights to know about a product, and abolish unnecessary and out-of-date requirements, such as 
a product’s grade.   
Differentiate between the producer and the seller based on their roles in the production and 
sales processes. 

2. Issue the Implementation Rules of the Consumer Protection Law in a Timely 
Fashion, and Exclude ‘Professional Shoppers’ from the List of Consumers 
that are Eligible for Protection under the Consumer Law

Issue the implementation rules for the Consumer Protection Law and related judicial 
interpretations in a timely fashion, providing guidance on legal precedents.
Exclude the professional shopper from the list of consumers.
Clarify that product mislabelling that neither endangers personal safety or property nor misleads 
the consumer is not fraud and therefore not applicable to the punitive damages clause of Article 
55 of the Consumer Protection Law.

3. Clarify the Punishments Handed Down to Laboratories and Testing 
Institutes That Submit Fake or Partial Test Reports

Intensify the punishments handed down to laboratories and testing institutes that commit 
infringements.
Require laboratories and testing institutes that falsify or issue false reports and cause 
reputational or economic loss to parties involved to provide economic compensation.
Revoke the practicing licences of those that commit serious infringements.
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4. Revise the Mandatory National Standard GB18401-2010 National General 
Safety Technical Code for Textile Products

Revise the mandatory national standards in 
Code for Textile Products
stated in the new Standardisation Law and remove the requirements on colour fastness and 
peculiar smell. 
Increase the number of chemical safety standards that properly safeguard personal health, life 
and property safety in line with international market practices. 
Improve, in a timely manner, the formulation and revision of the technical standards on the safety 
of raw materials in the textile industry.

Introduction to the Working Group
President Xi’s report at the 19th Party Congress 
stated that the contradiction between unbalanced and 
inadequate development, and people’s ever-growing 
needs for a better quality of life, is now the ‘principal 
contradiction’ as China’s economic development 
gradually shifts to higher-quality growth.1  

For millennia, humans have needed to express 
themselves as individuals. Often this has been done 
through clothes and accessories. The shift in China’s 
economy and the expansion of its middle class, which 
now has more disposable income than ever before, 
has seen a large increase in the consumption of high-
quality, luxury products that allow individuals to express 
themselves. In fact, Chinese consumers contributed 
to nearly one third of the global consumption of luxury 
goods in 2017.2    

The word ‘luxury’ may be interpreted by some as 
referring to something useless and wasteful. In fact, it 
is the opposite. European commodities are renowned 
for their safety and quality. In particular, the European 
fashion industry is well known for having high standards 
for design and manufacturing, and a long history 
of traditional workmanship. This means that these 

1　 Xi Jinping: Secure a Decisive Victory in Building a Moderately Prosperous 
Society in All Respects and Strive for the Great Success of Socialism with 
Chinese Characteristics for a New Era - Delivered at the 19th National Congress 
of the Communist Party of China, 27th October 2017, viewed 22nd June 2018, 
<http://www.xinhuanet.com/politics/19cpcnc/2017-10/27/c_1121867529.htm>

2　 , McKinsey & Company, 14th June 
2017, viewed 28th

products are extremely sustainable and retain a high 
second-hand value. 

In addition to exporting safe, high-quality and luxury 
fashion products to satisfy domestic consumers’ 
increasing demands, more European companies are 
bringing their manufacturing to China. These are long-
term commitments that will contribute to the Chinese 
Government’s goal of building China into a global 
manufacturing leader, and will transform Chinese goods 
from merely being ‘made-in-China’ to being ‘created-in-
China’.

Established in 2016, the Fashion and Leather Working 
group is comprised of 10 European fashion and 
leather enterprises that produce and import high-end 
apparel, leather bags, suitcases, shoes and other 
fashion-related products in China. The working group 
represents the high-end consumer goods industry 
when communicating with relevant policymakers on 
common industry issues. Some of these issues include 
‘professional shoppers’, legal and regulatory compliance 
for imported products, the aligning of Chinese and 
international standards, and supervision over laboratory 
testing. Since its establishment, the working group has 
actively followed relevant legislative developments 
and offered recommendations for creating an orderly 
market environment that protects rights and interests of 
consumers.

The Fashion and Leather Working Group contributes 
directly to satisfying people’s growing needs for a better 
quality of life, not only through the increased diversity, 
beauty and variety of products manufactured in the 
fashion and leather industry can bring to the market, 
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but also by providing an environment that is focused 
on safety, environmental protection and innovation. 
Furthermore, the fashion and leather industry is 
becoming increasingly integrated into China. It not only 
manufactures products in China but involves China 
throughout the global supply chain.

Recent Developments
The development of laws and regulations that pertain 
to textiles, apparel, leather products and other high-end 
consumables include the following:

1. The Consumer Protection Law and its implementation 
regulations
The Consumer Protection Law was promulgated in 
1993 and revised for a second time in 2013, coming into 
force on 15th March 2014. The Consumer Protection 
Law has played an important role in strengthening 
consumer rights, solving disputes regarding consumer 
interests, cracking down on consumer rights violations, 
developing consumer awareness and promoting the 
development of initiatives that protect consumers’ rights. 
However, the increase of punitive compensation, as 
stipulated in Article 55 of the Consumer Protection Law, 
has resulted in the emergence of a large number of 
professional shoppers. Targeting international brands, 
they buy commodities with flaws in their labelling in 
order to extort businesses and receive compensation 
after lodging complaints with local administrations for 

courts. This puts undue pressure on these enterprises 
and jeopardises their day-to-day operations.

In this context, the former State Administration for 
Industry and Commerce (SAIC), now the current State 
Administration for Market Regulation (SAMR),3 took 
the lead in drafting the Implementation Regulations 
of Law of the PRC on Protection of the Rights and 
Interests of Consumers (Draft for Public Consultation) 
(Regulations) in 2016. Article 2 of the Regulations 
states that “the rights and interests of consumers who 
purchase and use commodities and receive services 
for the purpose of individual consumption should be 
protected”. However, this article is not applicable to 
“natural persons, legal persons and other organisations 

3　 The SAMR was formed as part of the government’s major restructuring in early 
2018. It was created through the merger between the former SAIC and the former 
China Food and Drug Administration (CFDA) and part of the former General 
Administration of Quality Supervision, Inspection and Quarantine (AQSIQ).

Legislative Affairs Office (SCLAO) amended the term 

the draft for approval,4 in the hopes of cracking down 
on professional shoppers. Although the Consumer 
Protection Law was not included in the former SCLAO’s 
2017 legislative work plan, the legislative process has 
resumed, and the law is expected to be promulgated in 
2018, according to the State Council’s legislative plan 
published in March 2018.5 

2. The Reply Opinion on the Recommendation No. 
5990 of the Supreme People’s Court (SPC)
The SPC re leased  i t s  Rep ly  Op in ion  on  the 

 in the fifth session of the 
12th th May 
2017. It indicated that it would consider “gradually 
restrict ing the behaviours of cracking down on 
counterfeit goods for money making of professional 
shoppers unless for purchase of foods and medicines.” 
Since the release of the Reply Opinion, an increasing 
number of professional shoppers’ claims to higher 
punitive damages have not been supported by the 

and judicial interpretation of the Consumer Protection 
Law, and the SPC’s Reply Opinion’s legally non-
binding nature, have resulted in great uncertainty and 
arbitrariness in the handling of relevant cases by local 
AICs and the courts. Due to a partial understanding of 
the concept of ‘fraud’ under the Consumer Protection 
Law, it is possible that it may be ruled that all flaws 
may be fined up to three times the retail price for the 
relevant fraudulent product. A detailed assessment of 
the problems posed by professional shoppers can be 
found in Key Recommendation 2.

3.  The Standardisation Law
The new Standardisation Law, effective since 1st 

January 2018, has achieved breakthroughs in areas 
such as standard scope, classification, coordination 
mechanisms, standard management and autonomy in 
formulating enterprise standards. The working group 
has increased confidence in the market-orientated 

4　 SCLAO Call for Public Consultation on Implementation Regulations of Law 
of the PRC on Protection of the Rights and Interests of Consumers (Draft for 
Approval), China Law website, 16th th April 2018, 
<http://www.chinalaw.gov.cn/art/2016/11/16/art_33_204171.html> 

5　 Notice of Issuing 2018 Legislative Work Plan of the State Council, State 
Council, 2nd March 2018, viewed 24th April 2018, <http://www.gov.cn/zhengce/
content/2018-03/14/content_5274006.htm>
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reforms being enacted by the Chinese Government. 
However, because the Standardisation Law’s provisions 
are not supported by concrete implementation rules, 
enterprises are still confused about the application of 
standards, especially the status enjoyed by mandatory 
standards and voluntary standards respectively. A clear 
distinction between these two types of standards should 
be made with respect to both their definitions and 
the market supervision measures that are applicable 
to them in order to enable a genuine differentiation 

legislative intent of ‘being voluntary’, instead of being 
interpreted as ‘quasi-mandatory’ standards. This will 
pave the way for further market-orientated reforms by 
the Chinese Government.

The working group calls for relevant legislative 
bodies to revise and promulgate the Implementation 
Rules of the Standardisation Law , the National 
Standard Management Method, the Industry Standard 
Management Method and other supporting regulations 
and administrative measures, to avoid any confusion for 
both enterprises and local law enforcement agencies 
during the implementation of the newly revised 
Standardisation Law. Meanwhile, certain mandatory 
national standards are currently in force, and other 
relevant laws and regulations, such as the Product 
Quality Law and the national standard 
Technical Norms for the Basic Safety of Textile Product, 

4.  The Product Quality Law
The existing Product Quality Law was formulated in 
1993 and revised in 2000,6 both earlier than China’s 
accession to the World Trade Organization in 2001. 
The volume of product imports at that time was far less 

respectively,7 which represents remarkable growth since 
the last revision of the Product Quality Law. As a matter 
of fact, neither the formulation nor the later revision to 
the Product Quality Law could have taken into account 
how the Agreement on Technical Barriers to Trade of 
the WTO was implemented (i.e. to limit the applicability 

6　 There were two revisions to the Product Quality Law, one in 2000 and one 
in 2009. The revision in 2009 only amended the quoted "Public Security 
Punishment Regulations" changing it to "Public Security Punishment Law".

7　 Goods Import and Export Gross th April 
2018, <http://data.stats.gov.cn/easyquery.htm?cn=C01>

of technical norms and mandatory standards to national 
security, fraud, health, safety and environmental 
protection), and are not suitable for regulating the 
market under economic conditions where importation 
takes place. The working group has become aware of 
and welcomes the fact that substantial revisions will be 
made to the Product Quality Law and hopes to play an 
active role in further relevant investigations, surveys 
and public consultations.

5.  Institutional Restructuring
In mid-March 2018, the State Council announced a 
grand institutional restructuring plan, through which 
a super administrative and supervisory ministry for 
surveilling the market would be established. The SAMR 
was subsequently formed, following the merger of the 
former State Administration for Industry and Commerce 
(SAIC), the former General Administration of Quality 
Supervision, Inspection and Quarantine (AQSIQ) and 
the former China Food and Drug Administration (CFDA). 
The combining of functions, such as anti-monopoly 
enforcement and supervising pricing, previously 
undertaken by the Ministry of Commerce (MOFCOM) 

The restructuring has impacted the industry in a 
positive way, with the Fashion and Leather Working 
Group advocating for improved market surveillance, 
quality administration and consumer protection. The 
various necessary governmental actions needed in the 
operation of the fashion and leather industry have been 

Key Recommendations
1. Revise the Product Quality Law 
1.1 Remove the Abstract Term ‘Unqualified 

Product’ and Use a Product’s Conformity with 
Mandatory National Standards as the Criterion 

Imposing Administrative Responsibilities on 
Enterprises Judged to be in Violation

Concern
As the concept of ‘unqualified products’ has not been 
precisely defined, its application can cause conflict 
between enterprises, consumers and local enforcement 
authorities due to different respective interpretations, 
which ultimately impacts normal business operations.
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Assessment
The existing Product Quality Law uses the concept 
of ‘unqualified products’ and provides for the legal 
responsibilities of producers and sellers with respect 

products”.8 However, the term ‘unqualified product’ 
is not expressly defined in the Product Quality Law. 
In reality, its interpretation can differ depending on 
different subjects, standards and circumstances (for 

give rise to conflict between enterprises, consumers 
and local law-enforcement authorities. Furthermore, 
this is not in line with certain provisions of the WTO 
Agreement on Technical Barriers to Trade.

Currently, most countries would consider a product 
to be ‘unqualified’ if it causes damage to personal or 
property safety. Whether or not a product is safe is 
also the first question asked by a consumer before 
purchasing it. When comparing foreign and domestic 
administrative practices on product quality, it is clear 
that the European Union, the United States and other 
developed countries put more focus on safety-related 
standards. In the textile sector for instance, there are 
more than a hundred safety-based criteria in Europe 
derived from the General Product Safety Directive 
and the Registration, Evaluation, Authorisation and 
Restriction of Chemicals, that deal with carcinogens, 
mutagens, reproductive toxicity, sensitisation, endocrine 
disorders and environmental protection; whereas in 
China there are much fewer chemical standards, with 
only two that are related to carcinogens. Due to a lack 
of chemical standards, China’s market supervision 
and inspection authorities cannot sufficiently protect 
consumers’ health and safety. 

The new Standardisation Law clarifies that standards 
are to  be mandator i ly  enforced,  whereas the 
government generally encourages the adoption 
of voluntary standards;9 furthermore, it also limits 
administrative responsibility for violations of mandatory 
national standards.10 This is a critical step in making 

with international practises, as it provides guidance for 
the revised Product Quality Law.

8　See Article 12 of the Product Quality Law. 
9　See Article 2, 10 and 25 of the Standardisation Law, as amended in 2017.
10  See Article 36 and 37 of the Standardisation Law, as amended in 2017.

Recommendations
Use a product's conformity with mandatory national 

or not. 
Leave the performance, function and service 
requirements for products (similar to voluntary 
standards in China) to the adjustment of the market. 
Impose administrative liabilities for violating mandatory 
national standards and only impose civil liabilities for 
violating declared voluntary standards.

1.2 Clear ly  Def ine  Balanced Penal t ies 
According to the Scale of Infringement and 
Differentiate the Liabilities of Producers 
and Sellers

Concern
Legal responsibilities are imprecisely provided and are 
not clearly differentiated between producers and sellers, 
which creates an unpredictable business environment.

Assessment
There are numerous product quality issues, such as 
mistakes in labelling or the inclusion of a serious defect; 
however, even if there is an issue with quality and it 
violates a mandatory national standard, the damage it 

and who the consumer is. A few examples of the 
different effects these kind of issues can have include 
the following: the product endangers people and their 
property; it could be noncompliant with the mandatory 
national standards, which could impact consumers’ 
purchasing decisions; or it could mislead the consumer 
by containing a substandard labelling issue. Due to the 
many possible quality issues, there should also be a 
varying scale of penalties and remuneration. 

The existing Product Quality Law vaguely lists a range 
of penalties for a variety of infringements ranging 
from 50 per cent to three times the value of the goods 
in question. This poses a large challenge for law 
enforcement agencies when it comes to assigning 
penalties according to the type of infringement 
committed, which leads to unbalanced penalties 
being handed down and uneven enforcement across 
different jurisdictions. This significantly impacts legal 
predictability, which is a basic requirement for all 
companies to operate effectively in a given country. 

Moreover, the law has overly-detailed requirements for 
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item labels, which can easily lead to a labelling mistake, 
and when trying to follow these requirements there are 
no criteria to use as a reference point and there are 
no listed penalties that take into account an accidental 
infringement.11 In practice, companies will be punished 
unfairly for a substandard labelling issue (which does 
not endanger people or their property nor mislead them 
in making purchasing decisions) and are charged with 
“selling unqualified products in the name of qualified 
products”.12 Instead, the administrative punishment 
should be based on what mandatory national standards 
were violated. In cases of substandard labelling, the 
penalty should be correction of the problem.   

Additionally, the existing Product Quality Law generally 
provides for the legal responsibilities of producers 
and sellers rather than differentiating between them 
according to whether the seller or producer has any 

to an unfair distribution of legal responsibilities between 
producers and sellers. In practise, the seller, who 
typically has little to no control over the design and 
production of a product, is, to some extent, a victim as 
well. Therefore, legal liability should be proportionate 
to the sales of a product rather than a seller’s total 
inventory. 

Recommendations
Differentiate punishments, ranging from heavy to light, 
according to the severity of a product’s infringement, 

Establish a proper ceil ing on punishment for 
infringements that do not endanger people or their 
property but may impact a consumer’s purchasing 
decision.
Eliminate punishments on substandard labelling 
issues but advise the company on how to correct their 
mistake.
Make general provisions for labelling requirements on 
the premise of protecting consumers' rights to know 
about a product, and abolish unnecessary and out-of-
date requirements, such as a product’s grade.   
Differentiate between the producer and the seller based 
on their roles in the production and sales processes. 

11  As noticed by the working group, some local law-enforcement departments have 
tried to set standards for determining punishment; however, they only refer to the 
value of the goods and not their quality, which could possibly result in unfair law 
enforcement actions.

12　See Article 50 of the Product Quality Law.

2. Issue the Implementation Rules of the 
Consumer Protection Law in a Timely 
Fashion, and Exclude ‘Professional 
Shoppers’ from the List of Consumers 
that are Eligible for Protection under 
the Consumer Law 

Concern
‘Professional shoppers’ not only hinder the normal 
operations of an enterprise but also waste administrative 
and legislative resources.

Assessment
In recent years, the number of lawsuits and administrative 
cases involving ‘professional shoppers’ has increased 

many problems with consumers, however, these issues are 
not significant in comparison to the problems caused by 
counterfeit products that endanger personal and property 
safety. Consumers would therefore prefer the government 
to invest its limited public resources in cracking down on the 
production and sale of counterfeit commodities.

So-called professional shoppers only exploit goods 
for the purposes of making money and are not 
concerned with the actual quality of the product. Some 
professional shoppers even acquiesce to the existence 
of infringement after obtaining private compensation, 
actually tolerating behaviour that infringes upon the 
rights and interests of consumers. Even worse, some 
professional shoppers blackmail enterprises to attain 
easy money. Ultimately, professional shoppers do not 
play any part in enhancing the market. Rather, they 
constantly raise complaints and file lawsuits using 
judicial institutions for claiming compensation against 
an enterprise.

In principle, professional shoppers, or companies 
incorporated for the purpose of targeting genuine 
products with substandard labels, do not purchase 
a commodity for consumption but to see if there is 
some product flaw they can exploit. Consequently, 

Consumer Protection Law because they are aware 
of the commodities in question (counterfeits) before 
they make a purchase, so the claim that they are not 
properly informed by the seller is not true. Therefore, 
they are not eligible for protection under the Consumer 
Protection Law.
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Currently, only some courts have rejected the appeals 
from professional shoppers and have supported the 

making are not protected”13 and “professional shoppers 
are not deceived subjectively because they are already 
aware of the counterfeit commodities before they make 
a purchase”.14 The working group recommends that 
legislators issue implementation rules for the Consumer 
Protection Law and related judicial interpretations in 
a timely fashion to provide unified legal guidance for 
administrative organisations, law enforcement and 
judiciary authorities.

Recommendations
Issue the implementation rules for the Consumer 
Protection Law and related judicial interpretations in a 
timely fashion, providing guidance on legal precedents.
Exclude the professional shopper from the list of 
consumers.
Clarify that product mislabelling that neither endangers 
personal safety or property nor misleads the consumer 
is not fraud and therefore not applicable to the punitive 
damages clause of Article 55 of the Consumer 
Protection Law.

3. Clarify the Punishments Handed Down to 
Laboratories and Testing Institutes That 
Submit Fake or Partial Test Reports

Concern
Many laboratories and testing institutes collaborate with 
professional shoppers to purposely falsify and submit 
incomplete test reports against producers or sellers that 
go beyond the testing scope and are based on false 
testing and/or testing methods, which prevents fair 
and impartial enforcement and results in reputational 
damage and commercial loss for the company affected. 

Assessment
In recent years, many laboratories and testing institutes 
have, in collaboration with ‘professional shoppers’, 
failed to conduct impartial testing in compliance with 

13  See Article 2 of SCLAO Call for Public Consultation on Implementation 
Regulations of Law of the PRC on Protection of the Rights and Interests 
of Consumers (Draft for Approval), China Law website, 16th

2016, viewed 24th April 2018, <http://www.chinalaw.gov.cn/art/2016/11/16/
art_33_204171.html>

14  
the 12th NPC, 26th June 2017, viewed 24th July 2018, <http://www.capitalip.org/
news_detail_13161.html>

the following: 

Issue an informal document that includes a report 
without any authorisation or assessment. These 
documents are issued subjectively by the testing 
institutes without being rooted in any legal basis and 
are used by professional shoppers to blackmail the 
business.
Issue a testing report authorisation from the China 

Accreditation Service for Conformity Assessment. 
Some institutes even issue illegal reports using non-
standard methods, internal methods or subjective 
methods without any prior testing.
Purposely falsify or submit incomplete reports against 
producers or sellers based on the results of a fake test.

As local industries, administrative bodies and courts 
use these survey reports as the basis for administering 
punishment and ruling in civil judgements, it is 
recommended that this process be improved and 
clarified to prevent testing agencies from abusing 
product testing to enrich themselves. 

Recommendations
Intensify the punishments handed down to laboratories 
and testing institutes that commit infringements.
Require laboratories and testing institutes that falsify 
or issue false reports and cause reputational or 
economic loss to parties involved to provide economic 
compensation.
Revoke the practicing licences of those that commit 
serious infringements.

4. Revise the Mandatory National Standard 
GB18401-2010 National General Safety 
Technical Code for Textile Products

Concern
The issues of colour fastness and peculiar smell, 
outlined in the 
Safety Technical Code for Textile Products, are not 
safety-related concerns, and therefore sit outside the 
definition of mandatory national standards as stated 
in the new Standardisation Law, and therefore related 
requirements under the law hinder the development of 
innovative techniques in the textile industry.
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Assessment
The new Standardisation Law expressly states that 
“mandatory national standards should be imposed for 
technical requirements that safeguard personal health, 
life and property safety, national security, ecological 
environment security and meet the basic needs of 
economic social management”,17 and that “mandatory 
national standards are compulsorily implemented”.18 The 
working group commends the relentless efforts made 
by the Chinese Government to boost standardisation 
reform. However, the working group has also noted 
that current mandatory national standards still contain 
requirements that are irrelevant to “safeguarding 
personal health, life and property safety, national 
security, ecological environment security and meeting 
the basic need for the management of economy and the 
society”.

This causes misunderstandings among enterprises, 

consumers and law enforcement officers in instances 
when the actual contents of mandatory national 

Law, such as the requirements for colour fastness in the 
mandatory national standard 
General Safety Technical Code for Textile Products. The 
colour fastness of a textile product refers to the colour’s 
resistance to fading during its production or over the 
period of use.19 It is a performance index and will not 
directly impact personal health, life or property safety. 
In other words, the only concern should be whether the 
dye materials or solid dyeing processes are safe, which 
should be, and have been, managed and controlled by 

in Table 1).

Many ecological, organic dyestuffs have remarkable 
safety performance, despite lower colour fastness. 
In the laws and regulations related to textile products 
in other countries, colour fastness is included in 
the standards, regulations or certifications that are 

Name of standard/law and regulations Formulated by Force

Quantity Limit and Measurement of Heavy Metal Element in Dye Ministry of Industry and Information 

Technology (MIIT)
Effective

MIIT Effective

Quantity Limit and Measurement of Aminoazobenzene in Dye Products 
MIIT Effective

Quantity Limit and Measurement of Carcinogenic Dyestuffs in Dye Standardisation Administration of 

China (SAC)
Under review

Quantity Limit and Measurement of Allergenous Dyestuffs in Dye 
SAC Under review

Quantity Limit and Measurement of Aminoazobenzene in Dye Products 
SAC Under review

New Chemical Substances Environment Management Method
Former Ministry of Environmental 

Protection (MEP)15 Effective

List of Toxic Chemicals Strictly Limited in China Former MEP Effective

List of Hazardous Chemicals                                                      
Former State Administration of Work 

Safety (SAWS)16 
Effective

Measures on the Registration Administration of Hazardous Chemicals                                              Former SAWS Effective

Regulations on The Safety Administration of Hazardous Chemicals State Council Effective

Table 1

19   For more information on the term ‘colour fastness’, see item 2.53 of 
, 1998, 

viewed 24th July 2018, <http://www.gb688.cn/bzgk/gb/newGbInfo?hcno=153C7AA
FB6AFB1A5DADBA46BC5E56ABB>

15  The former Ministry of Environmental Protection has been reformed to the 
Ministry of Ecology and Environment according to the Institutional Reform Plan 
of State Council in March of 2018.  

16  The functions of the State Administration of Work Safety were integrated and 
the Ministry of Emergency Management of People’s Republic of China was 
formed in the Institutional Reform Plan of State Council in March of 2018; the 
State Administration of Work Safety was abolished.

17   See Article 10 of the Standardisation Law, as amended in 2007.
18   See Article 2 of the Standardisation Law, as amended in 2007.
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voluntarily adopted by an enterprise and are not 
subject to compulsory enforcement. If a non-safety 
performance index, such as colour fastness, is included 
in a mandatory national standard, which is not in 
compliance with the definition of mandatory national 
standards as stated in the new Standardisation Law, the 
textile industry may be confused about which standards 
to follow, hindering their development. 

Likewise, the requirements for peculiar smell are still 
included in the 
Technical Code for Textile Products, which is irrelevant 
to the personal health, life and property safety and 
should be removed accordingly.

Recommendations
Revise the mandatory national standards in GB18401-

Textile Products in accordance with the definition of 
mandatory national standards as stated in the new 
Standardisation Law and remove the requirements on 
colour fastness and peculiar smell. 
Increase the number of chemical safety standards that 
properly safeguard personal health, life and property 
safety in line with international market practices. 
Improve, in a timely manner, the formulation and 
revision of the technical standards on the safety of raw 
materials in the textile industry.

Abbreviations
AIC  Administration for Industry and   
  Commerce 
AQSIQ  General Administration of Quality   
  Supervision, Inspection and Quarantine
MEP      Ministry of Environmental Protection
MIIT   Ministry of Industry and Information   
  Technology
SAC   Standardisation Administration of China 
SAIC  State Administration for Industry and  
  Commerce
SAMR   State Administration for Market   
  Regulation
SAWS   State Administration of Work Safety 

SPC  Supreme People’s Court
WTO  World Trade Organization 
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Key Recommendations
1. Strengthen Market Forces and Fair Competition in the Procurement of 

Medical Devices
1.1 Facilitate Market Access for Innovative and High-end Medical Devices in 

Centralised Tenders
Rescind the requirement for second-round price negotiations by individual hospitals.
Establish a ‘green channel’ that includes innovative products in the procurement catalogue.
Develop a procurement mechanism that takes into account procurement quantities and 
conditions of payment and delivery, as well as costs of logistics and service.

1.2  Execute National Anti-monopoly Regulations at the Provincial and Local Level 
to Curb Monopolistic Policies in the Procurement of Medical Devices

Eliminate regulations that prevent both access to local markets, and fair and equal competition. 
Strengthen the implementation of the Anti-monopoly Law, and control administrative interference 
in the procurement process that renders fair market competition impossible. 

1.3 Abandon the ‘Two-invoice System’ in Medical Device Distribution
Limit the scope of local ‘two-invoice system’ to pharmaceuticals as required by the Healthcare 
Reform Bureau of the State Council.
Maintain the right of manufacturers (importers) to select the most suitable distributors in order to 
provide optimal services to hospitals.

In the event that a ‘two-invoice system’ is implemented in a province or town, the responsible 
authorities should do the following: 

Ensure that manufacturers can freely choose the most suitable distributors.  
Allow exceptions to the ‘two-invoice system’ in remote areas.
Treat national or provincial sales platforms for imported devices as manufacturers, without 
restricting the number of sales platforms for one distributor.

2.1 Accelerate the Revision of the Provisions on Medical Device Supervision
Accelerate the release of the .
Accelerate the release of the implementation regulations under the

Remove the requirement that medical devices need approval in the country of origin as a 
precondition for application.
Remove the restriction on importing and selling used medical devices from the Amendment of 

2.2 Accelerate the Harmonisation of Chinese Medical Device Standards with 
International Standards

Reduce overlaps in medical device standards.
Expand standardisation reform to include exempted areas, especially in medical devices.
Optimise the standards development process, especially for mandatory standards and industry 
standards.
Optimise the alignment of Chinese standards with international standards.
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Reduce delays in the national adoption of international standards and increase the number of 
identically-adopted international standards.

standards developing organisations. 
2.3 Expand Market Access for Innovative Medical Device Technologies 

Deepen reforms for introducing innovative modes of supervision in order to regulate digital health 
technology.
Allow and support the sharing of health data for health and research purposes.
Enable the secondary use of data for health and research purposes.
Maintain clear and separate responsibilities between the healthcare provider and the medical 
technology provider.

3. Re-evaluate the Legal Framework of Clinical Data Evaluation
Continue to increase the number of medical devices exempt from clinical trials.
Revise the Technical Guideline for Technical Evaluation of Clinical Trials and simplify the 
requirements for medical devices to be recognised as ‘substantially equivalent’. 
Promote harmonisation of clinical evaluation reports (CERs) in China and Europe.
Harmonise China’s Good Clinical Practice (GCP) with internationally recognised standards.
Improve communication between the Centre for Medical Device Evaluation (CMDE) and 
manufacturers on the preparation and execution of clinical studies, and introduce a pre-approval of 
clinical study plans.

4. Implement State Council Document No. 5 
Examine existing government procurement measures to identify contents that are out of step with 

Encourage local Health and Family Planning Commission (HFPCs) and hospitals to prioritise 
patients and clinical needs in procurement consideration and adopt more science- and value-based 
measures. 

5. Re-evaluate the Requirements of Adverse Events Monitoring

Increase policy publicity on device recalls to distributors, medical institutions and the public at large.

6. Promote Market Access for High-precision and Innovative In-vitro Diagnostics 
(IVD)
6.1 Introduce Price Differentiation between Diagnostic Reagents with Different 

Qualities
Assign different prices to different diagnostic methods applied in hospital laboratories.

Establish a notification pathway for some simple, non-critical modifications, such as modified 
packaging and changes to the instructions for use (IFU).

6.3  Re-classify IVD Reagents
Refer to international rules of classification and continue to reclassify low-to-moderate risk IVD 
products into Class I or II.
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6.4  Add Additional IVD Products to the Catalogue of Medical Devices Exempt from 
Clinical Studies

Add to the Catalogue of Medical Devices Exempt from Clinical Trials IVD products that have a clearly 

three years with no record of incorrect diagnosis.
Waive the requirement to conduct clinical trials if the only modification of an IVD product is the 
supplier of a raw material. 
Participate in or recognise the Medical Device Single Audit Programme, and support manufacturers 
to develop robust quality management systems that comply with the requirements of regulatory 
authorities of the main economies.

Introduction to the Working Group
Medical devices, including in-vitro diagnostics (IVD), 
play a crucial role in the prevention, diagnosis and 
treatment of diseases, while supporting and monitoring 
the convalescence of patients in hospitals, clinics 
and homecare. Therefore, medical devices are key to 
improving the overall health of the population as laid 
down in the strategic plan Healthy China 2030.1 Working 
group members invest heavily to develop innovative 
treatments, and fully support the government’s efforts 
to ensure patients’ access to state-of-the-art, safe, 

The European Chamber’s Healthcare Equipment 
Working Group consists of 90 member companies—
multinationals and small and medium-sized enterprises—
that develop and manufacture indispensable, life-
saving and disease-reducing diagnostic and therapeutic 
technologies. The working group members maintain 
this commitment by investing in modern Chinese 
research, development and production facilities, as well 
as in the education of Chinese doctors and healthcare 
professionals.

This working group has established regular contact 
with major stakeholders both in China and in Europe. 

government levels, to get first-hand information on 
regulatory and healthcare policy developments, and to 
present suggestions from the European medical device 
industry.

1　 , State Council, 25th October 2016, viewed 2nd 

May 2018, <http://www.gov.cn/xinwen/2016-10/25/content_5124174.htm>

To enhance international cooperation, in 2007, the 
working group established contact with the European 
Coord inat ion Commit tee o f  the Radio log ica l , 
Electromedical and Healthcare IT Industry (COCIR), a 
major medical technology industry association based in 
Europe.

In Apri l  2014, the European Chamber founded 
the Consumable and Medical Devices (CDMD) 
Advisory Committee, a group consisting of Chinese 

of consumable medical devices and IVD. This advisory 
committee has founded two subgroups – Regulatory 
Affairs and Government Affairs. 

The working group actively supports the European 
Union (EU)-China Medical Devices Expert Roundtable, 
a joint initiative between European and Chinese medical 
device manufacturers with the aim of narrowing the gap 
between the different regulatory systems of China and 
Europe.

The Healthcare Equipment Working Group wishes 
to further engage in a continuous and constructive 
dialogue with all relevant government agencies, both at 
the national and provincial/local level in China.

Recent Developments
Last year, healthcare reform remained at the top of 
China’s reform agenda. Recent government reforms, 

of the China Food and Drug Administration (CFDA) 
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under the State Administration for Market Regulation 
(SAMR), and the founding of a new State Medical 
Secur i ty Administrat ion reduce the number of 
government agencies involved in healthcare. The 
restructuring focuses on improving government 

duties between different ministries. The working group 
welcomes the restructuring and expects more coherent 
implementation of national policies at lower levels as a 
result.

The underlying challenges to China’s healthcare 
system—its ageing population and prevalence of 
chronic, expensive diseases—have become even 
more prominent. In 2016, China’s overall public health 

increase of 13.1 per cent.2

instructed provincial Health and Family Planning 
Commissions (HFPCs) to limit the increase of expenses 

seems reasonable, in some cases its implementation 
at the local level has caused a serious disruption to 
regular medical services. In the fourth quarter of 2017, 
public hospitals in Guizhou and Sichuan provinces 
suspended the procurement of consumable medical 
devices, and as a consequence surgeries were delayed 
in order to come under budget.

Most provinces and healthcare trial cit ies have 
promulgated procurement regulations, with many 
of these regulations focusing largely on decreasing 
procurement prices. In some cases, the exaggerated 
demands of local health authorities have resulted in 
interruptions to the supplying of high-end consumable 
medical devices, as international manufacturers were 
not able to offer products with the required price 
reductions.

level with manufacturers on the prices of several of 
their high-value consumable devices, with the target of 
further reducing purchase prices. To this end, the former 

from other markets like Germany and Hong Kong, a 
move that the working group did not approve of. Pricing 

2　 , 
rd August 2017, viewed 7th May 2018, 

<http://www.askci.com/news/chanye/20170823/112018106056.shtml>

in pricing varies considerably in different markets, 
making overseas pricing information misleading. If 

would result in a drastic change to China’s sourcing 
policy for consumable medical devices, away from 
procurement at the provincial/local level to the national 

was being implemented. 

The working group supports the government’s efforts to 
keep expenses at a reasonable rate of approximately 
10 per cent annually. However, only focusing on the 
purchase price of medical devices may compromise 
the quality of treatment. Using lower quality medical 
devices (often equating to a product’s shorter life span) 
may lead to increased, not lower expenses. The overall 

than that of European hospitals. Taking a more holistic 
approach, for example improving homecare, would 
lead to shorter hospitalisation times and would greatly 
decrease the burden on the public healthcare system.

Since 2017, health authorities started to implement 
new approaches, for example case-based payment in 
hospital and tiered-hospital services, which encourages 
patients with non-serious diseases to visit a general 
practitioner or a district hospital. These new forms of 
healthcare administration are similar to those in many 
European countries. How they will work out in China, in 
terms of both improving quality of care and controlling 
expenses, remains to be seen.

Regulatory Environment   
In 2018, for the first time, China plays host to the 
International Medical Device Regulators Forum 
(IMDRF), the highest international regulatory body. This 
shows China’s growing influence in the international 
regulatory sphere. Within the framework of the 

becoming increasingly involved in international bodies 
will lead to a convergence of standards and regulatory 
requirements in China, Europe and other major 
markets.

have published a series of rules and regulations to 
implement the Opinion on Deepening the Reform of 
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the Review and Approval System and Encouraging the 
Innovation of Drugs and Medical Devices (Opinions 
on Innovation).3 For example, there have been public 
consultations on the registration of innovative medical 
devices, devices for rare diseases and urgently required 
medical devices. While these documents are heading 
in the right direction, the working group does not see 
how these regulations will ease registration enough 
to motivate manufacturers to bring additional medical 
devices to the Chinese market.  

In October 2017, the former CFDA initiated a public 
consultation on the Amendment of the Provisions 
on Medical Device Supervision (Order 680).4 The 
responsibility for implementing these provisions lies with 
the Ministry of Justice (MOJ) initiating a second round 
of public consultation in June 2018.5 Promulgation of the 
amended version is scheduled for late 2018, and when 
this amendment comes into force it will pave the way 
for formulating a series of reform documents. In 2017, 
testing institutes under the CFDA received insufficient 
funding, causing serious delays to the registration of 
medical devices. This draft amendment allows for the 
use of alternative testing facilities, in-house testing 
or third-party testing institutes. The working group 
welcomes this amendment by the former CFDA to solve 
this serious industry concern.

Key Recommendations
1.  Strengthen Market Forces and Fair 

Competition in the Procurement of Medical 
Devices

1.1 Facilitate Market Access for Innovative and 
High-end Medical Devices in Centralised 
Tenders

Concern
The addition, in 2017, of a second round of price-
negotiations for high-value, consumable medical 
devices by individual hospitals in Shandong and Henan 
has led to an additional price-decrease of 15–30 per 

3　 Opinion on Deepening the Reform of the Review and Approval System and 
Encouraging the Innovation of Drugs and Medical Devices, State Council, 
8th October 2017, viewed 28th April 2018, <http://www.gov.cn/gongbao/
content/2017/content_5232362.htm>

4　 Provisions on Medical Device Supervision (Draft for Public Consultation), 
CFDA, 31st October 2017, viewed 7th May 2018, <http://samr.cfda.gov.cn/WS01/
CL0779/216088.html>

5　 Amendment of the Provisions on Medical Device Supervision, MOJ,  25th 

June 2018, viewed 11st July 2018, <http://www.moj.gov.cn/government_public/
content/2018-06/25/tzwj_21121.html>

cent, which has resulted in major brands quitting these 
markets; this is a situation that clearly contradicts 
national policies that encourage innovation and promote 
the healthy development of the medical device industry.

Assessment
Compared with drugs, there are a wide variety of high-
value consumable medical devices on the market. Many 
of these devices require individualised configuration 
or commissioning. Critical information, such as the 
intended purchase quantity or payment terms, is often 
not disclosed during the centralised procurement of 
consumable medical devices at the local or provincial 
level. Pricing requirements of procurement agencies 
frequently do not take into account the differences in the 
cost of logistics, training and service in different parts 
of China and require purchases to take place according 
to the lowest price offered. On the basis of this lowest 
price, hospitals are encouraged to then start a second 
round of price negotiations and, in turn, this price will 
become the new basis for future procurement. As a 
result, many innovative and high-end devices have quit 
the market.

Recommendations
Rescind the requirement for second-round price 
negotiations by individual hospitals.
Establish a ‘green channel’ that includes innovative 
products in the procurement catalogue.
Develop a procurement mechanism that takes into 
account procurement quantities and conditions of 
payment and delivery, as well as the cost of logistics 
and service.

1.2  Execute National Anti-monopoly Regulations 
at the Provincial and Local Level to Curb 
Monopolistic Policies in the Procurement of 
Medical Devices

Concern
Despite national policies to abolish monopolistic 
tendencies in medical device procurement, provincial 
and local health authorities’ procurement policies are 
protectionist, favouring local companies and restricting 
the ability to freely choose the most suitable products.

Assessment
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published the notice on 
Abolish Anti-competition Policies.6  

However, many procurement regulations included a 
provision that hospitals are encouraged to purchase 
devices made in China, provided local products can 
meet quality requirements.

Urgent 
Notice on Strengthening Accountability and Strictly 
Controlling Unreasonable Growth of Medical Expenses 
to provincial hospitals.7 The notice states that “medical 
institutions, in which the growth of expenses exceeds 
the budget, must urgently control the purchase and use 
of expensive and non-reimbursable drugs and medical 
devices. In medical institutions in which the growth of 
expenses has exceeded 10 per cent, from now on, 
the purchase ratio of expensive and non-reimbursable 
drugs and medical devices must not exceed 3 per 
cent in Class III hospitals and two per cent in Class 

medical devices must be seriously restricted.”

The Provisions on Procurement of High-value Medical 
Devices and Administration of Distribution Contracts 
(Draft) in Fujian Province require that manufacturers 
choose distributors that have their business registered 
within the province. This requirement is in contradiction 
with the Anti-monopoly Law that prohibits restrictions 
on the distribution and purchasing of products and 
services.

Recommendations
Eliminate regulations that prevent both access to local 
markets, and fair and equal competition. 
Strengthen the implementation of the Anti-monopoly 
Law, and control administrative interference in 
the procurement process that renders fair market 
competition impossible. 

6　 th 
December 2017, viewed 5th May 2018, <http://www.gov.cn/xinwen/2017-12/12/
content_5246226.htm>

7　Urgent notice on strengthening accountability and strictly controlling 
unreasonable growth of medical expenses, Sichuan HFPC, 10th

2017, viewed 5th May 2018, <https://tieba.baidu.com/p/5449562416?red_
tag=1912952024>

1.3 Abandon the ‘Two-invoice System’ in 
Medical Device Distribution

Concern
The ‘two-invoice system’ does not sufficiently value 
services provided by local distributors, and at the local 
level, authorities often restrict the manufacturer’s choice 
of distributor, which may lead to an overall deterioration 
in the quality of medical services provided.

Assessment
The ‘ two-invoice system’ is the direct Engl ish 
translation of a set of regulations that limits the number 
of distributors. The manufacturer (or in the case of 
imported products, the importer) sells his products to a 

directly to the hospital (second invoice). According to 
the ‘two-invoice system’, secondary distributors are not 
permitted.

Currently, the majority of medical device manufacturers 
use two levels of distribution. Local distributors of 
medical devices provide a valuable service to hospitals, 
including training, commissioning of devices necessary 
for surgery, maintenance and repair. Before a distributor 
can be qualified, intense training is required. This 
service needs to be close to the customer, therefore a 
rigid ‘two-invoice system’ may prevent the manufacturer 
from selecting the most suitable distributors. This 
is especially true if the manufacturer has to select 
distributors from a list provided by local health 
authorities.

Starting in 2017, several provinces and healthcare 
reform trial cities have started to promulgate their own 
local ‘two-invoice systems’, among them Shaanxi and 
Qinghai provinces.8&9 However, after internal discussions 
and/or public consultations, many provinces and cities 
have cancelled their original plans to include disposable 
medical devices in their purchasing regulations, among 
them are Jiangsu, Tianjin, Shenzhen and Hainan.

ministries published the notice Consolidate the Success 

8　 Deepening the Supply System Reform of Drugs and Disposable Medical 
Devices, Leading Group for the Healthcare Reform in Shaanxi Province and 
Shaanxi HFPC, 1st January 2017, viewed 7th May 2018, <http://www.sxwjw.gov.
cn/art/2016/10/17/art_132_37181.html>

9　 Notification on Online Procurement of Basic Disposable Medical Devices, 
Leading Group for Drug Procurement of Qinghai Province, 1st April 
2017, viewed 6th May 2018, <http://www.qhwst.gov.cn/ywgl/yaoxiec/
tzgg/2017/03/10/1489112052988.html>
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of Abolishing Drug Price Mark-ups and Continue the 
Comprehensive Reform of Public Hospitals.10 This 
notice requires the gradual implementation of the ‘two-
invoice system’ for high-value consumable medical 
devices.

The working group acknowledges the need to reduce 

like case-based payment and transparent centralised 
procurement, to reach these goals. 

In provinces and cities that have implemented the 
‘two-invoice system’ for medical devices, the health 
authorities have attached additional requirements, 
e.g. to choose the distributor from a list compiled by 
the local authority or to allow the hospital to select the 
distributor. This creates challenges for manufacturers 
that seek to arrange the best possible service.

Recommendations
Limit the scope of local ‘two-invoice systems’ to 
pharmaceuticals as required by the Healthcare Reform 
Bureau of the State Council.
Maintain the right of manufacturers (importers) to select 
the most suitable distributors in order to provide optimal 
services to hospitals.

In the event a ‘two-invoice system’ is implemented in a 
province or town, the responsible authorities should do 
the following: 

Ensure that manufacturers can freely choose the most 
suitable distributors.  
Allow exceptions to the ‘two-invoice system’ in remote 
areas.
Treat national or provincial sales platforms for imported 
devices as manufacturers, without restricting the 
number of sales platforms for one distributor.

Evaluation and Market Approval
2.1 Accelerate the Revision of the Provisions 

on Medical Device Supervision

Concern
Although a series of documents on reforming medical 

10   Consolidate the Success of Abolishing Drug Price Mark-ups and Continue the 
Comprehensive Reform of Public Hospitals th March 2018, viewed 
6th May 2017, <http://www.moh.gov.cn/tigs/s3581/201803/cf5b6ff7f55b4bc1a0d
244f236008b32.shtml>

device supervision were promulgated by the CFDA in 
2017, these pieces of legislation may take a long time 
to be implemented. 

Assessment
On 31st

initiated a public consultation on the draft amendment of 
the Regulations of the Supervision and Administration 
of Medical Devices ( ).11 

On 25th June 2018, the MOJ initiated a second round 
of public consultation on the 
680.

The  is an important 
measure for implementing the reform measures found 
in the Opinion on Deepening the Reform of the Review 
and Approval System and Encouraging the Innovation of 
Drugs and Medical Devices (Opinions on Innovation).12  
The timely release of the  
indicated the former CFDA’s desire to implement the 
Opinions on Innovation, and to strengthen government 
supervision and administration. The medical device 
industry fully supports these measures.

During the process of developing and improving existing 
regulations, the industry strongly recommends that the 
regulatory authorities refer to internationally advanced 
supervisory concepts and experiences. Under the 
framework found in the , 
the regulatory requirements that need to be developed 
or updated include but are not limited to the following:

i)  In Article 9 of the second draft of the Amendment 
, it mentions that “the product test 

report in the registration application dossiers could 
be the test report issued by ‘qualified’ medical 
device testing institutions.” The word ‘qualified’, in 

i i) Article 11 states that, “Overseas registration 
applications need to submit evidence of market 
approval issued by the authority of the country 
(region) where the applicant is located”. Since 
innovative medical devices no longer need market 

11　Amendment of Regulations of the Supervision and Administration of Medical 
Devices, CFDA, 2017, viewed 28th April 2018, <http://samr.cfda.gov.cn/WS01/
CL0779/216088.html>

12  Opinion on Deepening the Reform of the Review and Approval System and 
Encouraging the Innovation of Drugs and Medical Devices, State Council, 
8th October 2017, viewed 28th April 2018, <http://www.gov.cn/gongbao/
content/2017/content_5232362.htm>
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approval in their country of origin, the working group 
recommends waiving this requirement for all medical 
devices.

iii) In the , there are various 
terms, such as ‘licence holder’, ‘manufacturer’ and 

iv) Article 48 states that the “Import and sales of used 
medical devices are prohibited.” The working group 
recommends allowing importation, as sample 
devices are necessary for type-testing and are 
exhibited at trade-fairs and during training.

Developing a circular economy and bui lding a 
conservation-orientated society is a major goal of the 
Chinese Government, and the remanufacturing industry 
is an important part of creating this. The service life of 
equipment can be extended, and natural resources and 
raw materials may be saved by remanufacturing and 
utilising used medical devices.

International, large-scale original equipment manufacturers 
have established quality control standards that already 
incorporate equipment remanufacturing. Employing 
this for large-scale equipment is an indispensable 
area of the recycling economy. At medical device 
manufacturers’ current stage of development in China, 
remanufacturing should be encouraged and supported 
by the government. 

On 9th

Information Technology issued the Action Plan for the 
High-end Smart Remanufacturing (2018–2020),13 which 
strengthened high-end, smart remanufacturing and 

the remanufacturing of key components and parts for 
medical imaging equipment.

Recommendations
Accelerate the release of the 
680.
Accelerate the release of the implementation regulations 
under the .

Remove the requirement that medical devices need 
approval in the country of origin as a precondition for 
application.
Remove the restriction on importing and selling used 

13   Action Plan for the High-end Smart Remanufacturing (2018-2020), MIIT, 9th 
th April 2018, <http://www.miit.gov.cn/newweb/

n1146295/n1652858/n1652930/n3757016/c5901594/content.html>

medical devices from the 
680.

2.2 Accelerate the Harmonisation of Chinese 
Medical Device Standards with International 
Standards

Concern
A number of government organisations in China 
currently publish mandatory medical device standards, 
with parts of these standards not being properly 
aligned with each other nor with the most up-to-date 
international standards.

Assessment
The revised Standardisation Law took effect on 1st 

January 2018.14 Streamlining mandatory standards 
is one of the key purposes of this revision. However, 
environmental protection, engineering and health 
standards are all exempted. 

radiation devices, such as X-ray machines and 
computed tomography (CT) scanners, must receive 
market approval from the China Centre for Disease 

Institute for Radiological Protection at the China CDC. 
Some of these standards have the status of Chinese 

guojia biaozhun or GB), while 
others are standards at the ministerial level, however, 
all of them are compulsory. Unfortunately, quite a few 
requirements found in these standards deviate from 
what is internationally accepted by the International 
Electrotechnical Commission (IEC). For example, the 
tolerance range of X-ray tube voltage displays are ±5 

15  
however, in the national standard GB9706.3 (equivalent 
to standard IEC 60601-2-7), the requirement is ±10 per 

issued by two government departments.

Almost all countries in the world apply edition 3.1 of the 
standard IEC 60601-1 Medical Electrical Equipment 

14   Standardisation Law th April 2018, <http://www.npc.gov.
cn/npc/xinwen/2017-11/04/content_2031446.htm>

15   
, Ministry of Health, 30th September 2011, 

viewed 28th April 2018, <http://www.docin.com/p-551958992.html>
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– Part 1: General Requirements for Basic Safety and 
Essential Performance, however, China still applies 
edition 2.0. In 2011, the CFDA started to develop a 
Chinese version of edition 3.1, and in late 2015 a draft 
for final approval was completed. However, the edition 
has not yet been released. Imported medical devices 
need to be tested twice according to the different adopted 
versions of this standard. As there are contradictory 
requirements in different editions, some devices cannot 
comply with both at the same time.

Recommendations
Reduce overlaps in medical device standards.
Expand standardisation reform to include exempted 
areas, especially in medical devices.
Optimise the standards development process, 
especially for mandatory standards and industry 
standards.
Optimise the alignment of Chinese standards with 
international standards.
Reduce delays in the national adoption of international 
standards and increase the number of identically-
adopted international standards.

standards developing organisations.  

2.3 Expand Market Access for Innovative 
Medical Device Technologies 

Concern
During the formulation of regulations for rapidly-
developed healthcare technologies (e.g. artificial 
intelligence, 3D-printing and digital health) delayed 
market access, restrictions to the sharing of health data, 
or legal uncertainty may occur.

Assessment
Digital health technologies can empower consumers 
to make more well-informed decisions regarding their 
own health and provide new options for facilitating 
prevention, diagnosing life-threatening diseases early 
and managing chronic conditions outside of traditional 
care settings. Digital health products that leverage 
connectivity can be continually improved in terms 
of their safety and effectiveness by making frequent 
modifications and updating them. However, these 
benefits often come with cybersecurity issues and 
problems with interoperability. The use of software 
and consumer technologies often make digital health 

products inaccessible across international boundaries.

of technology will foster the innovation of digital health 
products. The traditional approach to regulating high-
risk, hardware-based medical devices is not well suited 
to the faster iterative design, development and validation 
used for software-based medical technologies. The 
traditional implementation of premarket requirements 
may impede or even delay patients’ access to critical 
updates to necessary pieces of software, which can be 
avoided if the software is updated.

Some international regulatory agencies are reimagining 
their approach to digital health medical devices. The 
aim is to develop pragmatic approaches for fostering 
the development of high-quality, safe and effective 
digital health products, while assuring timely patient 
access. For example, a pre-certification programme 
that could replace the need for a premarket submission 
of certain products and would allow for the decreased 
submission of content and/or a faster product review 
would be ideal.

Diagnostic imaging, biomarkers, electronic health 
records, telemedicine, data storage and management, 
and clinical research tools and processes are critical 
to developing state-of-the-art prevention, diagnosis, 
treatment and rehabilitation practices. The medical 
innovations described above are supported by data 
analysis tools, which include big data, data analytics, 
cloud computing, open data and data mining. Data 
processing is too often associated with privacy intrusion. 
To address data protection concerns, policies should 
be formulated with care, which includes safeguarding 
the patient’s privacy while still encouraging healthcare 
innovation.

However, big data promises to help improve research 
and patient care. To accomplish this, it needs as much 
data as possible. Easing consent requirements for 
health and research purposes will allow big data to 
successfully be used in medical research.

Regarding data, healthcare providers (data controller) 
should be responsible and also held liable if anything 
were to go wrong with patients’ data, and the medical 
technology providers (data processor) should be held 
liable for the healthcare providers’ information (data 
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controller). Medical technology providers process 
personal data based on instructions from the healthcare 
provider and should not maintain a direct relationship 
with patients or be held liable by them.

Recommendations
Deepen reforms for introducing innovative modes 
of supervision in order to regulate digital health 
technology.
Allow and support the sharing of health data for health 
and research purposes.
Enable the secondary use of data for health and 
research purposes.
Maintain clear and separate responsibilities between 
the healthcare provider and the medical technology 
provider.

3. Re-evaluate the Legal Framework of 
Clinical Data Evaluation

Concern
Compared with Europe, many medium-risk medical 
devices must undergo expensive and lengthy clinical 
studies in China, and studies from outside China are 
rarely accepted for medical device registration, which 
results in duplicated clinical studies and delayed market 
approval.

Assessment
In the second half of 2017 and first half of 2018, 
the former CFDA accelerated the reform of medical 
device evaluation and approval, with clinical studies 
and evaluation being of prominent focus. The two 
main guiding documents are the Guideline for Design 
of Clinical Studies and the Guideline for Accepting 
Overseas Clinical Study Data.16&17 

requirements for clinical studies have become more 
scientific and practical. The working group will further 

Medical Device Evaluation (CMDE) to further streamline 

different types of medical devices in order to avoid 
delaying patients’ access to new treatment methods.

16  Guideline for Design of Clinical Studies, CFDA, 8th January 2018, viewed 7st May 
2018, <http://samr.cfda.gov.cn/WS01/CL0087/221976.html>

17　Guideline for Accepting Overseas Clinical Study Data, CFDA, 11th January 2018, 
viewed 7th May 2018, <http://samr.cfda.gov.cn/WS01/CL0050/222386.html>

The working group is of the opinion that the following 
regulations and guidelines need to be formulated or 
revised:

Catalogues of medical devices exempt from clinical 
studies
The Chinese regulators should overhaul the rules that 
specify which medical devices can be exempt from 
clinical trials. For example, provide detailed conditions 
and decision criteria for devices with mature and stable 
technology that have a history of safe and efficacious 
use, so they do not have to undergo clinical trials. 
Based on the maturity and risk assessment of devices, 
all devices listed in the Medical Devices Catalogue 
( )18 should be exempt from clinical trials.

Guidelines for devices submitted for registration 
and those already in clinical use
The Technical Guideline for the Evaluation of Clinical 
Studies
be carried out with minimum use of resources,19 which 
particularly effects the criteria that determine how 
different devices are ‘substantially equivalent’ to one 
another.

The working group recommends allowing a comparison 
between several different products. For example, 
selecting one major product for comparison that is 
basically the equivalent to a soon-to-be registered 
product in terms of its basic working principles, 
structure and technology it was manufactured with. If 
there are any points in which the two devices differ, a 
comparison may be made with other products aside 
from these overlapping points. The working group also 
recommends modifying the text in the Guideline from “on 
the market in China” to “on the market in the country of 
origin or in China”.

Additionally, a public database of medical devices 
already registered in China needs to be created, which 
should include the main features of a product to be 
used in case a comparison needs to be made with a 
new medical device. By having a pre-existing database, 
manufacturer authorisation would not be regularly 
required. 

18  The medical device catalogue ( ), CFDA, 1st August 2018, viewed 
7th May 2018, <http://samr.cfda.gov.cn/WS01/CL0087/177089.html>

19  Technical Guideline for the Evaluation of Clinical Studies, CFDA, 19th May 2015, 
viewed 7th May 2018, <http://samr.cfda.gov.cn/WS01/CL1421/119644.html>
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Furthermore, if an applicant provides sufficient 
documentation, it is possible for them to register 
medical devices based on pre-existing clinical literature 
without having to conduct additional clinical studies 
in China. However, whether their applications will 

working group recommends developing a guideline for 
the process to decide whether a medical device would 
need to undergo a clinical study for registration.  

Chinese Good Clinical Practice (GCP) and the requirements 
for clinical evaluation reports (CER) are not sufficiently 
harmonised with international regulations. Clinical 
studies in China for imported medical devices can only 
start after market approval in a country of origin has 
been obtained, delaying market access in China and 
rendering international multi-centre studies impossible. 
Chinese GCP does not differentiate between clinical 
studies for registration and post-market studies, 
increasing the time and effort in undertaking post-
market studies.

Recommendations
Continue to increase the number of medical devices 
exempt from clinical trials.
Revise the Technical Guideline for Technical Evaluation of 
Clinical Trials and simplify the requirements for medical 
devices to be recognised as ‘substantially equivalent’. 
Promote harmonisation of CERs in China and Europe.
Harmonise China’s GCP with internationally recognised 
standards.
Improve communication between the CMDE and 
manufacturers on the preparation and execution of 
clinical studies and introduce a pre-approval of clinical 
study plans.

4. Fully Implement State Council Document 
No. 5 

Concern
The Notice on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment 

20 is not 
being implemented effectively across China.

Assessment
The European Chamber and i ts  members are 

20  Notice on Several Measures on Promoting Further Openness and Active 
Utilisation of Foreign Investment, State Council, 2017, viewed on 28th April 
2018, <http://www.gov.cn/gongbao/content/2017/content_5168474.htm>

pleased to see that the national government has been 
attempting to create a more favourable regulatory 

foreign enterprises. On 17th January 2017, the State 

4 of this document stated that China Manufacturing 
2025 (CM2025) strategic policies and measures will 
be equally applicable to foreign-funded and Chinese-
funded enterprises. Clause 11 states that government 
procurement processes will be reformed, and products 
manufactured by foreign-invested enterprises (FIEs) in 
China will be treated equally in the bidding process for 
government procurement.   

However, at the implementation/enforcement level, 
there are still some concerning signs. 

1) The industry expects to see legal guarantees that 
extensive support will not be extended solely to 
domestic producers, and that medical equipment 
manufactured by FIEs in China will be treated the 
same as domestically-manufactured products. 

One of the chief concerns for foreign players in the 
medical device sector is the effect of the CM2025 
initiative.21 The domestic market share targets that 
this industrial policy lays out for Chinese companies 
in the medical device sector are worrisome, and 
foreign players with manufacturing in China are 
concerned that any available support wil l  be 
extended only to domestic companies. So far, there 
has been no obvious effect on the healthcare market, 
and the European Chamber has been told that this 
market-share implementation strategy is not to be 

At the provincial level, on 24th December 2017, the 
Guangdong Provincial Health Bureau released an 
approval list to the municipal health bureaus on the 
allocation of Type-B large medical equipment. For 
some equipment on the approvals list “domestic 
independent brand” is noted in the remarks section. 
Which means that if a hospital needs to purchase 
CT equipment, their purchase must be a domestic 
independent brand.

21   , China Academy of 
Engineering, October 2015, viewed 27th April 2018, <http://www.cae.cn/cae/
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Example:

Hospital Equipment
Quantity Type Remarks

1 The South 
Hospital CT 1 Type for clinical 

research

Domestic 
independent 

brand

2) Furthermore, certain policy measures also create 
barriers for FIEs in hospital listings. In order to meet 
the cost containment key performance indicators set 

revenue by 2017, and a medical expense growth rate 

are driven to set strict limitations on, or cease using, 
imported or what are considered more premium 
products.  

Although these extreme measures are not yet 
being widely applied, and even though the national 
government has since issued an immediate notice to 
urge provincial governments and public hospitals to 

industry remains highly concerned. 

At the local level, for example, in February 2018 
the Shandong Provincial HFPC issued the Briefing 
on the Status of Centralised Procurement of High 

, which states that 
the authorities shall appropriately guide medical 
institutions to preferentially purchase domestic, high-
value consumables.  

Recommendations
Examine existing government procurement measures 
to identify contents that are out of step with State 

Encourage local HFPCs and hospitals to prioritise 
pat ients and c l in ica l  needs in procurement 
consideration and adopt more science- and value-
based measures. 

5.  Re-evaluate the Requirements of Adverse 
Events Monitoring

Concern
Since January 2015, national and local governments 
have continuously released new policies to encourage 
medical institutes, trading companies and manufacturers 

to report adverse events, however, the reporting and 
management of ‘adverse events’ in the medical device 
industry have not been distinguished according to their 
level of risk.

Assessment
China enacted the Measures on Medical Device Adverse 
Events Monitoring and Re-Evaluation (Interim) in 2008.22  

is quite broad while the reporting is mandatory. At the 
international level, mandatory reporting is only required 
under the following circumstances:

- When an event may have caused or contributed to a 
death or serious injury.

- When the device has malfunctioned, and this device, 
or a similar device on the market, would be likely to 
cause or contribute to a death or serious injury, if the 
malfunction reoccurs.

The practice in other areas of the world is that adverse 
event reporting can be divided into mandatory reporting 
and public voluntary reporting. For mandatory reporting, 
manufacturers must investigate the events to confirm 
whether related actions are needed. Mandatory 
reporting events are not only the key regulatory 
targets for the authorities, but the intended recipients 
of programmed factory inspections. The reporting 
requirement distinguishes between adverse events, 
malfunctions and quality issues, which is beneficial to 
product improvement and risk control.

However,  fo r  pub l i c  vo lun ta ry  repor t ing ,  the 
authority filters public voluntary reports and informs 
the manufacturer only when necessary, with the 

on whether any action should be undertaken.

The measures aimed to allow the return of a device 
that had already been made available to the end user, 

22  Measures on Medical Device Adverse Events Monitoring and Re-Evaluation” 
(Interim), CFDA, 2008, viewed 28th April 2018, <http://www.cdr-adr.org.cn/zcfg/
ylqx/200801/t20080126_2312.html>
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also called ‘recall’. The working group would like to 
emphasise that the active recall of medical devices 
is responsible behaviour and one that society should 
encourage. The difference between a company 
engaging in a voluntary recall versus a mandatory recall 
that is required by authorities should be made clear to 
the public, distributors and medical institutions. 

Recommendations

according to different levels of risk.
Increase policy publicity on device recalls to distributors, 
medical institutions and the public at large.

6. Promote Market Access for High-precision 
and Innovative IVD

6.1 Introduce Price Differentiation between 
Diagnostic Reagents with Different Qualities

Concern
Some of the provincial health authorities in China do 
not differentiate the price of diagnostics by quality 
and method, hindering the clinical use of modern 
diagnostics and industry development, while preventing 
patients from accessing the most suitable and reliable 
diagnostic results and potentially resulting in increased 
treatment expenses. 

Assessment
In clinical practice, different diagnostic methods should 
be applied depending on the different stages of a 
particular disease, e.g. prevention, initial diagnosis, 
treatment and follow-up care. Different diagnostic methods 
have different focuses and different advantages – to 
use a non-optimal diagnostic method may compromise 
the precision of the diagnosis result. Very specific, 
precise diagnosis methods can not only be used to 
identify diseases, but also to give the doctor reliable 
information about the effects of modifying or weaning off 
a medication during treatment. This is impossible with 
traditional simple diagnostic methods.  

A reliable diagnosis speeds up the recovery of patients 
and decreases overall healthcare expenditure. To 
achieve this goal, the differentiation of diagnostic 
methods needs to be considered during procurement 
and pricing. 

Recommendation
Assign different prices to different diagnostic methods 
applied in hospital laboratories.

6.2 Shorten the Time for Modification of 
Registrations of IVD Reagents

Concern

requires an excessively long time, endangering the 
quality and supply of reagents.

Assessment
According to , released on 1st October 
2014,23

for the modification of a registration of IVD reagents 
as for a new registration. The typical timeframe for the 
technical evaluation is seven to nine months for Class 
II, and 9 to 11 months for Class II reagents. Different 
from medical devices, for IVD reagents there is no 

the instructions for use (IFU). Each update of the IFU 

life cycle of IVD reagents from market approval in the 

Within one year, about 20–30 per cent of all IFUs are 

cannot keep pace with the quick development of these 
types of products. 

In China, simple modifications, such as the change 
to the shelf-life time, are approved one year later 
than in other countries, which causes considerable 
administrative overheads for the manufacturer. The 
access of Chinese hospitals to more precise and 
reliable versions of IVD reagents is typically delayed by 
one year.   

Recommendations

critical modifications, such as changes to packaging 
and the IFU.
Establish a fast-track procedure for evaluating and 

23    Provisions on IVD Registration, CFDA, 1st October 2014, viewed 7th May 2018, 
<http://samr.cfda.gov.cn/WS01/CL0053/103757.html>
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6.3  Re-classify IVD Reagents

Concern
China assigns many diagnostic reagents to a higher risk 
class than other countries.

Assessment
China is an active member of the Regulated Product 
Submission Working Group of the IMDRF. However, 
the former CFDA assigns a substantial number of IVD 

to rising product development costs and expensive 
clinical trials without providing additional patient safety, 
ultimately hindering the development of the IVD 
industry. 

In February 2017, the CFDA published the Amendment 
to the Provisions on IVD Product Registration.24 This 
updated regulation states that “the CFDA may adjust 
the classification rules according to the changing risk 
of IVD reagents”. The official interpretation of this 

risk of IVD reagents.” 25

In March 2018, the Notice on Re-classification of 
Several IVD Reagents came into force.26 However, this 
notice covers only a small fraction of IVD products. The 

process and recommends that additional IVD reagents 

Recommendation

to reclassify low-to-moderate risk IVD products into 
Class I or II.

6.4 Add Additional IVD Products to the 
Catalogue of Medical Devices Exempt 
from Clinical Studies

24    Amendment to the Provisions on IVD Product Registration, CFDA, 8th February 
2017, viewed 2nd May 2018, <http://samr.cfda.gov.cn/WS01/CL0051/169365.
html>

25   Interpretation of the Amendment to the Provisions on IVD Product Registration, 
CFDA, 8th February 2017, viewed 2nd May 2018, <http://samr.cfda.gov.cn/WS01/
CL1723/169379.html>

26  Notice on Adjustment of Attributes and Categories of Allergen-based In-
vitro Diagnostic Reagents, In-vitro Diagnostic Reagents for Flow Cytometry, 
Immunohistochemistry and In Situ Hybridization In-vitro Diagnostic Reagents, 
CFDA, 1st March 2018, viewed 3rd July 2018, <http://samr.cfda.gov.cn/WS01/
CL0087/220850.html>

Concern
Until today, only a small fraction of reagents on the 
international market have been exempted from clinical 
studies in China, while clinical studies are still required 

Assessment
Currently only 130 IVD reagents are exempted from 
clinical studies. On 8th June 2018, the CMDE published 
an additional draft list of IVD reagents to be exempted,27  
covering 246 Class II and 31 Class III reagents, tripling 
the number of exempted products. The working group 
welcomes this fast increase of exempted IVD. However, 
the new draft list still only covers a fraction of low and 
mid-risk IVD reagents. 

Most imported IVD reagents are mature and have 
been in clinical use for many years, which is sound 
proof of their reliability. To conduct clinical trials on 
such products in China will not further enhance product 
reliability. 

of raw materials has changed, even if the manufacturer 
has validated that the reagent’s performance has not 
been impacted and conforms to the requirements 
of recognised standards developing organisations. 
According to international practice, in such cases the 
identity of the final product can be guaranteed by the 
quality management system of the manufacturer.

Recommendations
Add to the Catalogue of Medical Devices Exempt from 
Clinical Trials
functionality, mature and stable production technology 
and that have been in use for at least three years with 
no record of incorrect diagnosis.
Waive the requirement to conduct clinical trials if the 

raw material. 
Participate in or recognise the Medical Device Single 
Audit Programme, and support manufacturers to 
develop robust quality management systems that 
comply with the requirements of regulatory authorities 
of the main economies.

27   Fourth Catalogue of Medical Devices Exempt from Clinical Trials and amended 
, CMDE, 

8th June 2018, viewed 3rd July 2018, <http://www.cmde.org.cn/CL0101/7569.
html>
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Abbreviations
CDMD   Consumable and Disposable Medical  
  Devices
CER   Clinical Evaluation Report
CFDA   China Food and Drug Administration
China CDC  China Centre for Disease Control and  
  Prevention

CM2025  China Manufacturing 2025 
CMDE  Centre for Medical Device Evaluation

COCIR  European Coordination Committee   
  of the Radiological, Electromedical   
  and Healthcare IT Industry
CT  Computed Tomography
EU  European Union
FIE  Foreign-Invested Enterprise
GCP  Good Clinical Practice
HFPC  Health and Family Planning Commission
IEC          International Electrotechnical Commission
IFU          Instructions for Use
IMDRF  International Medical Device Regulators  
  Forum
IVD  In-Vitro Diagnostics
MOJ        Ministry of Justice

  Commission
SAMR     State Administration for Market Regulation 
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Key Recommendations
1. Sustainability and Green Chemistry

1.1. Create a Sustainability Assessment System and Ensure the Effective Implementation of 
Sustainability Policies for China’s Chemical Industry

Create a pilot sustainability assessment system with clear criteria for evaluating chemical 
companies' performance and have a neutral third party conduct the corporate evaluation.
Increase the amount of cooperation between the government and international businesses by 
having the central authorities treat these companies as key stakeholders in policy development, 
in line with the Notice on Several Measures for Promoting Foreign Investment (State Council 

Implement the national emissions trading system (ETS) and take further steps to enhance its legal 
foundation, allocation methodologies and data accuracy.

1.2. Strengthen Governmental Cooperation with the Chemical Industry on Green Development, 
Manufacturing Plans and Safety Issues to Encourage Sustainability, Innovation and Best 
Practices

Encourage best practices, enforce compliance by avoiding 'one-size-fits-all' solutions and 
recognise that there are different levels of operational advancement in the chemical industry.
Establish regular, formal communication channels and cooperation mechanisms between chemical 

government’s ability to effectively implement chemical safety and management policy.
Create platforms to help facilitate the identification of local partners and improve collaboration 
between domestic and international businesses and between different industries in new materials 
and green development.
Create a national platform for the re-utilisation and exchange of chemical waste as a raw material.

2. Investments and Manufacturing Costs
2.1. Guarantee Fair and Reasonable Treatment from Local Authorities with Respect to 

Relocations and Temporary Closures
Ensure that any criteria provided and actions undertaken to have businesses relocate or 
temporarily close are more transparent.
Inform businesses in advance of pollution control plans, to avoid disrupting chemical supply 
chains. 
Inform international businesses in advance of local relocation criteria. 
Have mutually agreed upon relocation timelines to decrease the costs of relocating.
Offer clear incentives at the local level to upgrade traditional manufacturing industries, such as 
automotive, iron and steel, chemicals, and shipping.
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2.2. Facilitate the Development and Viability of the Oil and Gas Sectors

under the grandfathering treatment, or allow for a proper transition period. 

3.  Chemicals Management
3.1. Clarify Uncertainties Surrounding the List of Priority Controlled Chemicals and Simplify 

Regulations for Hazardous Chemicals (HCs)
Clarify criteria to include substances in the new List of Priority Controlled Chemicals. 

List of Priority Controlled Chemicals.

Create low-volume exemptions for registering HCs used in laboratories with research and 
development (R&D) purposes.

Introduction to the Working Group
Chemicals are essential for manufacturing all kinds of 
products and are therefore indispensable. It is one of the 
largest industries in the global economy and a critical 
supplier for businesses covering manufacturing, sales, 
transportation, distribution and disposal.

The Petrochemicals, Chemicals and Refining (PCR) 
Working Group represents the leading European 
companies in the petroleum and chemical industry 
in China, many of which are global Fortune 500 
companies. The aim of the working group is to facilitate 
PCR companies’ operations in China by facilitating 
communication between member companies, the 
government and Chinese industrial associations. The 
working group provides up-to-date information on 
pressing issues related to the petrochemical industry and 
the effects from various locally-enacted regulations.

Recent Developments
The working group has maintained an ongoing strategic 
dialogue with the Chinese Government and relevant 
institutions, including high-level meetings with the following 
authorities: the Ministry of Ecology and Environment 
(MEE),1 the Ministry of Emergency Management (MEM),2 

1 Previously known as the Ministry of Environmental Protection (MEP). It was 
restructured into the MEE at the end of March 2018.

2 The former State Administration of Work Safety (SAWS) has been absorbed by 
the MEM since the end of March 2018.

the Ministry of Commerce (MOFCOM), the Ministry 
of Transportation, the State Administration for Market 
Regulation (SAMR),3  the Ministry of Industry and 

Chemicals Agency (ECHA), and senior European 
Commission officials. The working group greatly 
appreciates the constructive dialogue that has taken 

as well as the market-driven approach much of the new 
domestic legislation regulating the PCR industries has 
taken. 

The working group maintains a close relationship with 
the Chinese chemicals sector, including the Association 
of International Chemical Manufacturers (AICM) and 
the China Petroleum Chemical International Federation 
(CPCIF). The AICM, the CPCIF and the working group 
share the aim of making the Chinese manufacturing 
industry more sustainable and innovative.

in decades—that was issued at the 19th Party Congress.4  
The working group welcomes the authorities’ efforts 
to build more efficient institutions and expects a fast 

3 The former State Administration of Quality Supervision, Inspection and Quarantine 
has been absorbed by the SAMR since the end of March 2018.

4 Institutional Reform Program, State Council, 14th March 2018, viewed 21st March 
2018, <http://www.gov.cn/guowuyuan/2018-03/14/content_5273856.htm>



253

European Business in China Position Paper 2018/2019

Section Three: Goods

reorganisation and smooth transition in order to avoid 
uncertainty for companies doing business in China. 

Sustainability and Green Chemistry
“The tragedy of China’s rapid economic development 
over the first 35 years [of China’s first phase of 
economic reform (1978-2012)] was the relegation of 
the environment. Indeed, the systematic treatment of 
the environment as simply an 'economic externality' 
to the Chinese development process led to wholesale 
environmental destruction. China is now paying the 
price”.5 Aware of this situation, Chinese authorities 
have repeatedly acknowledged that gross domestic 
product performance targets should be considered 
intertwined with environmental protection measures and 
the optimisation of natural resources.

In 2017, President Xi Jinping’s speech both at Davos 
and the 19th Party Congress reinforced that the 
environment and sustainable development are top 
priorities in the president’s grand strategy for China.6 
'Xi Jinping Thought', included in the Party Constitution, 
prescribes the way forward for the future sustainable 
development of China, which is “ensuring harmony 
between humankind and nature”. 

A rigorous approach to environmental protection 
is now enshrined in the Party Constitution. Recent 
developments in environmental governance, such as 
the environmental law enforcement campaign, suggests 
that this is not empty rhetoric. These changes are 
backed up by ambitious legal reforms and increasingly 
strong enforcement.7 This comprehensive strategy 
in environmental policy has therefore been very well 
received by the working group.8 

In April 2017,9 the authorities launched a year-long, 
intense environmental law enforcement campaign, the 
largest-ever operation to control pollution in China, with 

5 Kevin Rudd speaks to the US Military Academy West Point: Understanding 
China’s Rise Under Xi Jinping, 5th March 2018, viewed 20th March 2018, <http://
kevinrudd.com/blog/2018/03/05/kevin-rudd-speaks-to-the-us-military-academy-
west-point-understanding-chinas-rise-under-xi-jinping/>

6 Wood, Peter, Xi Jinping Presides Supreme Over Start of 19th Party Congress, 
The Jamestown Foundation, 20th October 2017, viewed 20th March 2018, <https://
jamestown.org/program/xi-jinping-presides-supreme-start-19th-party-congress/> 

7 de Boer, Dimitri, What does ‘Xi’s Thought’ mean for the environment?, China 
Dialogue, 24th th March 2018, <https://www.
chinadialogue.net/article/show/single/en/10235-Opinion-What-does-Xi-s-Thought-
mean-for-the-environment->

8 Corne, Peter, and Browaeys, Johnny, China Cleans up its Act on Environmental 
Enforcement, The Diplomat, 9th December 2017, viewed 16th March 2018, <https://
thediplomat.com/2017/12/china-cleans-up-its-act-on-environmental-enforcement/>

9 Inspections expose mass environmental violations, China Daily, 6th April 2017, 
viewed 16th March 2018, <http://www.chinadaily.com.cn/china/2017-04/06/
content_28810653.htm>

immediately exposed mass environmental violations,10 
which have resulted in fines for more than 30,000 

11 In September 2017, 
it became clear that this initiative would deeply affect the 
entire industry.12  When shortages resulted from factory 
shut-downs, the price of several chemical substances 
started to skyrocket. Afterwards, in industries from 
steel to textiles, survivors were left with far more pricing 
power, creating fears of global inflation.13 Since then, 
an increased tendency to tighten the supply of chemical 
substances has been observed. The chemical industry 
still needs time to measure the impact of this green 
revolution but early analysis shows that it is already 
deeply affecting Europe,14 Japan15 and the United States, 
where investment in chemical facilities is expanding.16

On 21st August 2017, the former MEP issued the Action 
Plan on Comprehensive Control and Solution of Air 

Beijing, Tianjin and Hebei Province Along with Their 
Surrounding Areas (Action Plan).17 Fines of non-
compliant factories were more severe than previously.18 
Certain industries, such as cement production and 
coatings, were forced to completely stop production 

regardless of their actual emissions. 

The working group recognises that air quality is essential 

10 Ibid.
11 Corne, Peter, and Browaeys, Johnny, China Cleans up its Act on Environmental 

Enforcement, The Diplomat, 9th December 2017, viewed 16th March 2018, <https://
thediplomat.com/2017/12/china-cleans-up-its-act-on-environmental-enforcement/>

12 Anhydrous Hydrofluoric Acid Prices Soar Due to Plant Shutdowns in China, 
Japan Chemical Daily, 16th October 2017, viewed 16th March 2018, <https://www.

plant-shutdowns-china/>
13 , 20th 

th March 2018, <https://www.bloomberg.com/news/
articles/2017-11-19/china-s-quest-for-clean-air-is-shaking-up-industry-and-

14 Europe chems industry vulnerable to outside disruption, Independent Chemical 
Information Service (ICIS), 27th October 2017, viewed 16th March 2018, <https://
www.icis.com/resources/news/2017/10/27/10158299/europe-chems-industry-
vulnerable-to-outside-disruption-accenture/>

15 China's environmental crackdown means big business for Japan, Nikkei Asian 
Review, 23rd February 2018, viewed 20th March 2018, <https://asia.nikkei.com/
Business/Trends/China-s-environmental-crackdown-means-big-business-for-
Japan>

16 China's environmental crackdown opening markets for Houston exports, 
Houston Chronicle, 19th February 2018, viewed 20th March 2018 <https://www.
houstonchronicle.com/business/article/China-s-environmental-crackdown-
opening-markets-12624483.php>

17 Action Plan on Comprehensive Control and Solution of Air Pollution During Fall 

Surrounding Areas, MEE, 21st August 2017, viewed 20th March 2018, <http://www.
mee.gov.cn/gkml/hbb/bwj/201708/t20170824_420330.htm>

18 Northern China Gets Tough on Air Pollution, Japan Chemical Daily, 20th October 
2017, viewed 20th March 2018, <https://www.japanchemicaldaily.com/2017/10/20/
northern-china-gets-tough-air-pollution/>
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to improve people’s quality of life and encourages the 
authorities to halt production based on objective data 
rather than continuing with their policy of indiscriminate 
enforcement. Another side effect of this Action Plan 
has been natural gas shortages al l  over China, 
such as witnessed in Chongqing19 20 as 
authorities strongly encouraged northern China to 
switch away from using coal. However, a lack of pro-
active communication,21 since information was only 

and social concerns. The authorities’ warning was issued 
too late, disrupting the chemical supply chain22 and the 
manufacturing industry as a whole.23 This also impacted 
cities, such as Beijing, since the burning of coal was 
banned before natural gas supplies were secured.24 The 
working group fully supports China’s energy transition, 
however in order to transition smoothly the priority 
should be on developing the appropriate infrastructure 
rather than imposing unrealistic demands. 

Although closing factories may have a negative 
impact on economic growth and local tax revenue,25 
the authorities have repeatedly emphasised that this 
policy will be positive for the Chinese economy in the 
medium-term and will have no significant impact on 
their current macroeconomic targets.26 However, some 
analysts suggest that up to 40 per cent of China’s total 
manufacturing capacity was temporarily shuttered 

19 Cold weather exhausts natural gas in China, Chemical & Engineering News, 
18th December 2017, viewed 20th March 2018, <https://cen.acs.org/articles/95/
web/2017/12/Cold-weather-exhausts-natural-gas.html>

20 Meng, Meng, and Glenn, Elias, South China chemical producer halts ammonia 
output as gas crisis deepens, Reuters, 12th December 2017, viewed 20th March 
2018, <https://www.reuters.com/article/us-china-pollution-gas-shortages-
insight/chinas-industrial-heartland-struggles-in-beijings-fight-against-smog-

21 China’s CNPC predicts winter supply squeeze for natural gas, Financial Times, 5th 
th March 2018, <https://www.ft.com/content/d27fd4c0-

a89a-33ce-92a6-3ed3d9466ead>
22 Gas supply crunch hits China chemical production, Independent Chemical 

Information Service (ICIS), 12th December 2017, viewed 20th March 2018, <https://
www.icis.com/resources/news/2017/12/12/10173050/gas-supply-crunch-hits-
china-chemical-production/>

23 Meng, Meng, and Glenn, Elias, China's industrial heartland struggles in Beijing's 
fight against smog, Reuters, 14th December 2017, viewed 20th March 2018, 
<https://www.reuters.com/article/us-china-pollution-gas-shortages-insight/chinas-

24 Ma, Tianjie,
China Dialogue, 29th December 2017, viewed 20th March 2018, <https://www.
chinadialogue.net/article/show/single/en/10321-2-17-A-year-when-environmental-
protection-raised-ethical-divides>

25 China broadens campaign against overcapacity, Financial Times, 23rd 

2017, viewed 16th March 2018, <https://www.ft.com/content/cd2fe8f0-cf70-11e7-
b781-794ce08b24dc>

26 Lau, Mimi, and Tang, Frank, China’s environmental clean-up campaign hasn’t cost 
jobs or hit economy, minister says, South China Morning Post, 23rd October 2017, 
viewed 16th March 2018, <http://www.scmp.com/news/china/policies-politics/
article/2116638/chinas-environmental-clean-campaign-hasnt-cost-jobs-or>

last year.27 The working group recognises most of the 
consequences from this ‘campaign’ are undeniably 
positive, including the improvement of environmental 
standards, addressing public health concerns,28 creating 
a more level playing field for international businesses 
in China 29&30 and cutting overcapacity.31&32  However, 
the authorities have to clearly communicate their next 
steps to avoid speculation33 and mitigate any uncertainty 
generated by the sudden disruption to chemical supply 
chains worldwide.34  

Investments and Manufacturing Costs
A key issue for the petrochemical and chemical 
industries’ investments in China is the relocation of 
chemical factories, warehouses and facilities to chemical 
parks, a measure that has been strongly encouraged 
by the national government after the Tianjin incident in 
August 2015.35 On 27th August 2017, the State Council 
issued 
Hazardous Chemicals Production Enterprises from 
Urban Populated Areas ( ).36 From the working 
group’s perspective,  is a positive step forward 
in making relocation criteria more transparent, but it has 
to be properly followed-up at the provincial level to be 
effective.

27 China chemical  c losures send r ipples around the wor ld,  ICIS,  11 th 
January 2018, viewed 20th March 2018, <https://www.icis.com/resources/
news/2018/01/11/10182086/china-chemical-closures-send-ripples-around-the-
world/>

28 ‘No such thing as justice’ in fight over chemical pollution in China, The New 
York Times, 12th June 2017, viewed 16th March 2018, <https://www.nytimes.
com/2017/06/12/world/asia/china-environmental-pollution-chemicals-lead-
poisoning.html?_r=0>

29 Germany’s BASF benefits from chemicals tightness, China closures, ICIS, 30th 
th March 2018, <https://www.icis.com/resources/

news/2017/11/30/10169425/germany-s-basf-benefits-from-chemicals-tightness-
china-closures-bernstein/>

30 According to the European Chamber’s Business Confidence Survey 2018, 61 
per cent of respondents in the chemicals and petroleum industries expect to see 

view among all sectors.
31 China broadens campaign against overcapacity, Financial Times, 23rd

2017, viewed 16th March 2018, <https://www.ft.com/content/cd2fe8f0-cf70-11e7-
b781-794ce08b24dc>

32 According to the European Chamber’s , 73 per 
cent of respondents in the chemicals and petroleum industries perceive there to 
be overcapacity in their industry, the highest percentage among all industries.

33 China to pause before tightening again on pollution, ICIS, 1st March 2018, viewed 
20th March 2018, <https://www.icis.com/resources/news/2018/03/01/10198376/
china-to-pause-before-tightening-again-on-pollution/>

34 China's green revolution disrupts chemical supply chains, ICIS, 28th September, viewed 
16th March 2018, <https://www.icis.com/resources/news/2017/09/28/10147554/
china-s-green-revolution-disrupts-chemical-supply-chains/>

35 China to relocate almost 1,000 chemical plants in wake of Tianjin blasts, The 
Guardian, 30th August 2015, viewed 15th March 2018, <https://www.theguardian.
com/world/2015/aug/30/china-relocate-chemical-plants-tianjin-blasts-miao-wei-
pollution>

36 Circular on the Relocation of Hazardous Chemicals Production Enterprises from 
Urban Populated Areas, State Council, 27th August 2017, viewed 15th March 2018, 
<http://www.gov.cn/zhengce/content/2017-09/04/content_5222566.htm>
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On 8th August 2017, the State Council issued the Notice 
on Several Measures for Promoting Foreign Investment 

37 which, 
together with the previous Notice on Several Measures 
on Promoting Further Openness and Active Utilisation 
of Foreign Investment (State Council Document, Guofa 

38 outlined China's manufacturing and 
foreign investment policy direction. The working group 
welcomes these documents and expects further opening 
up of the Chinese market.39  

However, the MOFCOM’s Administrative Measures for 
the Circulation of Crude Oil and Refined Oil (Draft for 
Comments),40 issued in July 2017, along with the Ministry 
of Finance’s (MOF’s) and the State Administration 
of Taxation’s (SAT’s) Resource Tax Law (Draft for 
Comments),41

some doubts over the reform agenda, as they clearly 
contradict the spirit of . 

Chemicals Management
On 31st August 2017, the former MEP issued the 
Amendments on Data Requirements for the New 
Substance Notification Guidance,42 which accepted 
the working group’s recommendations on loosening 
low-volume exemptions and data requirements for the 
new chemicals notification process used for research 
and development (R&D) purposes. The working 
group welcomes this positive step, although issues 
regarding the laboratories’ accreditation and low-volume 
exemptions for registering hazardous chemicals (HCs) 
remain unsolved.

Later, on 27th December 2017, the former MEP, the MIIT 

37 Circular on Several Measures for Promotion of Growth of Foreign Investment, 
State Council, 8th August 2017, viewed 14th March 2018, <http://www.gov.cn/
zhengce/content/2017-08/16/content_5218057.htm>

38 Circular of the State Council on Several Measures on Promoting Further 
Openness and Active Utilisation of Foreign Investment, State Council, 17th January 
2017, viewed 4th June 2018, <http://www.gov.cn/zhengce/content/2017-01/17/
content_5160624.htm>

39 According to the European Chamber’s , 80 per 
cent of respondents in the chemicals and petroleum industries are considering 
expanding current China operations in 2018. A signal from the authorities that they 

might be critical for decision makers.
40 

for Comments), Ministry of Commerce, 19th July 2017, viewed 14th March 2018, 
<http://www.mofcom.gov.cn/article/h/zongzhi/201707/20170702612770.shtml>

41 Resource Tax Law of the People's Republic of China (Draft for Comments), 
Ministry of Commerce and State Administration of Taxation, 20th

2017, viewed 14th March 2018, <http://hd.chinatax.gov.cn/hudong/noticedetail.
do?noticeid=1598035>

42 Amendments on Data Requirements for the New Substance Notification 
Guidance, Ministry of Ecology and Environment, 31st August 2017, viewed 3rd 
March 2018, <http://www.mep.gov.cn/gkml/hbb/bgg/201709/t20170905_420903_
wap.shtml>

43 jointly issued the List of 
Priority Controlled Chemicals (First Batch List),44 strictly 
controlling a formal list of substances. The working group 
welcomes efforts by the authorities to raise industry 
safety standards and is expecting further information on 
why certain substances are included in the First Batch 
List. Transparent criteria and regulatory predictability 
is crucial for increasing chemical operators’ business 

Key Recommendations

1. Sustainability and Green Chemistry
1.1. Create a Sustainability Assessment System 

and Ensure the Effective Implementation of 
Sustainability Policies for China’s Chemical 
Industry

Concern
China lacks a credible assessment system that 
companies can use to monitor progress on environmental 
sustainability, which is necessary, together with the 
effective implementation of existing measures, to enforce 
circular economic policies and counteract the detrimental 
impact rapid industrial development is having on the 
environment. 

Assessment 
The tension between economic performance and 
environmental protection is typical during industrialisation 
and periods of rapid development, as there is little 
control over polluting activities. However, the transition 
to a more stable, value-added and sustainable model 
warrants the development and implementation of control 
measures. This happened in the US between 1969 
(National Environmental Policy Act
(Pollution Prevention Act [PPA]), and in the EU during 
the same period. China is likely to follow the same path 
as it navigates the so-called ‘new normal’. The chemical 
industry is usually one of the sectors most heavily 
affected by environmental policies; affects stem from a 
variety of things, ranging from high rates of consumption 
to production discharge. 

43 
March 2018.

44 List of Priority Controlled Chemicals (First Batch), Ministry of Ecology and 

Health and Family Planning Commission, 27th December 2017, viewed 14th March 
2018, <http://www.zhb.gov.cn/gkml/hbb/bgg/201712/t20171229_428832.htm>
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Green development, sustainability, digitalisation and 
innovation are essential to the development strategy 
found in the th Five-Year Plan and the Petrochemical 
and Chemical Industry Development Plan (2016-2020).45

European countries have already put in place certain 
industry programmes—e.g. carbon footprint, life-cycle 
assessment and waste recycling—to track business’ 
environmental impact and comprehensively evaluate 
inputs and releases for their production. Cooperation 
with European businesses should be strengthened. The 
working group welcomes efforts by Chinese authorities 
to reach ambitious environmental goals and is ready 
to support the development and implementation of the 
government’s attempts to meet them. Something that 

of Circular Economy (CACE), a national multi-industry 

2013.

Sustainability assessment systems have proven useful 
for enforcing environmental protection. They were 
developed to assess and monitor industry sustainability, 
with one of the most renowned being the Dow Jones 
Sustainability Index (DJSI). The DJSI provides general 
criteria for analysing standard management practices 
and performance measures. There are several metrics 
included in the DJSI: corporate governance, human 
capital development, risk and crisis management, 
branding, climate change mitigation, supply chain 
standards, and labour practices. Only companies that 
operate sustainably are allowed to join the DJSI, which 
is updated annually. The DJSI’s selection criteria are 
modified and improved periodically to reflect the most 
recent developments in sustainability and to incentivise 
companies to improve their performance and remain on 
the index.46 Some European businesses that operate in 
China have obtained high scores on the DJSI. 

In order to enforce new environmental regulations and 
ensure effective implementation, the working group 
recommends creating a pilot sustainability assessment 
system for chemical companies in China, which may 
use the DJSI as a reference. The European Chemical 
Industry Council (CEFIC) provides criteria that may be 

45 Petrochemical and Chemical Industry Development Plan (2016-2020), Ministry of 
Industry and Information Technology, 18th October 2016, viewed 27th April 2018, 
<http://www.miit.gov.cn/n1146295/n1652858/n1652930/n3757017/c5285161/
content.html>

46 Results Announced for 2016 Dow Jones Sustainability Indices Review, 
RobecoSAM, 8th September 2016, viewed 27th April 2018, <http://www.
sustainability-indices.com/images/160908-djsi-review-2016-en-vdef.pdf>

referred to, and the CPCIF has already been advocating 
for the creation of such a system. The use of a neutral 
third party for evaluating corporations is also strongly 
recommended.

On 19th

national emissions trading system (ETS),47 which could 
soon become the largest carbon emissions trading 
programme in the world and deeply transform the 
petrochemical and chemical industries. This represents 
a major effort in capping carbon dioxide emissions in 
China. Draft allocation plans for three sectors (power, 
cement and aluminium) were already released in May 
2017.48 In 2018–2019, enhancements to the ETS's legal 
foundation, allocation methodologies and data accuracy 
are expected.49 The market is expected to enter a trial 
period in 2019, and, if successful, the working group will 
be glad to see this system effectively implemented.50&51

Recommendations
Create a pilot sustainability assessment system 
with clear criteria for evaluating chemical company 
performance and have a neutral third party conduct 
the corporate evaluation.
Increase the amount of cooperation between the 
government and international businesses by having 
the central authorities treat these companies as key 
stakeholders in policy development, in line with State 

.
Implement the national ETS and take further steps to 
enhance its legal foundation, allocation methodologies 
and data accuracy.

47 Chinese National Carbon Trading Scheme (Power Generation Industry)
Development and Reform Commission, 18th December 2017, viewed 20th March 
2018, <http://www.ndrc.gov.cn/zcfb/gfxwj/201712/t20171220_871127.html>

48 China's carbon market needs ambition, China Dialogue, 29th December 2017, 
viewed 20th March 2018, <https://www.chinadialogue.net/article/show/single/
en/10330-China-s-carbon-market-needs-ambition>

49 Carbon trading needs better disclosure, China Dialogue, 20th December 2017, 
viewed 20th March 2018, <https://www.chinadialogue.net/blog/10312-Carbon-
trading-needs-better-disclosure-/en>

50 China creates world’s largest carbon trading program, Chemical and 
Engineering News, 21st December 2017, viewed 20th March 2018, <http://
cen.acs.org/articles/95/web/2017/12/China-creates-worlds-largest-carbon.
html?type=paidArticleContent>

51 Statement on China’s Launch of the National Emissions Trading System, Energy 
Foundation China, 20th December 2017, viewed 20th March 2018, <http://www.
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1.2. Strengthen Governmental Cooperation with 
the Chemical Industry on Green Development, 
Manufacturing Plans and Safety Issues to 
Encourage Sustainability, Innovation and Best 
Practices

Concern
Recent government policies have neglected the chemical 
sector, reinforced negative views concerning the state of 
the chemical industry in China and ignored the industry’s 
significant contributions to promoting a green and 
innovative economy.

Assessment
The chemical industry is a key stakeholder in the 
development of  an urgent ly needed, c lear and 
comprehensive strategy on the circular economy and 
green chemistry for China’s manufacturing sector. 
Currently, the discretionary and sometimes contradictory 
enforcement of policies by different departments in the 
Chinese Government creates confusion and uncertainty 
throughout the entire industry, resulting in less innovation 
and increased costs.52 Policies have already been 
implemented to mitigate this situation, but they lack 
tangible results. The chemical industry has not been 
a main interlocutor for authorities, especially since 
the Tianjin incident on 12th August 2015,53 after which 
the chemical industry’s image suffered deeply, and its 
activities came under heavy scrutiny. Since then, national 
and regional governments have been sensitive towards 
chemical safety issues.54 

China has one of the strictest sets of environmental and 
safety laws/regulations. Despite the fear surrounding 
chemical industry activities, the AICM shows in its latest 
Responsible Care (RC) report that in China only two 
accidents occurred among 70 member companies in 
2014. 

There are more than 40,000 chemical enterprises in 
China, which vary greatly in their activities, production 
and stakeholders. Despite chemical companies’ low 

52 According to the European Chamber’s European Business in China Business 
, companies in the chemicals and petroleum industries 

cite the discretionary enforcement of rules and regulations, ambiguous rules and 
regulations, and licensing requirements/registration processes for products, as the 

53 Deadly blast rock Chinese port, Financial Times, 13th August 2015, viewed 1st May 
2017, <https://www.ft.com/content/13fe5cfc-4130-11e5-b98b-87c7270955cf>

54 Too fast, too soon: how China's growth led to the Tianjin disaster, The Guardian, 
23rd May 2017, viewed 27th April 2018, <https://www.theguardian.com/cities/2017/
may/23/city-exploded-china-growth-tianjin-disaster-inevitable>

accident rates, every misstep can still damage the 
overall reputation of the chemical industry. To safeguard 
against this, international chemical companies and large 
state-owned enterprises usually have very complete 
inventories based on environmental health and safety 

employ RC practices, part of an initiative developed 
by the International Council of Chemical Associations 
(ICCA), which China joined in 2014. 

Many accidents stem from a lack of knowledge about 
what constitutes best practice and being unaware of the 
risks. However, the differences between multinational 
corporations and domestic companies are not being 
recognised by the authorities who insist on a 'one-size-
fits-all' approach to the chemical industry.55 To avoid 
these problems, a formal channel of communication and 
cooperation between chemical companies and government 

Although the authorities have ambitious plans for 
greening the economy, promoting innovation and 
increasing digitalisation, these initiatives lack the 
appropriate mechanisms for facilitating cooperation 
among companies and institutions. For example, on 
23rd January 2017, the MIIT issued the New Materials 
Development Plan (Plan),56 which clearly states that new 

China Manufacturing 2025 (CM2025) intiative—rely on 
high performance and functional chemicals. While the 
working group welcomes this initiative, the Plan does not 
contain any collaborative framework that can be utilised 
by both international and domestic businesses.57 

The government should also establish platforms for 
encouraging industries to cooperate on reducing the 
impact they have on the environment, and fully utilising 
existing resources in an innovative manner. For example, 
the CPCIF is aware that, for some of their members, it is 
possible to use other companies’ waste as a raw material 
for production. Consequently, the CPCIF has developed 
a platform for businesses to connect with one another.

55 AICM points out barriers to Responsible Care in China, Chemical Watch, 28th July 
2016, viewed 27th April 2018, <https://chemicalwatch.com/48853/aicmpoints-out-
barriers-to-responsible-care-in-china>

56 New Materials Development Plan, Ministry of Industry and Information Technology, 
23rd January 2017, viewed 27th April 2018, <http://www.miit.gov.cn/n1146295/
n1652858/n1652930/n3757016/c5473570/content.html>

57 It is interesting to note that according to the European Chamber’s Business 
Confidence Survey 2018, 62 per cent of respondents in the chemicals and 
petroleum industries are pursuing business opportunities within the Belt and Road 
Initiative in the form of a so-called ‘global strategic partnership’ with a Chinese 
company, the highest percentage among industries analysed.
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Recommendations
Encourage best practice, enforce compliance by 

there are different levels of operational advancement 
in the chemical industry.
Establish regular, formal communication channels 
and cooperation mechanisms between chemical 
companies and government off icials to share 
experience, help with training and improve the local 
government’s ability to effectively implement chemical 
safety and management policy.
Create platforms to help facilitate the identification 
of local partners and improve collaboration between 
domestic and international businesses and between 
different industries in new materials and green 
development.
Create a national platform for the re-utilisation and 
exchange of chemical waste as a raw material.

2. Investments and Manufacturing Costs 
2.1. Guarantee Fair and Reasonable Treatment from 

Local Authorities with Respect to Relocations 
and Temporary Closures

Concern
The relocation of chemical facilities to chemical parks due 
to safety and/or environmental reasons badly disrupts 
supply chains, and because there are no clear criteria 
for such measures it has raised uncertainty, which could 
result in investors choosing alternative markets.

Assessment
The State Council published guidelines for the relocation 
of "harzardous chemical production enterprises in 
densely populated areas," in September 2017.58 Working 
group members were fully aware of the safety59 and 
environmental60 reasons behind these forced relocations.61  

However, the authorities do not have a unified set of 
standards for how this relocation should be carried out, 

58 Harzardous chemical producers urged to move out of dense areas, The State 
Council, 4th September 2017, viewed 1st August 2018, <http://english.gov.cn/
policies/latest_releases/2017/09/04/content_281475835755530.htm>

59 Too fast, too soon: how China's growth led to the Tianjin disaster, The Guardian, 
23rd May 2017, viewed 27th April 2018, <https://www.theguardian.com/cities/2017/
may/23/city-exploded-china-growth-tianjin-disaster-inevitable>

60 China Extends Scope of Chemical Plant Regulations, Potentially Squeezing 
Supply, Japan Chemical Daily, 11th May 2017, viewed 27th April 2018, <https://
www.japanchemicaldaily.com/2017/05/11/china-extends-scope-chemical-
plantregulations-potentially-squeezing-supply-part-1/>

61 Petrochemical and Chemical Industry Development Plan (2016-2020), Ministry of 
Industry and Information Technology, 18th October 2016, viewed 27th April 2018, 
<http://www.miit.gov.cn/n1146295/n1652858/n1652930/n3757017/c5285161/
content.html>

due to a number of different factors. A case-by-case 
approach has been adopted according to the different 
concerns that have been voiced in each city and region, 
such as air pollution,62 water pollution,63 safe distances 
from residential areas, economic development and tax 
revenue. 

Aware of this situation, on 27th August 2017, the State 
Council issued 
of Hazardous Chemicals Production Enterprises from 
Urban Populated Areas ( )  is the 

relocation and accident prevention, focussing on heavily 
populated areas. From the working group’s perspective, 

 is a positive step in the right direction towards 
making relocation criteria more transparent. It offers 
national guidelines on what relocation entails, provides 
a timeline for changing locations and outlines what 
compensation can be expected. 

 must be properly followed 
up with at the provincial level to be effective. A lack of 
funding and suitable sites for relocation are other issues 
that need to be properly addressed.65 The working group 
considers appropriate relocation measures a reasonable 
endeavour that can help guarantee environmental 
protection and improve safety. To this end, the working 
group supports the State Council’s objective and expects 
clearly defined requirements specifying the appropriate 
location for the production of HCs.

The working group neither expects relocation to take 
place at the same pace for all manufacturers nor expects 
the same treatment from local authorities in regions with 
differing levels of economic development. However, the 
working group believes several essential measures must 
be enforced:
- International businesses that are requested to relocate 

should receive clear information from local authorities 
and be provided with relocation criteria.

62 Relocating Industry to Address Air Pollution in Beijing, The Nature of Cities, 9th 
April 2017, viewed 27th April 2018, <https://www.thenatureofcities.com/2017/04/09/
relocating-industry-address-air-pollution-beijing/>

63 China battles chemical pollution along Yangtze, Xinhua, 10th October 2017, viewed 
27th April 2018, <http://news.xinhuanet.com/english/2016-10/10/c_135743494.
htm>

64 Circular on the Relocation of Hazardous Chemicals Production Enterprises from 
Urban Populated Areas, State Council, 27th August 2017, viewed 15th March 2018, 
<http://www.gov.cn/zhengce/content/2017-09/04/content_5222566.htm>

65 China chemical plant relocation plans lack funding, Independent Chemical 
Information Service, 28th September 2017, viewed 20th March 2018 <https://www.
icis.com/resources/news/2017/09/28/10147577/china-chemical-plant-relocation-
plans-lack-funding/>
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- International and domestic businesses should receive 
equal treatment and information. 

- The local authorities should discuss the timeline for 
relocation with the affected companies to decrease 
costs associated with relocation. 

- Companies should receive fair compensation after 
relocating.

In certain cases, an alternative to relocation might 
be the upgrade of the chemical facility. This outcome 
is consistent with the central government’s industrial 
plans, including CM2025. Despite promises being made 

for upgrading existing facilities have been announced. 
For example, on 26th April 2017, the Shanghai People’s 
Municipal Government issued the Opinions on Further 
Opening up and Accelerating the Pace of Building 
a New Economic System Based on Openness,66 
which states, “Foreign investment will be supported to 
participate in the upgrade of traditional manufacturing 
industries like automotive, iron and steel, chemicals 
and shipping.” However, no further action has been 
announced on how foreign investment will actually be 
supported.

Recommendations

to have businesses relocate or temporarily close are 
more transparent.

plans, to avoid disrupting chemical supply chains. 

relocation criteria. 

decrease the costs of relocating.

tradit ional manufacturing industr ies, such as 
automotive, iron and steel, chemicals, and shipping.

2.2. Facilitate the Development and Viability of the 
Oil and Gas Sectors

Concern
Impediments to accessing the oil sector—especially to 
international companies—and the MOF’s adjustment to 
the tax policy for oil and gas exploitations will endanger 

66 Opinions on Further Opening up and Accelerating the Pace of Building a 
New Economic System Based on Openness, Shanghai People’s Municipal 
Government, 26th April 2017, viewed 20th March 2018, <http://www.shanghai.gov.
cn/nw2/nw2314/nw2319/nw12344/u26aw52162.html>

the viability of international businesses working in 
China's oil and gas sectors.

Assessment
On 17th July 2017, the MOFCOM called for comments 
on the draft Administrative Measures for the Circulation 
of Crude Oil and Refined Oil (Measures).67 Per the 
Measures, the main restrictions on international 
enterprises remain unchanged. Foreign investors are 
only allowed to operate in the oil market through joint 
ventures (JVs) with local investors, except within free 
trade zones, where local partners are not required.68 
Fair access to the market, especially for international 
companies, is therefore still impeded. 

According to the Measures, international enterprises in 
the refined oil sector are also required to provide the 

facilities. This requirement limits market access for 

through leasing or franchising, unless they provide their 

In December 2017, the MOF issued the Resource Tax 
Law (Draft for Comments).69 The proposed draft law 
cancels the grandfathering treatment provided by the 
State Council, which allowed oil and gas Product Sharing 

2011 to continue applying a system of royalties instead 
of the resource tax until contracts were terminated. 

According to regulations originally issued by the 
State Council in January 1982 and October 1993,70&71 
(reviewed in September 2011 for both onshore and 

67 
for Comments), Ministry of Commerce, 19th July 2017, viewed 14th March 2018, 
<http://www.mofcom.gov.cn/article/h/zongzhi/201707/20170702612770.shtml>

68 China drafts new rules easing state oil majors' grip on storage, Reuters, 19th 
July 2017, viewed 14th March 2018, <https://af.reuters.com/article/africaTech/

69 Resource Tax Law (Draft for Comments), Ministry of Finance and the State 
Administration of Taxation, 20th th March 2018, <http://
hd.chinatax.gov.cn/hudong/noticedetail.do?noticeid=1598035>

70 Regulations of the People's Republic of China on Exploring and Developing 
Offshore Oil Resources in Cooperation with Foreign Companies , State 
Council, 30th January 1982, viewed 14th March 2018, <http://www.fdi.gov.
cn/1800000121_23_69973_0_7.html>

71 Regulations of the People's Republic of China on Exploring and Developing 
Onshore Oil Resources in Cooperation with Foreign Companies, State Council, 
7th October 1993, viewed 14th March 2018, <http://www.law-lib.com/law/law_view.
asp?id=242>
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offshore oil resources)72&73 activities, such as exploring 
and developing offshore and onshore oil resources 
in cooperation with international enterprises, are 
subjected to a royalty regime instead of the resource 
tax. This policy has played a positive role in attracting 
foreign investment and developing China's offshore and 
onshore oil and gas resources. Additionally, in October 
2014, the MOF and the SAT jointly issued the Circular 
of Adjustment to Relevant Policies on Resource Tax 
on Crude Oil and Natural Gas,74 which confirmed 

subjected to a system of royalties. This rule had been 
acknowledged by all industry participants and had 
enhanced the confidence of European businesses in 
the Chinese investment environment.

Considering the industry’s characteristically long-term 
projects, the forced transition to a resource tax regime 
will trigger significant changes to several articles of 
signed and approved PSCs. Due to the nature of 
product sharing contracts, comparisons between 
royalties and resource taxes must not be made solely 
based on tax rates. If a resource tax is imposed on old 
PSCs these projects’ viability will be compromised. 
In addition, the uncertainty created by unexpected 
changes in tax policy may impact the willingness of 
European companies to invest in China’s oil and gas 
exploitation and production. 

apply differential tax treatments to encourage and drive 

and gas development, while at the same time actively 
promoting the development of oil and gas resources in 
the East and South China seas.75 The removal of this 
grandfathering treatment will not contribute to China’s 
energy transition from coal to other resources.

This removal is also contrary to the spirit of State 

72 Regulations of the People's Republic of China on Exploring and Developing 
Onshore Oil Resources in Cooperation with Foreign Companies (Decree 

, State Council, 30th September 2011, viewed 14th March 2018, <http://
www.gov.cn/gongbao/content/2011/content_1977822.htm>

73 Regulations of the People's Republic of China on Exploring and Developing 
Offshore Oil Resources in Cooperation with Foreign Companies (Decree 

, State Council, 30th September 2011, viewed 14th March 2018, <http://
www.gov.cn/gongbao/content/2011/content_1977823.htm>

74 Circular of Adjustment to Relevant Policies on Resource Tax on Crude Oil and 
Natural Gas, Ministry of Finance and the State Administration of Taxation, 9th 

October 2014, viewed 14th March 2018, <http://www.chinatax.gov.cn/n810341/
n810755/c1151105/content.html>

75 
Administration, 20th January 2014, viewed 14th March 2018, <http://zfxxgk.nea.
gov.cn/auto82/201401/t20140124_1756.htm>

,76 which states that "the 
continuity and stability of foreign investment policy 
should be maintained", as well as the State Council’s 
Opinions on Deepening the Reform of the Oil and Gas 
System.77 Sino-foreign cooperative oil and gas projects 
are based on the stability and continuity of relevant 
policies due to the size of the investments and the long 
time frames that are required. 

Thus, the working group suggests the government 
continue applying the original grandfathering policy 

Alternatively, an appropriate transition period should be 
put in place. This transition period should fully consider 
the challenges involved with renegotiating and revising 
all oil contracts. For the affected contracts that have 
already entered the production period, direct tax breaks 
may be used to comprehensively reform the resource 
tax scheme without aggravating taxpayers.

Recommendations
Simplify the procedures for obtaining operating 
licences, specifically the certification of business 

Keep the royalty regime for PSCs signed before 

or allow for a proper transition period.

3. Chemicals Management 
3.1. Clarify Uncertainties Surrounding the List of 

Priority Controlled Chemicals and Simplify 
Regulations for HCs

Concern
The effects of new rules and a list of priority-controlled 
chemicals issued by the Chinese Government remain 
unclear, and the reduction in the number of accredited 
laboratories and lack of low-volume exemptions for 
the identification and classification of HCs results 
in inefficient governance and complicates business 
operations.

Assessment 
Since the Tianjin incident on 12th August 2015, safety 
issues have been drawing increased attention from 

76 Circular of the State Council on Several Measures for Promotion of Growth of 
Foreign Investment, State Council, 8th August 2017, viewed 14th March 2018, 
<http://www.gov.cn/zhengce/content/2017-08/16/content_5218057.htm>

77 Opinions on Deepening the Reform of the Oil and Gas System, State Council, 
21st May 2017, viewed 20th March 2018, <http://www.gov.cn/zhengce/2017-05/21/
content_5195683.htm>
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the Chinese Government, a tendency that fortunately 
is unlikely to wane in the future, as chemical safety will 
remain a critical issue. 

On 27th December 2017, the former MEP, the MIIT and 
List of Priority 

Controlled Chemicals (First Batch List).78 Substances 
on this list will be strictly controlled. However, the 
requirements to manage these chemicals are still not 

internationally recognised standards that may be used 
to develop the new list. For example, Risk Management 
Option Analysis (RMOA), widely used by the ECHA,79  
helps to identify whether a certain hazard actually results 
in risks. The Public Activities Coordination Tool uses the 
RMOA and gives advanced notice of what substances 
the authorities are considering using regulatory risk 
management for.80 

On 31st August 2017, the former MEP announced 
the Amendments on Data Requirements for the New 
Substance Notification Guidance (Amendments).81 
However, even after the Amendments were published, 
some issues regarding the laboratories’ accreditation 
and low-volume exemptions for registering HCs remain 
unsolved. Most HCs and new chemical operators import 
raw materials and samples for research activities. In 
line with the EU Regulation on Registration, Evaluation, 
Authorisation and Restrict ion of Chemicals (EU 
REACH),82

commercial data, save costs and reduce the workload, 
the requirements to register low volumes of HCs should 
be waived if substances are used for research purposes 
in the laboratory. The likely effect of adopting these 
international practices would be the encouragement of 
scientific research and innovation within petrochemical 
and chemical companies.

78 List of Priority Controlled Chemicals (First Batch), Ministry of Environment and 

and Family Planning Commission, 27th December 2017, viewed 14th March 2018, 
<http://www.zhb.gov.cn/gkml/hbb/bgg/201712/t20171229_428832.htm>

79 PACT – RMOA and hazard assessment activities, European Chemicals Agency, 
2018, viewed 8th April 2018, <https://echa.europa.eu/pact>

80 Status and purpose of PACT, European Chemicals Agency, 2018, viewed 8th April 
2018, <https://echa.europa.eu/status-and-purpose>

81 Amendments on Data Requirements in China’s New Substance Notification 
Guidance, Ministry of Environment and Ecology, 31st August, viewed 3rd March 
2018, <http://www.mep.gov.cn/gkml/hbb/bgg/201709/t20170905_420903_wap.
shtml>

82 Regulation on Registration, Evaluation, Authorisation and Restriction of 
Chemicals, EU Registration, Evaluation, Authorisation and Restriction of 
Chemicals, 2006, viewed 27th April 2018, <http://eur-lex.europa.eu/legal-content/

On 14th

the First Batch of Approved Institutions for Chemicals’ 
Physical Hazard Identification (Batch).83 The Batch 
reflects the increased importance the government 
attributes to testing institutions. The list of accredited 
laboratories for physical hazard identification and 

Batch. The 
corresponding implementation provisions have been 
well received by the industry. However, the quantity of 
qualified laboratories is not sufficient to guarantee the 
normal activity of the chemical industry in China and 
therefore needs to be increased.

Recommendations
Clarify criteria to include substances in the new List 

 

in the List of Priority Controlled Chemicals.
Increase the number of accredited laboratories for 

Create low-volume exemptions for registering HCs 
used in laboratories with R&D purposes.

83 , 
Ministry of Emergency Management, 14th th April 
2018, <http://www.china-safety.org/gongwengonggao/show-22233.html>
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Abbreviations 
AICM  Association of International Chemical  
  Manufacturers
CACE  China Association of Circular   
  Economy
CEFIC   European Chemical Industry Council
CM2025  China Manufacturing 2025
CPCIF   China Petrochemical and Chemical   
  Industry Federation
DJSI   Dow Jones Sustainability Index
ECHA   European Chemicals Agency
EHSA   Environmental Health and Safety   
  Assistant
ETS   Emissions Trading System
FIE   Foreign-Invested Enterprise
HC   Hazardous Chemical
ICCA   International Council of Chemical   
  Associations
JV  Joint Venture
MEE  Ministry of Ecology and Environment
MEM  Ministry of Emergency Management
MEP   Ministry of Environmental Protection
MIIT   Ministry of Industry and Information   
  Technology
MOF  Ministry of Finance
MOFCOM  Ministry of Commerce

  Commission

  Commission

PSC  Product Sharing Contract
RC   Responsible Care
REACH  Registration, Evaluation, Authorisation  
  and Restriction of Chemicals
RMOA  Risk Management Option Analysis
R&D   Research and Development
SAMR  State Administration for Market   
  Regulation
SAT  State Administration of Taxation
SAWS   State Administration of Work Safety
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Key Recommendations 
1.  Optimise the Drug Procurement System to Support Market-orientated Pricing 

Reform and Improve the Commercial Distribution Landscape in the Pharmaceutical 
Industry

Forbid mandatory price cuts in drug tendering. 
Ease the criteria for originator drugs to be included in or excluded from low-price drug lists. 
Forbid a second round of price negotiations by hospitals or purchase groups after tendering 
without a volume commitment, with surplus derived from the second round of price negotiations to 
be handed over to the local Department of Finance. 
Remove the cap on the ratio of profits on drugs sold, to hospital revenue to ensure patients’ 
access to drugs, especially high-value drugs.
Improve cross-departmental coordination to ensure effective implementation of the ‘two-invoice 
system’. 

packed in China as ‘manufacturer’ in the ‘two-invoice system’. 

using the lowest nationwide price as the benchmark. 

2.  Promote the Reform of Medical Insurance and Update the Catalogue of 
Reimbursable Drugs

Promote a procedure to update the National Reimbursement Drug List (NRDL) dynamically.
Improve the transparency of assessment criteria for adding new drugs to the NRDL. 
Include more innovative drugs and originator drugs in the NRDL to meet the clinical needs of 
patients in China.  
Establish a special guarantee mechanism for clinically urgently needed drugs, drugs that prevent 
and cure life-threatening diseases and rare disease drugs.

3.  Further Improve and Streamline the Drug Registration and Approval Process
Further optimise the registration process for drugs and accelerate the time it takes for them to go 
to market.
Accelerate the completion and promulgation of the published draft regulations aimed 
at streamlining drug registration and approval, taking into consideration comments and 
recommendations from industry.
Establish a green channel for the registration of drugs used in treating rare diseases and improve 
post-market surveillance legislation so post-market information can be easily accessed for the 
research and development of medicines to treat rare diseases. 

transferring this task to the newly founded State Administration of Market Regulation.
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4.  Promulgate Implementation Rules within the Framework of the National 
Generic Quality Consistency Evaluation (GQCE) to Ease Patients' Access to 
Drugs 

Promulgate supporting rules and regulations prudently at the national and provincial level to 

Consider the requirements of different patient groups and different medical institutions for originator 
drugs, and ease patients’ access to different types of pharmaceutical products.

5  Coordinate Different Measures for Intellectual Property (IP) Protection and 
Ensure Their Adequate Implementation

Allow the pharmaceutical industry to have more opportunities to make suggestions and contribute 
to the formulation and successful implementation of IP protection laws and regulations. 

Introduction to the Working Group
Staying healthy is central to people’s wellbeing, and 
society as a whole. Pharmaceutical products play 
a crucial role in preventing and treating disease. 
European pharmaceutical companies invest heavily 
in the development of innovative treatments and fully 
support the government’s efforts to ensure patients’ 
access to state-of-the-art, safe, efficacious and 
affordable pharmaceuticals. Pharmaceuticals are key 
to increasing the overall health of the population, in 
line with the vision laid out in the central government’s 
Healthy China 2030.  

It is therefore important for policymakers to understand 
that increased registration efficiency, improved 
market supervision, alignment of Chinese laws and 
regulations with international norms, intellectual 
property (IP) enforcement, and transparent pricing and 
reimbursement are the most useful ways to incentivise 

innovative drugs to the Chinese market.

The Pharmaceutical Working Group represents 
approximately 40 international pharmaceutical 
manufacturing companies operating in China. The 
working group encourages government policies that 
support the creation of a sustainable environment 
that fosters innovation, and the healthy growth of the 
pharmaceutical industry as a whole, while improving 
patient access to affordable, innovative, high quality 
medicines. 

The Pharmaceutical Working Group wishes to engage 
in a constructive dialogue with all relevant government 

agencies, at the national, provincial and local level, and 
is willing to share its expertise and international best 
practices with Chinese regulators.

Recent Developments
China’s healthcare development has reached a turning 
point. Life expectancy and the population's overall 
level of health in China have reached that of middle 
to high-income countries. However, China is only now 
starting to face the challenges that many developed 
countries have already faced for several decades. For 
instance, an ageing population with a number of chronic 
diseases, many of which are expensive to treat. For the 
past decade, China’s healthcare expenses have been 
growing at an annual double-digit rate.1 This growth rate 
is unsustainable, and it is not guaranteed that increased 
expenditure will result in further improvements to 
people’s health.

decided to restructure the ministries and commissions 

the China Food and Drug Administration (CFDA) was 

Regulation (SAMR).

This restructuring focuses on the consolidation of 
government resources, which the working group 

1 22nd 

February 2017, viewed 20th June 2018, <http://www.chinanews.com/cj/2017/02-
22/8156983.shtml>
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welcomes, and the improved implementation of national 
policies at the provincial and local levels.

One of the main challenges to reforming China’s 
healthcare system is the limited amount of usable 
resources – a challenge that central European countries 
have been struggling with for more than 30 years. 
In response, the Chinese authorities are trying the 
following solutions to control expenses:

Cancellation of mark-ups in hospitals: In 2017, mark-
ups for drugs sold in hospital pharmacies were 
eliminated nationwide, removing a major contributor 
to over-medicating in public hospitals.
Case-based payments: The treatment of certain 
common diseases will have a fixed ‘price tag’, 
which includes drugs, medical devices and service 
fees, independent of the quantity of drugs used. 
Responsibility for cost control will be handed down to 
the hospitals, and over-medication shall be curbed.
The ‘two-invoice system’: Starting in 2017, some 
provinces and healthcare reform tr ia l  c i t ies 
have begun to promulgate local regulations on 
a two-invoice system for pharmaceuticals. The 
manufacturer (importer) sells to a distributor (the 
first invoice), then the distributor sells directly 
to the hospital (the second invoice). Sales via 
secondary distributors are not permitted. The goal 
is the reduction of unreasonable mark-ups in sales 
channels and the curbing of corruption.

In 2017, the National Reimbursement Drug List 
(NRDL) was updated, resulting in the inclusion of 
36 additional drugs in the reimbursement scheme. 
However, insurance coverage for these expensive 
drugs is far from sufficient. Starting in May 2018, 
China has cancelled customs duties for most imported 
pharmaceuticals, including all anti-cancer drugs, to 
increase the public’s access to expensive medications.2  
In addition, the value-added tax for imported anti-cancer 
drugs was reduced from 17 to three per cent. 3

The working group ful ly supports the Chinese 
Government's efforts to utilise existing resources more 
efficiently and is especially heartened to see effective 

2  China is Going to Cancel Customs Duties of Most Imported Pharmaceutical 
Products, State Council, 24th April 2018, viewed 15th May 2018, <http://www.gov.
cn/guowuyuan/2018-04/24/content_5285336.htm>

3   Notice on Value-added Tax Policy for Anti-cancer Drugs, State Administration 
of Taxation, 27th April 2018, viewed 26th July 2018, <http://www.chinatax.gov.cn/
n810341/n810755/c3421680/content.html>

measures put in place to curb corruption, strengthen the 
rule of law and ensure fair competition.

The majority of medical policies that are put in place to 
control expenses are decided at the provincial level. In 
addition, the government has launched 200 healthcare 
reform trial cities, with each of them retaining the right 
to promulgate their own purchasing policy. While China 
has a tradition of experimenting with new policies at 
the regional level and subsequently implementing them 
nationwide, the sheer number of different purchasing 
and pricing regulations makes it very difficult for 
pharmaceutical manufacturers to adapt, which 
sometimes results in new and innovative products not 
being given to patients. Compared with Europe, China 
strives to implement very complex reforms in a very 
short amount of time with stakeholders struggling to 
keep up. For example, case-based payments were 
implemented for at least 100 diseases in the second 
half of 2017.

Regulatory Environment
In May 2017, the former CFDA published four draft 
documents for public consultation that relate to 
innovative drugs and address issues with registration, 
clinical trials, life-cycle management and innovator 
rights. 4 The policies are intended to promote market 
access for innovative drugs, make the regulatory 

contradictory requirements for product safety and 
speedy access to innovative products and treatment 
methods. In the past 18 months, the former CFDA and 

to implement the four abovementioned documents. As 
a result, the registration time for new drugs has been 

international norm of two to three years, resulting in the 
delivery of innovative pharmaceuticals more quickly to 
Chinese patients.

4  Policies on Encouraging Innovation of  Drugs and Medical Devices and 
Accelerating Examination and Approval of New Drugs and Medical Devices (Draft 
for Public Consultation), CFDA, 11th May 2017, viewed 7th May 2018, <http://
samr.cfda.gov.cn/WS01/CL0778/172567.html> 

   Policies on Encouraging Innovation of Drugs and Medical Devices and Reforming 
Administration of Clinical Trials for Drugs and Medical Devices (Draft for Public 
Consultation) (Draft for Public Consultation), CFDA, 11th May 2017, viewed 7th May 
2018, <http://samr.cfda.gov.cn/WS01/CL0778/172568.html> 

   Policies on Encouraging Innovation of  Drugs and Medical Devices and 
Implementing Full Life-cycle Management of Drugs and Medical Devices (Draft 
for Public Consultation), CFDA, 11th May 2017, viewed 07th May 2018, <http:// 
samr.cfda.gov.cn/WS01/CL0778/172569.html>

     Policies on Encouraging Innovation of Drugs and Medical Devices and Protecting 
the Rights of Innovators (Draft for Public Consultation), CFDA, 12th May 2017, 
viewed 7th May 2018, <http:// samr.cfda.gov.cn/WS01/CL0778/172606.html>
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Orphan drugs are a class of pharmaceuticals developed 
to cure rare diseases. As the market for these drugs 
is limited, most countries offer preferential registration 
policies to encourage their research and development 

jointly published the first official list of 121 rare 
diseases in 2018.5 The working group encourages the 
establishment of a fast track process for ensuring quick 
access to these drugs for patients suffering from rare 
diseases. 

On 19th June 2017, the former CFDA officially joined 
the International Council for Harmonisation of Technical 
Requirements for Registration of Pharmaceuticals for 
Human Use (ICH) as a regulatory member, representing 
China’s commitment to keeping pace with international 
standards and innovating in the pharmaceutical industry. 
The working group expects that China’s membership 
in the ICH will help China align their existing rules and 
regulations with international best practices.

Key Recommendations 
1.  Optimise the Drug Procurement System to 

Support Market-orientated Pricing Reform 
and Improve the Commercial Distribution 
Landscape in the Pharmaceutical Industry

Concern
Some innovative drugs are in urgent demand by 
hospitals and patients but are unfortunately not 
accessible as they are hindered by administrative 
processes, such as procurement and distribution 
systems, the cap on the ratio of drug-selling profits 
in hospital revenue, mandatory price cuts, price-
cut negotiations after tendering, and administrative 
interference in the distribution network.

Assessment

the drug price reform policy, Guiding Opinions on 
Improving the Centralised Procurement of Drugs in 
Public Hospitals
7).6  This new policy made it so that the medicines 
used in public hospitals all had a unified provincial-
level bid price. With the development of new rounds 

5  th June 2018, 
viewed 26th July 2018, <http://www.nhfpc.gov.cn/yzygj/s7659/201806/393a9a37f
39c4b458d6e830f40a4bb99.shtml>  

6   Guiding Opinions on Improving the Centralised Procurement of Drugs in Public 
Hospitals, State Council, 9th February 2015, viewed 23rd July 2018, <http://www.
gov.cn/zhengce/content/2015-02/28/content_9502.htm>

of drug procurement in various regions, more than 80 
per cent of drugs on provincial platforms have been 
posted online. However, there is no uniform bid price, 
and most of the drugs used in public hospitals are 
purchased directly by both parties based on their supply 
and demand, eliminating the need for a secondary 
bargaining price. The secondary bargaining of the 

double-entry tenders was not allowed.

In January 2017, the State Council published the 
Opinions on the Further Reform and Improvement of 
Policies Regulating Drug Production, Distribution and 
Usage (Opinions),7 which was an attempt to reform 
the drug distribution system by promoting the two-
invoice system and improving the procurement process. 
The Opinions requires the adoption of a procurement 
system that distinguishes between different classes of 
drugs. According to the principles of transparency, fair 
competition and the science-based evaluation of drugs, 
as stated in the Opinions, hospitals will have greater 
involvement in the process of drug procurement. 
Inter-provincial and joint procurement by specialised 
hospitals is also encouraged. If provinces have 
published a pricing catalogue, hospitals are allowed 
to use this and bundle their purchases on provincial 
platforms to receive a lower price. However, due to the 
unclear definitions of “quantitative” and “budgetary” 
procurement found in the Opinions, some medical 
institutions and procurement consortia have understood 
this policy as the basis for ‘secondary bargaining’ and 
so forced manufacturers to cut prices. In addition, the 

the pharmaceutical field, creating barriers for patients 
looking to acquire particular medications.

Furthermore, according to the Guiding Opinions 
on Comprehensive Pilot Reform of Urban Public 
Hospitals, the ratio of profits derived from drug sales 
to hospital revenue cannot exceed 30 per cent of the 
total revenue.8 In practice, this regulation limits the 
procurement of clinically necessary drugs in medical 
institutions, and patients' access to drugs, especially 
high-value drugs, is affected.

7　Opinions on the Further Reform and Improvement of Policies Regulating 
Drug Production, Distribution and Usage, State Council, 24th January 2017, 
viewed 15th May 2018, <http://www.gov.cn/zhengce/content/2017-02/09/
content_5166743.htm>

8　Guiding Opinions on Comprehensive Pilot Reform of Urban Public Hospitals, 
State Council, 6th May 2015, viewed 25th July 2018, <http://www.gov.cn/zhengce/
content/2015-05/17/content_9776.htm>
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Additionally, due to differences in economic development, 
medical insurance payment capabilities, and provincial 
and municipal market size, local drug procurement and 
procurement departments should follow the law and 
give reasonable bidding prices to meet local demand. 
However, in practice the competent authorities generally 
use the 'lowest price wins' system during the bidding 
process. In many provinces, the local authorities have 
stipulated that production enterprises must provide the 
lowest transaction prices and compare them with other 
provinces, or the bidding price should be no higher 
than the national minimum price. Without providing 
such information, their products may not be posted on 
any provincial drug procurement and trading platforms. 
Regardless of local conditions and change of dosage 

as a point of entry into negotiations with the company, 
so such action can harm the interests of international 
pharmaceutical companies.

Recommendations
Forbid mandatory price cuts in drug tendering. 
Ease the criteria for originator drugs to be included in 
or excluded from low-price drug lists. 
Forbid a second round of price negotiations by 
hospitals or purchase groups after tendering without 
a volume commitment, with surplus derived from 
the second round of price negotiations to be handed 
over to the local Department of Finance. 

to hospital revenue, to ensure patients’ access to 
drugs, especially high-value drugs.
Improve cross-departmental coordination to ensure 
effective implementation of the ‘two-invoice system’. 
Define the exclusive distributor of pharmaceuticals 
manufactured in China or imported drugs re-packed 
in China as ‘manufacturer ’ in the ‘two-invoice 
system’. 
Keep the bidding prices in the tendering process 

the lowest nationwide price as the benchmark. 

2.  Promote the Reform of Medical Insurance 
and Update the Catalogue of Reimbursable 
Drugs

Concern
Some innovative drugs that are considered clinically 

clinical, economic and social value; however, these 
drugs have not been included in the reimbursement 
catalogue of national health insurance.

Assessment
China has updated the NRDL four times, in 2000, 
2004, 2009 and 2017, and it now includes 2,535 
different drugs.9 In 2017, the former Ministry for Human 
Resources and Social Security (MHRSS) put in place a 
system to negotiate the inclusion of high-value patented 
drugs for serious diseases in the reimbursement 
catalogue – a move that received a positive response 
from the public.  

However, since Chinese health insurance was put in 
place rather late, several shortcomings still remain. 
Some of these issues include the long updating periods 
of the NRDL, unclear criteria for drug inclusion, and a 
lack of transparency and predictability. To address this 
issue, in April 2017, the MHRSS published the Notice 
on Establishing An Improved System to Dynamically 
Update the Reimbursement Catalogues of Basic Health 
Insurance, Work Accidents Insurance and Maternity 
Insurance (Draft for Public Consultation).10 The aim 
of the document is to ensure that the reimbursement 
catalogue is updated frequently, that international best 
practices are gradually adopted and that administration 

Drug efficacy and a patient’s wellbeing are the main 
criteria for including drugs in the NRDL. Updating this 
list should rely on clinical data with a focus on two 
criteria. 

to healthcare expenses. The Health Technology 
Assessment is the ‘gold standard’ for scientifically 

experience shows a transition from qualitative to 
quantitative assessment to be the general trend in 
healthcare insurance. The combined information from 
a quantitative increase of efficacy and cost is the 
main criteria for negotiations and the final decision 

9  Notice of Publication on National Basic Health Insurance, Work Accident 
, MHRSS, 21st February 

2017, viewed 26th

shehuibaozhang/zcwj/yiliao/201702/t20170223_266775.html>
10 Notice of Establishing An Improved System to Dynamically Update the 

Reimbursement Catalogues of Basic Health Insurance, Work Accidence Insurance 
and Maternity Insurance (Draft for Public Consultation), MHRSS, 18th April 2017, 
viewed 15th

tg/201704/t20170418_269628.html>
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as to whether something will be included in the 
reimbursement scheme. 

The second set of criteria is an analysis on the inclusion 
of new drugs into the health insurance budget. ‘Big data’ 
from the epidemiology and drug market, budget impact 
analysis (BIA) and an analysis of the purchasing power 
of insurance companies are important quantitative 
criteria for what drugs should be included in the NRDL.

Recommendations 
Promote a procedure to update the NRDL dynamically.
Improve the transparency of assessment criteria for 
adding new drugs to the NRDL. 
Include more innovative drugs and originator drugs in 
the NRDL to meet the clinical need of patients in China.  
Establish a special guarantee mechanism for clinically 
urgently needed drugs, drugs that prevent and cure life-
threatening diseases and rare disease drugs.

3.  Further Improve and Streamline the Drug 
Registration and Approval Process

Concern
Despite a series of draft laws and regulations published 
in late-2017, to streamline registration and encourage 
the development of new drugs, only a small fraction 
has entered into force and the recent government 
restructuring may further delay their implementation.

Assessment
After becoming a full member of the ICH and publishing 
four strategic documents on the acceleration of drug 
registration and the development of innovative drugs, 

started a series of public consultations on specific 
regulations aimed at streamlining the regulatory 
process by expediting clinical studies, drug evaluation 
and approval. The main regulations published for public 
consultations were the following:

The Announcement of Adjusting the Evaluation, 
Examination and Approval of Pharmaceutical Clinical 
Trials (Draft for Public Consultation),11 a document 
aimed at streamlining clinical studies in China.
The Provisions on the Administration of Pharmaceutical 

11 Announcement of Adjusting the Evaluation, Examination and Approval of 
Pharmaceutical Clinical Trials (Draft for Public Consultation), CFDA, 14th 
December 2017, viewed 9th May 2018, <http://samr.cfda.gov.cn/WS01/
CL0050/219216.html>

Standards (Draft for Public Consultation),12 which 
addresses the incompatibility of Chinese drug 
standards with international standards.
The Technical Guidel ine for the Condit ional 
Approval of Urgently Needed Drugs (Draft for 
Public Consultation),13 which opened a pathway for 
accelerated drug approval. 

government restructuring.14 This drastically affected 
the ministries and departments that were responsible 
for administering the healthcare sector, including 
making the former CFDA a sub-organisation under the 
newly founded SAMR. The working group welcomes 
this restructuring and expects a more coherent 
implementation of national policies at lower levels. 

no major drug-related regulations have entered into 

operations would not be affected by the restructuring, 
there is a risk that reform may be delayed.
 
The working group appreciates the former CFDA’s 

accelerating clinical trials, drug evaluation and approval. 
The industry is looking forward to these new regulations 
coming into force in a manageable time frame.

provincial FDAs will continue to exist under this new 
regulatory framework. However, drug administration 
agencies will cease to exist at the town, district and 
county level of government. This task will be taken 
over by the local Administration of Market Regulation 
(AMR). The post-market supervision of drugs is a very 
specialised profession. Insufficient pharmacological 
qualification or having a different interpretation of 
national regulations and standards may negatively affect 
pharmaceutical manufacturers and their distributors. 
Therefore, it is necessary to ensure that the future 
local AMRs will uphold and improve the professional 
standards of former local FDAs.

12 Provisions on the Administration of Pharmaceutical Standards (Draft for Public 
Consultation), CFDA, 18th December 2017, viewed 24th July 2018, <http://zqyj.
chinalaw.gov.cn/readmore?id=2300&listType=2>

13  Technical Guideline for the Conditional Approval of Urgently Needed Drugs (Draft 
for Public Consultation), CFDA, 20th December 2017, viewed 9th May 2018, 
<http://samr.cfda.gov.cn/WS01/CL0050/219890.html>

14 Restructuring Across the Board, China Daily, 14th March 2018, viewed 9th May 2018, 
<http://www.chinadaily.com.cn/a/201803/14/WS5aa882b0a3106e7dcc1418b4.html>
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Recommendations
Further optimise the registration process for drugs 
and accelerate the time it takes for them to go to 
market.
Accelerate the completion and promulgation of the 
published draft regulations aimed at streamlining 
drug reg is t ra t ion and approval ,  tak ing in to 
consideration comments and recommendations from 
industry.
Establish a green channel for the registration of 
drugs used in treating rare diseases and improve 
post-market surveillance legislation so post-market 
information can be easily accessed for the R&D of 
medicines to treat rare diseases. 
Ensure that post-market inspection at the local 
level will be conducted by qualified personnel after 
transferring this task to the newly founded SAMR.

4.  Promulgate Implementation Rules within 
the Framework of the National Generic 
Quality Consistency Evaluation (GQCE) 
to Ease Patients' Access to Drugs 

Concern
On 3rd April 2018, the State Council published the 
Opinions on the Reform and Improvement of the 
Supply and Application of Generics (Guobanfa [2018] 

15 giving a framework for developing 
and integrating the application of generic drugs; 
however, regulations for implementing these policies at 
the national and provincial level are still missing.

Assessment
The Pharmaceutical Working Group fully supports 
China’s efforts to implement the GQCE, and it 
understands that the purpose of introducing the GQCE 
is to enhance the overall quality of drugs, secure the 
supply of high-quality drugs, increase drug accessibility, 
promote safe drug use and eventually improve the 
competitiveness of the pharmaceutical industry in 
China.

Implementation rules and measures should consider 
clinical demands from hospitals and the history 
of a drug's application. All policies should be fully 
reviewed and finalised after soliciting opinions from 
all sides, especially the pharmaceutical industry, as 

15 Opinions of the State Council on the Reform and Improvement of the Supply and 
Application of Generics, State Council, 3rd April 2018, viewed 15th May 2018, <http://
www.gov.cn/zhengce/content/2018-04/03/content_5279546.htm>

this is conducive to the formulation of scientific and 
reasonable policies and processes, and for involving 
the manufacturer in the policymaking process.

In the State Council's document, it requires that 
“the procurement departments should include drugs 
according to their generic name in the purchasing 
catalogue, promoting equal competition of generics 
and originator drugs”.16 An increasing number of 
provinces have allowed the green access pathway 
for directly purchasing generics that have passed the 
GQCE online. Drug procurement mechanisms should 
be further improved to avoid excessive administrative 
interventions, to make the process more transparent 
and to promote fair competition by giving purchasing 
power back to hospitals in order to meet multi-layered 
medical needs and ensure that patients can access 
high-quality drugs.

The working group suggests having originator drugs 
enjoy a price premium (as a reference listed drug) 
in drug procurement and reimbursement payment 
standard settings compared to generics that have 
passed the GQCE. The working group further suggests 
that patients or commercial insurance agencies should 
be allowed to pay for premiums that exceed the 
reimbursement standard in order to give patients more 
options when choosing high-quality and trustworthy 
originators. This would increase patients' access to a 
wider range of drugs and subsequently improve the 
well-being of patients.

Recommendations
Promulgate supporting rules and regulations 
prudently at the national and provincial level to 
implement the GQCE and ensure patients' access to 

Consider the requirements of different patient groups 
and different medical institutions for originator drugs 
and ease patients’ access to different types of 
pharmaceutical products.

5  Coordinate Different Measures for 
Intellectual Property (IP) Protection and 
Ensure their Adequate Implementation

Concern
Although the pharmaceutical industry is encouraged by 

16　Ibid.
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the recently proposed policies and initiatives to improve 
IP protection, the detailed rules, which are key for any 
policy’s successful implementation, have yet to be 
decided.

Assessment
Recently, China has been actively encouraging basic 
research, drug discovery and clinical development 
in life sciences. Since July 2015, the former CFDA 
has issued a series of policies and regulations that 
optimise new drug review and approval procedures. 
China is at a critical stage, as it moves towards its 
ultimate goal of transforming from a generics to an 

time in R&D, bear high economic risks, often require 
large investments and can be easily copied. Without 

will be less of a return on investment, which creates 
difficulties for decision makers and may demotivate 
pharmaceutical companies from innovating further. 
Strengthening IP protection is therefore essentially the 
only way to successfully encourage the development of 
innovative drugs. 

In 2017 and 2018, the Chinese Government published 
several pol icies to strengthen IP protect ion of 
pharmaceutical products. In May 2017, the former 
CFDA published the draft document on Encouraging 
Innovation of Drugs and Medical Devices and Protecting 
Rights of Innovators ( ).17 In October 
2017, the Central Committee of the Communist Party 
of China (CPC) and the State Council jointly published 
the document Opinions on Deepening the Reform 
of Evaluation and Approval to Encourage Innovation 
of Drugs and Medical Devices (Opinions).18 On 13th 
April 2018, the State Council called for extending 
patent protections by a maximum of five years if a 
manufacturer applies for parallel registration for its 
innovative drugs in China and abroad. On 25th April 

Implementation 
Measures of Data Protection of Drug Test (Trial) for 
public consultation.19

17 Policies on Encouraging Innovation of Drugs and Medical Devices and Protecting 
the Rights of Innovators (Draft for Public Consultation), CFDA, 12th May 2017, 
viewed 7th May 2018, <http:// samr.cfda.gov.cn/WS01/CL0778/172606.html>

18 Opinions on Deepening the Reform of Evaluation and Approval to Encourage 
Innovation of Drugs and Medical Devices, State Council, 8th October 2017, viewed 
8th May 2018, <http://www.gov.cn/xinwen/2017-10/08/content_5230105.htm>

19 Implementation Measures of Data Protection of Drug Test (Trial)
25th April 2018, viewed 27th July 2018, <http://cnda.cfda.gov.cn/WS04/
CL2051/227856.html>

The working group is encouraged by the recent CPC, 

innovation and strengthen IP protection. The working 
group believes that establishing a multi-level protection 
mechanism, which includes patents and data protection, 
would help China become a medical power and a 
major pharmaceutical innovator. In the process of 
forming a multi-level protection mechanism, the working 
group hopes to have greater opportunities for making 
suggestions and contributing to the formulation and 
successful implementation of IP protection rules and 
regulations.

Recommendation
Allow the pharmaceutical industry to have more 
opportunities to make suggestions and contribute to 
the formulation and successful implementation of IP 
protection laws and regulations. 

Abbreviations
AMR  Administration of Market Regulation
BIA   Budget Impact Analysis 
CFDA  China Food and Drug Administration 

CPC  Communist Party of China
GQCE   Generic Quality Consistency Evaluation
ICH  International Council for Harmonisation  
  of Technical Requirements for   
  Registration of Pharmaceuticals for   
  Human Use
IP  Intellectual Property
MHRSS   Ministry for Human Resources and   
  Social Security

MOST  Ministry of Science and Technology

  Commission 

PCT   Patent Cooperation Treaty
R&D  Research and Development
SAMR   State Administration for Market   
  Regulation
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Services 

The service sector plays an important role in China’s overall international trade and investment relations. 

1 In 2017, the service 
sector accounted 51.6 per cent of China’s total gross domestic product. The total value of trade of 

2  Such 
statistics underline the growing importance of China’s service industry to its national economy.

European Union (EU)-China bilateral trade in services experienced a steady increase over the past few 
years. According to European Commission statistics, the total import and export of services between the 
EU and China reached euro (EUR) 97.5 billion, with the EU running a surplus of EUR 8.8 billion.3  

1    th January 2018, viewed 22nd July 2018, http://www.stats.gov.cn/tjsj/
zxfb/201801/t20180118_1574917.html 

2     , Ministry of Commerce, 6th February 2018, viewed 22nd July 2018, http://www.gov.cn/
xinwen/2018-02/06/content_5264184.htm 

3    Countries and regions-China, Directorate-general for Trade of the European Commission (DG TRADE), 16th April 2018, viewed 22nd July 2018, <http://ec.europa.eu/trade/
policy/countries-and-regions/countries/china/> 

4    OECD Services Trade Restrictiveness Index (STRI): The People’s Republic of China, OECD, December 2017, viewed 22nd July 2018, <https://www.oecd.org/china/STRI_

EU-China: Trade in services
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According to statistics from the Organisation for Economic Co-operation and Development (OECD), 
China has ranked relatively low in the Services Trade Restrictiveness Index (STRI) for the past few years. 
According to the latest version, which was published in December 2017, in the 22 sectors that were 
considered “restricted for foreign investors”,  19 sectors in China were below average.4   

In 2017, a notable series of commitments to opening up and improving the operating environment for 
international business were made by China’s leadership. President Xi Jinping’s Davos speech in January 
2017, and the subsequent release of , followed by State Council Document 

in August, were welcomed. The foreign business community regarded the two documents in 
particular as providing a solid foundation for China’s reform and opening up. Loosening market access 
restrictions in the service sector was mentioned in both documents. 

Source: DG Trade, European Commission
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STRI by sector and policy area 
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5     Ibid. 
6     Yi Gang Announced Concrete Measures and Timeline on Further Opening Up Financial Service Sectors, PBOC, 11th April 2018, viewed 22nd July 2018, http://www.xinhuanet.com/

politics/2018-04/11/c_1122665850.htm, 
7    State Council’s Notice on Certain Measures to Utilise Foreign Capital and Promote High-Quality Economic Development, State Council, 15th June 2018, viewed 26th July 

2018, http://www.gov.cn/zhengce/content/2018-06/15/content_5298972.htm 
8    18 Months Since Davos, European Union Chamber of Commerce in China, 10th July 2018, viewed 22nd July 2018, http://www.europeanchamber.com.cn/en/publications-18-months-

since-davos 

position papers.

OECD Services Trade Restrictiveness Index by sector and policy area

Source: OECD Services Trade Restrictiveness Index (STRI): The People’s Republic of China5 

at the Bo’ao Forum, the governor of the People’s Bank of China (PBOC) mentioned that China will further 

on foreign investment in financial services industry will be lifted.6 Later, on 15th June 2018, the State 
Council released the third notice on certain measures to utilise foreign capital and promote high-quality 
economic development.7 1st July 2018 was given as the deadline to publish the negative lists for foreign 
investment in this document.

To implement many of the commitments, in 2017 and 2018, both the 
List and the Catalogue of Industries for Guiding Foreign Investment (Foreign Investment Catalogue) 

welcomed by European business, whether they will actually result in genuine business opportunities for 
8&9 

Local governments have also made efforts to improve market access for foreign investment in the service 
sector. For example, Beijing has removed the restriction on selling air tickets for foreign agencies and the 
ratio requirement for foreign experts in foreign-invested companies involved in construction, engineering 
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and design.10 However, it is also too early to say if these measures will result in a meaningful increase 
in foreign investment. At the same time, in areas such as legal services, the market remains closed to 
international investment.

It is not just market access barriers that are preventing European companies from scaling up their 
investments in China. Regulatory issues are also hugely problematic. For instance, on 1st June 2017, the 
Cybersecurity Law went into effect, which introduced many new requirements on cross-border data transfers 
and the construction of critical information infrastructure, to name a few. This complex piece of legislation 
includes vague and ambiguous definitions and lacks detailed implementation measures, which makes it 

11 

Another major challenge for European enterprises operating in China’s services industry is that reforms 
which have already taken place have taken a long time to trickle down to lower levels of government, which 
has resulted in the daily operations of the services industry not improving as quickly as hoped. In order to 

have faced trying to invest in China’s services sector and have provided constructive recommendations in 
their respective position papers in the interest of improving China’s overall operating environment, both for 
international and domestic enterprises. 

 

10  State Council Response to Beijing Pilot Work Plan on Further Opening Up Service Sector, State Council, 25th June 2017, viewed 22nd July 2018, <http://www.gov.cn/
zhengce/content/2017-07/11/content_5209573.htm>

11   For more information on the Cybersecurity Law, please refer to the Cybersecurity Sub-Working Group Position Paper.
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Aviation and Aerospace Working Group

Key Recommendations
1.  Make the Airworthiness Process more Predictable and Transparent and Ensure 

Dialogue and Collaboration on Airworthiness While the Bilateral Aviation 
Safety Agreement (BASA) Enters the Final Phase of Validation.   

 Accelerate the BASA validation process with the aim being the establishment of a predictable and 
transparent airworthiness approval process.

 Consider the need for a harmonised airworthiness certification process, ensure each party 
understands the process and any related constraints, and review the effectiveness of the BASA on 
a regular basis.
 Make full use of the European Union (EU)-China Aviation Partnership Project as a mechanism for 
improving dialogue and ensure that chosen topics cover the concerns of both EU and Chinese 
stakeholders.
 Establish a regular EU-China aviation summit/forum.

 Enhance the utilisation of new technologies in the aviation sector to ease airspace congestion and 

 Continue expanding airspace capacity for civil aviation through the flexible use of airspace and 

for China.
 Study as early as possible the integration of ATM and add unmanned aerospace surveillance (UAS) 
after traffic management to ensure fast and safe development of the UAS market in China, and 
enhance exchanges with EU authorities and industries to enable harmonisation of unmanned aerial 
vehicle (UAV) standards/regulations.

3. Enhance Cooperation and Exchanges to Carry Out the Opening of China’s 
Low-altitude Airspace

 Continue pilot programmes for opening up general aviation (GA) airspace in selected cities and 
regions and expand the programme to new areas.
 Implement policy incentives to sustain private and business aviation and tourism development.
 Expand infrastructure coverage like the automatic dependent surveillance-broadcast network, 

and aftermarket supply services to encourage GA-orientated growth.
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people and goods. Over the past few decades, air 
travel has dramatically increased, reflecting both its 
wider accessibility and its efficiency to move people 
and goods. Today, more people are flying to holiday 
destinations or to visit friends and family, and air freight 
is largely accepted as the most efficient method for 
moving cargo. Reliable air links are extremely important 
to businesses, as they provide access to new markets 
and are an integral part of our overall transportation 
network.

From an economic point of view, the aerospace and 
aviation sector is crucial for both the European Union 
(EU) and China. It drives economic growth, creates 
jobs and facilitates trade. Today the European aviation 
industry represents 26 per cent of the world’s market, 
contributing euro (EUR) 510 billion annually to Europe’s 
gross domestic product, and supporting 9.3 million jobs.1 
As for China, its aviation sector has enjoyed exponential 
growth in recent years, and it is predicted that China will 
be the world’s largest aviation market by 2025. 

Both the aviation and the aerospace working groups 
were an integral part of the European Chamber since 
their founding in 2000. Since the merger of the two 
groups in 2015, the newly established Aviation and 
Aerospace Working Group has spoken with a unified 
and inclusive voice to increase both the quantity and 
quality of political-level dialogue and industry advocacy.

The working group includes passenger and freight 
air carriers, as well as companies that manufacture 
a wide range of aerospace products, including civil 
aircraft, engines, helicopters, space systems and other 
products across the supply chain. It is also comprised 
of maintenance and service companies that carry 
out repairs, training, and other activities that support 
aviation and aerospace industries.

Recent Developments
Industry Development
Following the launch of the China Manufacturing 2025 

1　Aviation: An Open and Connected Europe for Jobs, Growth, Investment and Global 
Leadership, European Commission, 8th June 2017, viewed 11th May 2018, <http://
europa.eu/rapid/press-release_IP-17-1552_en.pdf>

initiative in 2015,2 which established benchmarks 
for China to attain a high degree of indigenous 
technological capability and to boost the international 
competitiveness of its domestic enterprises (in 10 
specific industries, including aerospace equipment), 
China accelerated its commitment to developing and 
building aeroplane engines, airborne equipment and 
airborne systems in 2017. On 5th May 2017, China’s 
new C919 160-seat, single-aisle jetliner made its 

that the jet industry has exceptionally high barriers to 
entry, and no country or new company has entered 
the market since 1969. The C919 is a medium-range, 
narrow-body, twin-engine aircraft with a standard two-
class layout of 156 seats. It is designed to compete 
in the same market segment as the B737 and A320, 
Boeing’s and Airbus’ best-selling aircraft families. From 
the industry point of view, the C919 is positioned to 

in the global arena. The European industry sees this 
programme as a potential game changer.  

From 2017–2018, with China’s attempt to promote, 
transform, upgrade and tap into consumer potential 
in the general aviation (GA) sector, the working group 
also witnessed rapid development of unmanned 
aerial vehicles (UAVs) in China. This will also likely 
be a game changer for the industry. The unmanned 
aerospace surveillance (UAS) industry is a new market, 
and it poses both risks and opportunities to traditional 
aerospace industries and the GA sector in particular, 
which Europe has historically led.

BASA and the Regulatory Environment
In 2017–2018, negotiations for the Bilateral Aviation 
Safety Agreement (BASA) between the EU and China, 

civil aeronautical products imported/exported between 
two signatory countries, made significant progress 

airworthiness is by far the most important issue for any 
national aviation authority, the potential BASA will have 
a significant impact on industry development. It will 
enable industries from both Europe and China to better 
interact through a common set of rules, which will help 
to enhance air safety in China and contribute to fair and 
transparent market conditions.

2　 , 8th May 2015, viewed 
11th May 2018, <http://www.gov.cn/zhengce/content/2015-05/19/content_9784.htm>
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On the investment side, the government released a 
series of policies to gradually open up the aviation 
and aerospace sectors to foreign investment. In June 
2017, the Catalogue for the Guidance of Foreign 
Investment ( ) was promulgated by the 
Ministry of Commerce (MOFCOM).3 Compared with 
the Catalogue for the Guidance of Foreign Investment 
Industries ( ), the 2017 catalogue, for 
the first time, included a nationwide negative list for 
foreign investment – with exceptions made to existing 
negative lists used in China’s free trade zones. 
The national negative list opens up more sectors to 
outside investment and further relaxes restrictions 
for foreign business. The negative list system is an 
important move to simplify the approval system for 
foreign investment, with pre-approvals limited to 
industries where investment is restricted, making the 
interpretation of Chinese investment policy easier. 

China will abolish limits on foreign investment in the 
manufacturing of aircraft, including planes, helicopters 
and drones.4

indication of China’s opposition to protectionism and 
support for economic globalisation. However, the real 
impact of this opening-up policy remains to be seen, 
as the Chinese majority shareholding requirement for 
aircraft maintenance and airlines is still maintained. 

In April 2018, the trade dispute between the United 
States (US) and China began to take shape. While it 
currently has no direct impact on the European aviation 
and aerospace industries in China, the working group 
believes that European industries should stay on high 
alert with respect to any potential fallout from these 
mercantilist actions. Any resulting political friction 
could hinder globalisation and increase calls for 
protectionism, which would eventually undermine the 
functioning of the global trade system and affect the 
growth of the aviation and aerospace sectors. 

S ince  i t s  es tab l i shmen t ,  t he  C iv i l  Av ia t i on 
Administration of China (CAAC) has created a 

3　Catalogue for the Guidance of Foreign Investment, MOFCOM, 28th June 2017, 
viewed 11th May 2018, <http://www.gov.cn/xinwen/2017-06/28/content_5206424.
htm>

4　Answering opening questions about formulating the new negative list of foreign 
investment and Manufacturing Opening-up, th April 2018, viewed 11th 
May 2018, <http://www.ndrc.gov.cn/xwzx/xwfb/201804/t20180417_882711.html>

systematic and well-organised regulatory environment 
for the aviation and aerospace industries, which 
helped China to achieve a world leading safety record. 
However, in recent years, operational changes have 
become more restrictive, creating an added burden to 
the aviation industry. 

Foreign airlines face impediments while operating in 
China, many of which are not in line with international 
practices and have added significant costs. To begin 
with, the event investigation procedure is extremely 
complex and time-consuming as it typically involves a 
lot of details that must go into the report. In addition, 
many operational charges in China are higher than 
those in other similar markets, and in certain cases 
some foreign carrier charges are higher than domestic 
ones. Furthermore, foreign airlines are still mandated 
to use a state-owned employment service company for 
recruiting new staff, which creates a barrier for talent 
acquisition and development. 

An Update on the EU-China Aviation Partnership 
Project (APP)
Europe is committed to developing a closer and more 
prosperous aviation partnership with China. Launched 
on 24th February 2016, the EU-China APP provides a 
platform for the EU and China’s aviation stakeholders 
to work together on several major aviation-related 

rules harmonisation, flight standards, operational 
cooperation, safety management, new technologies 
and GA. From its outset the EU-China APP has worked 
closely with European companies to bring European 
aviation expertise to China. In 2017, the APP helped 
organise more than a dozen technical exchanges and 
meetings. In 2018, this number will more than double, 
covering subjects like airworthiness, flight standards, 
ATM, the environment and economic regulations. 
With the project running until 2020, the APP is ready 
to continue supporting EU-China cooperation. A good 
opportunity for this will be the EASA-CAAC Aviation 
Safety Conference planned for the end of October 2018 
in Madrid, during which leading figures from Chinese 
and European aviation sectors will meet. 
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Key Recommendations
1.  Make the Airworthiness Process more 

Predictable and Transparent and 
Ensure Dialogue and Collaboration on 
Airworthiness While the BASA Enters the 
Final Phase of Validation  

Concern
The EU aviation industry is facing difficulties when it 
comes to introducing their products into China’s market, 
as several parts of the airworthiness validation process 
is considered unpredictable, which ultimately makes 
European aviation development in China resource-
intensive and slow.

Assessment
Europe and China both have a long-standing interest 
in the aviation industry. Policies are being continuously 
introduced by lawmakers on both sides to support 
the sustainable international development of their 
respective industries. In line with this consideration, 
airworthiness is considered far and away as the most 
important issue for national aviation authorities. The 
EU and China announced the negotiation of the BASA 
in 2015, an agreement that is part of an attempt to 

Before validating the BASA, both foreign and domestic 
operators will introduce new products and services 
in China, requiring faster approval from aviation 
authorities than current practices allow. To this end, 
the working group believes the government’s constant 
delay of administrative reviews and approvals signals 
an inability to keep pace with international standards. 
Therefore, before the BASA negotiations fully conclude, 
airworthiness cooperation should be reviewed on a 
regular basis to ensure that the BASA does not affect 
ongoing product validation. This would contribute to the 
faster introduction and integration of new products into 
each other’s market.

Additionally, the EU-China APP is also working towards 
harmonising airworthiness certification by promoting 
the creation of an EU-China aviation summit, where 
European and Chinese stakeholders—with industry 
involvement—can exchange views on the industry and 
on other relevant international issues. The ultimate goal 
of the aviation summit will be the encouragement of 

both parties towards successfully completing the BASA 
negotiations.

Recommendations
 Accelerate the BASA validation process with the 
aim being the establishment of a predictable and 
transparent airworthiness approval process.

affect ongoing product validation.
 Consider the need for a harmonised airworthiness 
certification process, ensure each party understands 
the process and any related constraints, and review 
the effectiveness of the BASA on a regular basis.
 Make full use of the EU-China APP as a mechanism 
for improving dialogue and ensure that chosen 
topics cover the concerns of both EU and Chinese 
stakeholders.
 Establish a regular EU-China aviation summit/forum.

China’s Airspace

Concern
With growth in the number of civil flights, congested 
airspace and ATM efficiency have become a major 
challenge for China’s aviation industry as it continues to 
modernise.

Assessment
China’s civil aviation authorities have been under 
immense pressure to handle the exponential growth in 
air travel. Many airports are reaching capacity, as is the 
amount of available airspace. In addition to congested 
airspace, the current inefficient slot application and 
approval process, through which civil carriers are 
not receiving priority in slot allocation, also poses 
challenges to ATM practices in China. As a result, the 

have all been affected.

From an industry point of view, slot usage could 
still potentially improve when it comes to utilising 
available capacity more effectively. In the short term, 
possible solutions to airspace congestion could come 
from the utilisation of new technologies that improve 
the efficiency of ATM operations, such as required 
navigation performance implementation in mega-
hub airports or re-categorisation implementation to 
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long run, some possible solutions include top level 
implementation of a nationwide ATM system, increased 
airspace capacity for civil aviation and maximising the 
use of available space through the use of big data and 
air traffic flow management (ATFM). Operationally, 
ATFM, which manages the balancing of tactical 
demand/capacity, could improve the operational usage 
of available slots and provide better airline predictability, 
especially when there is a drop in capacity or surge in 
demand. 

The abrupt arrival of the UAS industry in China has 
exacerbated safety and security challenges. Public 
safety incidents and airspace conflicts between UAVs 
and civil transport aircraft are starting to become 
commonplace. The working group recommends that the 
Chinese authorities improve air safety management while 
promoting UAS usage. From an industry perspective, 
UAS traffic management (UTM)5 and the insertion of 
UAS into civil airspace should be the subjects of future 

maintaining the current civil air-transport workload. 

Looking forward, the working group would like to see 
both the EU and China engage in long-term cooperation 
on airspace management modernisation plans. This 
would enhance cooperation between industries and 
encourage the adoption of common standards and the 
sharing of best practices.

Recommendations
Enhance the utilisation of new technologies in the 
aviation sector to ease airspace congestion and 

 Reform China’s airspace management to improve 

 Implement a top-level, national ATM system design.
 Continue expanding airspace capacity for civil aviation 
through the flexible use of airspace and increase 

 Leverage EU ATFM expertise to tailor-make a national 
ATFM system for China.
 Study as early as possible the integration of ATM and 
UTM to ensure fast and safe development of the UAS 
market in China and enhance exchanges with EU 
authorities and industries to enable harmonisation of 
UAV standards/regulations.

5　 
Space Administration, 6th September 2016, viewed 11th May 2018, <https://www.nasa.

3.  Enhance Cooperation and Exchanges to 
Carry Out the Opening of China’s Low-
altitude Airspace

Concern
A challenging regulatory environment, restrictive 
airspace access policies and infrastructure limitations 
have led to the slow growth of China’s GA sector, which 
in turn has resulted in a lack of aftermarket services 
and slow development of the aviation service industry in 
areas such as emergency medical services, private and 
business aviation, and tourism, among others.

Assessment
Chinese authorities have decided to gradually open 
up China’s low-altitude airspace and update the 
relevant regulations. Positive signals have come from 
international and local stakeholders whose investments 
in GA have increased, pushing authorities to relax 
airspace restrictions from the bottom up. An example of 
how low-altitude airspace restrictions have been relaxed 
in China, in recent years, are the growing number of 

as pilots for free GA flights under 3,000 feet. Another 
example is the ‘green channel’, which simplifies the 
flight plan process. It has been implemented in some 
areas for emergency medical or rescue missions, and 

process of extending these pilots to cover urban areas 
is still moving at a slow pace. 

During 2017 and early 2018, the drone market 
continued to develop quickly. The para-public service 
sector, such as helicopter emergency medical services 
(HEMS), is still in its early stages and is expected 
to play an important role in driving its development. 
To help the drone market continue to grow, ongoing 
cooperation programmes that focus on para-public 
service development between the CAAC and their 
international counterparts can help to contribute towards 
creating a more favourable regulatory framework for 
future HEMS activities. These programmes will also 
provide a solid platform for European businesses to 
transfer their experience in para-public services and 
to promote GA-orientated development, in terms of 
infrastructure, pilots, technicians and training systems, 

services.
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Recommendations
 Continue pilot programmes for opening up GA 
airspace in selected cities and regions and expand the 
programme to new areas.
 Implement policy incentives to sustain private and 
business aviation and tourism development.
 Expand infrastructure coverage like the automatic 
dependent surveillance-broadcast network, increase 
the number of pilots, technicians and training systems, 
and improve insurance, financial and aftermarket 
supply services to encourage GA-orientated growth.

Abbreviations
APP  Aviation Partnership Project

BASA   Bilateral Aviation Safety Agreement
CAAC   Civil Aviation Administration of China
EU   European Union
EUR  Euro
GA   General Aviation
HEMS   Helicopter Emergency Medical Service
MOFCOM Ministry of Commerce

  Commission
UAS  Unmanned Aerospace Surveillance
UAV   Unmanned Aerial Vehicle
US  United States
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Construction Working Group

Key Recommendations  
1. Expedite the Provision of New Opportunities for Foreign Investment 

in Different Types of Cities and Towns, While Expanding and Building 
Responsive and Safe Infrastructure in Rural and Urban Areas, in Particular 
Small and Medium-sized Cities

Allow European companies to participate more widely in the process of China's new urbanisation.

green design, and the construction of smart cities and energy-saving buildings.

and the national demonstration areas under the China Manufacturing 2025 initiative. 

improvement of urban utilities and infrastructure.

2. Remove Market Access Barriers for European Construction Service Providers 
(CSPs) to Enable Fair Competition and Facilitate Expertise Sharing  

 Allow wholly foreign-owned construction enterprises to independently carry out local investment 
construction projects in China.
 Apply further liberalisation measures beyond those implemented in the China (Shanghai) Pilot Free 
Trade Zone and Beijing, and roll them out nationwide, especially with respect to the international 

exchange of know-how across regions.
 Remove strict requirements associated with using standard contracts issued by the former Ministry 

projects.

3. Revise Building Codes, Standards and Performance Evaluations to Allow for 
Flexibility and Adaptability in the Implementation of Advanced Construction 
Materials and Technologies

to both local and foreign companies for analysis, feedback and consideration prior to their adoption.
 Establish an oversight committee, composed of the relevant authorities and industry experts, from 
both local and international businesses in China, with the role of evaluating proposed changes or 
new codes and standards in transparency. 
 Consolidate the current book of standards and codes at all levels in the construction sector.
 Allow local and international companies a longer period for consultation on proposed changes 
so that international companies can translate any documents necessary and then engage in 
meaningful dialogue with experts and the authorities.
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 Create a specialised market approval process for international companies acting as enablers to 
the Chinese market through innovation and advanced technologies, which they have developed 
and proven overseas.

4. Revise Regulations and Requirements Concerning Foreign Investment in 
the Real Estate (RE) Sector to Establish a Fair, Balanced and Open Market

 Implement a nationwide ‘pre-establishment national treatment plus negative list’ approach to 
foreign investment. 

.
 Abolish .
 Simplify application procedures, requirements and bureaucratic procedures for development 
projects.
 Allow the establishment of foreign-invested, limited-liability partnerships with a focus on RE 
investments.

Introduction to the Working Group
At the 19th Party Congress, President Xi Jinping 
declared three areas the government should focus on 
in upcoming years.1 One of the outlined areas was that 
government authorities must ensure that the financial 
sector can effectively support the real economy 
to reduce major risks, such as soaring corporate 
debt. President Xi emphasised that policies will be 
enacted to facilitate the transition of China’s economic 
development from a rapid growth to a high-quality and 
sustainable model.2 These goals are completely aligned 
with the core message of human-centred development 
specified in the 13th

aim being to provide a better natural environment and 
improve people’s living conditions. 

The construction industry, by definition, has close 
ties with these topics, and all the different entities 
that comprise the Construction Working Group can 
substantially contribute to achieving the targets set out 
by the Chinese leadership. For many years, European 
real estate investors, land developers, architects, 
engineers, project managers, main contractors, 
suppliers and other professional consultants have taken 
an integrated approach to combining their expertise 
with other stakeholders in a way that provides tangible 

construction sector. 

1　President Xi Jinping’s Report at the 19th National Congress of the Communist 
Party of China, Communist Party of China, 18th October   2017, viewed 26th May 
2018, <http://cpc.people.com.cn/n1/2017/1028/c64094-29613660.html>

2　Ibid.

Designing is the starting point of construction. From 
a micro-scale perspective, such as the design of a 
single tool, to a macro-scale perspective of designing 
homes, workspaces and eventually entire urban 
areas, designers carry a huge responsibility due to the 

entire communities. 

The quality and safety of construction lies in the 
implementation of each project. It requires diligent and 
detail-orientated work from the architects and engineers 
employed by construction enterprises. In the past two 
years, unfortunate incidents were witnessed in various 
cities due to a lack of high-quality management models 
and construction materials. European construction 
enterprises, with their decades of experience in 
implementing and managing high-quality construction 
and engineering projects, can make major contributions 
to the enhancement of China’s economy as indicated in 
the Government Work Report.3    

Other stakeholders in the construction industry make 
direct and joint contributions to the market by taking 
a holistic approach that balances humans’ well-
being while protecting the environment. European 
professional know-how, experience and state-of-
the-art technologies/products owned by European 
construction service providers (CSPs) can help to 
preserve the natural environment and improve living 

3　Government Work Report, nd March 2018, viewed 
26th May 2018, <http://www.gov.cn/premier/2018-03/22/content_5276608.htm>
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conditions by providing high-end residential compounds 
and affordable housing in both urban and rural areas. 
Meanwhile, European investors, who operate daily in 
a mature financial market, can be suitable partners 
to assist with the transformation and upgrading of the 
Chinese real estate market. 

in 2003, to represent European CSPs operating in 
China. As part of the European Chamber’s working 
group reorganisation in March 2016, the European 
Heating Industry Desk became a sub-working group of 
the Construction Working Group.

The main objective of the Construction Working 
Group is to engage in dialogue with key stakeholders, 
including the Ministry of Housing and Urban-rural 

Industry and Information Technology, the Ministry of 
Science and Technology (MOST), European Union 
(EU) institutions and construction-related organisations 
and associations. This cooperation provides feedback 
on and support for Chinese construction policies, with 
a current focus on sustainable urban development and 
the promotion of investment in high-quality, energy-

Recent Developments 
In 2017 and 2018, the Chinese Government released 
several measures related to reforming both the 
administrative system and urban-rural development 
in China. According to the Government Work Report, 

Consultative Conference (Two Sessions) in March 
2018, China will deepen reforms designed to delegate 
powers, improve regulation and provide better services 
to the public; make solid progress in coordinated 
regional development strategies; and enable investment 
to play the pivotal role in improving the supply structure. 
In 2018, it has been forecast that there will be Chinese 

and waterway projects, with the scale of investment 
in ongoing water conservancy projects projected 

4 European businesses are 
looking forward to contributing to both reforms and the 

4　Ibid.  

construction projects detailed in the report.   

China has been faced with challenges related to 
uneven regional development, particularly in the middle 
and western regions of China. In this context, the 
European Chamber has been invited by the Ministry of 
Commerce (MOFCOM) to provide recommendations 
and suggestions on industry transformation and 
upgrading, development approaches to new types of 
cities, opening-up measures for European businesses, 
as well as solutions to issues in various industry and 
development zones in Shandong Province, Shanxi 
Province and Anhui Province. The working group 
believes the following changes need to take place: 
policies and administrative procedures need to be 
transparent; regulations must be effectively and 
consistently implemented; services should be tailored 
to international enterprises, particularly small and 
medium-sized enterprises; and the features of each city 
or region should be comprehensively analysed before 
further development takes place.    

The EU-China Partnership on Urbanisation celebrated 
its sixth anniversary in 2018. Overall EU-China 
cooperation on urbanisation has entered an era of 
practical projects, which require more contributions 
and active participation from various industries and 
enterprises. Two projects have demonstrated good 
mechanisms for city-to-city, city-to-industry and industry-
to-industry cooperation – the EU-China Innovation 
Platform on Sustainable Urbanisation Project and 
the International Urban Cooperation Project.5&6 The 
European Chamber has been actively engaged in these 
projects by organising industry workshops, and by 
providing suggestions on how to innovate policy related 
to public market access and procurement, technical 
standards and regulations, and intellectual property 
rights.  

The Beijing-Tianjin-Hebei integrated development plan 
has been the focus for a new type of urbanisation, 
particularly in the realm of city agglomeration. On 20th 

April 2018, the State Council approved the Planning 
Outlines on the Xiongan New Area (Outlines). The 
Outlines 
as a coordinated development demonstration area; an 

5　EU-China Innovation Platform on Sustainable Urbanisation, EU, 2017, viewed 
28th May 2018,  <http://www.urban-eu-china.eu/en/about/>

6　International Urban Cooperation Asia, EU, 2017, viewed 28th May 2018, <https://
www.iuc-asia.eu/>
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open development priority zone; a green, ecological and 
liveable new city; an innovation-driven, development-
leading area; and an innovation and development 
demonstration area.7

is supposed to adhere to the principle of green and 
low-carbon development by promoting green design, 
construction and operation of energy-saving residential 
buildings. It is also envisaged that it will use green 
construction materials and prefabricated and recyclable 
methods, and will adopt a sponge city management 
model within the overall smart-city concept.8 The 
European Chamber has been following the development 

stakeholders, including the China Centre for Urban 

of Urban Planning and Design under the MOHURD, 
the Chinese Academy of Science and Technology for 
Development under the MOST, the Xiongan Group, 
the Xiongan Administration Committee and the 
Centre of Science and Technology Development and 
Industrialisation of the MOHURD. Along with its member 
companies, the European Chamber is actively seeking 
to cooperate with the government and would like to 
make contributions to the development of the Xiongan 

products, advanced management models and a wealth 
of experience in industrial upgrading. 

Key Recommendations
1. Expedite the Provision of New Opportunities 

for Foreign Investment in Different Types 
of Cities and Towns, While Expanding 
and Building Responsive and Safe 
Infrastructure in Rural and Urban Areas, in 
Particular Small and Medium-sized Cities  

Concern 
Existing market access barriers are preventing 
European businesses from fully partnering with local 
companies and contributing to China’s continued 
urbanisation.

Assessment
From 2017–2018, the Chinese Government continued 
to announce policies aimed at fulfilling the goals 
outlined in China’s National New-type Urbanisation 

7　Planning Outlines on Xiongan New Area, State Council, 21st April 2018, viewed 
28th May 2018, <http://www.gov.cn/xinwen/2018-04/21/content_5284800.htm>

8    Ibid.

(Urbanisation Plan).9 In 2017, the 
Construction Working Group continued to see a range 
of policies in green building initiatives and related 
measures that are aimed at supporting the transition to 
low-carbon cities and improved infrastructure in small 
and medium-sized cities. 

In early 2017, the Chinese Government announced 
the further removal of foreign investment restrictions 
in architecture and design. This was followed by the 
release of the MOHURD’s Administrative Measures 
on Tender Invitation and Submission for Construction 
Engineering Design Administrative 
Measures for Engineering Consulting Industry. The 
intent of these measures is to encourage more foreign 
investment in specific sectors like green and smart 
cities. These are positive steps in the right direction, 
especially as many European architecture firms 
have significant experience to offer their Chinese 
counterparts in these areas. If investment restrictions 
were removed completely, European firms would be 
able to contribute even more to China’s green city and 
smart manufacturing goals. 

the MOHURD continued to implement the Notice on the 
Release of the Carrying out Pilot Work on Construction 
of Climate-adaptive City (Notice),10 which includes a 
requirement for climate adaptability to be taken into 
consideration in urban planning and construction. 
China has encouraged international collaboration 
on the construction of pilot projects, particularly for 
climate-adaptive cities. The aforementioned notice also 
elaborates on how to build safer and more responsive 
infrastructure that can withstand extreme weather 
conditions such as heavy rainfall, droughts, typhoons 
and smog. The Notice makes clear that energy-
saving, green and prefabricated buildings need to be 
better promoted in future developments, that squatter 
settlements must be taken down and that China’s 
ecological system should be repaired. The working 
group welcomes this initiative as European companies 
have exper ience in construct ing wel l - rounded 
infrastructure and green architecture that is weather 
and climate adaptive. 

9　
2020, Xinhua, 16th March 2014, viewed 20th May 2018, <http://www.gov.cn/
zhengce/2014-03/16/content_2640075.htm>

10 Notice on the Release of the Carrying out Pilot Work on Construction of Climate-
adaptive City st February 2017, viewed 20th May 2018, 
<http://www.ndrc.gov.cn/zcfb/zcfbtz/201702/t20170224_839212.html>
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In April 2017, the MOHURD released the 
the Development of the Construction Industry.11 In this 
plan, the MOHURD outlined the following tasks that 

Deepening reform and modernising the construction 
industry
Developing green buildings and making them more 

Actively exploring the international market
Improving engineering quality and safety
Giving a central role to industry organisations in 
regulating themselves 

These are important goals that the construction industry 
in China should strive for, and the Construction Working 
Group encourages the MOHURD to start implementing 
policies nationwide that promote their accomplishment. 
In order for European companies to help facilitate the 
work of the MOHURD in meeting the goals laid out in 
the 
Industry, the market access barriers they currently face 
need to be removed. 

The MOHURD laid out in its 
the Department of Building Energy and Science and 
Technology,12 how prefabricated buildings should 
be constructed, along with a framework under which 
cooperation could take place in building climate-
adaptive structures in rural areas and small and 
medium-sized cities. European companies have a great 
deal of expertise employing energy-saving technologies 
in construction and can make large contributions to 
improving Chinese infrastructure in these areas. 

A similar initiative was the 
of Constructing Energy-saving and Green Buildings,13 
in which the MOHURD points out the general objectives 
for energy-saving construction and green buildings. 
This includes increasing energy savings in construction, 
promoting the use of green bui ldings in urban 
development and utilising renewable energy. This 
closely follows what was set out in the MOHURD’s 
Work Points on Energy Saving in Buildings. 

11 , MOHURD, 26th 
April 2017, viewed 20th May 2018, <http://www.mohurd.gov.cn/wjfb/201705/
t20170503_231715.html> 

12  
Technology, MOHURD, 1st March 2017, viewed 20th May 2018, <http://www.
mohurd.gov.cn/wjfb/201703/t20170323_231232.html>

13 , 
MOHURD, 1st March 2017, viewed 20th May 2018, <http://www.mohurd.gov.cn/
wjfb/201703/t20170314_230978.html>

The Chinese central and municipal governments have 
continued to strive towards constructing greener, 

Council released the Notice on Establishing National 
Demonstration Areas for the China Manufacturing 

.14 In light of the contents of this recent 
notice, European companies have much to offer, not 
only in strategic and technologically key areas outlined 
in the China Manufacturing 2025 (CM2025) initiative, 
but also in the construction of demonstration areas. 
In March 2017, Premier Li Keqiang indicated that 
foreign firms would be treated the same as domestic 

setting and government procurement, and would enjoy 
the same preferential policies under the CM2025 
initiative.15 The Construction Working Group hopes 
that European companies will be involved in projects 

The Construction Working Group urges the Chinese 
Government to match its reform-minded statements 
with on-the-ground actions regarding foreign investment 
in the construction sector.

Maintaining infrastructure has always been one of the 
major underlying challenges of urban development 
in China. In an attempt to deal with this, China has 
attempted to repair existing infrastructure. The 
Construction Working Group hopes that China will 
formulate more detailed policies on how foreign 
investment can be more involved. One example is 
the Notice on Better Executing Urban Drainage and 
Waterlogging Construction
and the MOHURD,16 which addresses the repairing 
of urban drainage systems and provides solutions to 
flooding problems that affect approximately 60 cities 
annually. 

Furthermore, in the Guiding Opinions on Strengthening 
Ecological Restoration and Urban Repair Works 
(Guiding Opinions),17 the MOHURD signalled their 
intention to initiate repairs for existing infrastructure 
in a variety of different areas, including water supply, 

14  Notice on Establishing National Demonstration Areas for the Initiative of China 
, State Council, 23rd th May 2018, 

<http://www.gov.cn/zhengce/content/2017-11/23/content_5241727.htm>
15 Government Work Report th March 2017, viewed 26th May 2018, <http://

www.npc.gov.cn/npc/zhibo/zzzb36/node_5846.htm>    
16 Notice on Better Executing Urban Drainage and Waterlogging Construction, 

th January 2017, viewed 20th May 2018, <http://
www.mohurd.gov.cn/wjfb/201702/t20170222_230681.html>

17  Guiding Opinion on Strengthening Ecological Restoration and Urban Repair 
Works, MOHURD, 6th March 2017, viewed 20th May 2018, <http://www.mohurd.
gov.cn/wjfb/201703/t20170309_230930.html>
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drainage, wastewater processing, gas supply, heating, 
telecommunications and power supply systems. 
This initiative also covers infrastructure that provides 
public services, such as medical, educational, cultural, 
technological, logistics and sports facilities. With 
infrastructure rebuilding plans detailed in the Guiding 
Opinions, Chinese architects may be able to utilise 
advanced European technologies. The working 
group has identified a number of opportunities where 
European business can assist Chinese partners.

The 
Science and Technology Infrastructure has helped 
foster international cooperation on important science 
and technology projects.18

international collaboration on the use of overseas 
resources,  inc luding the shar ing of  advanced 
technologies and management expertise on major 
national science and technology infrastructure projects 
in China. This is a good fit for European businesses, 
and the working group expects detailed procedures 
on this initiative to follow, in order to ensure its 
implementation. 

The Guiding Opinions acknowledge that China is 
facing serious problems, including the shortage of 
resources, heavy pollution and major damage to the 
ecological environment. China has called for systematic 
ecological restoration, including the repairing of 
mountains, the treatment of lakes and rivers, and the 
restoration and improved use of polluted industrial land. 
European businesses are willing to assist the Chinese 
Government and domestic companies in the treatment 
of industrial land.

Recommendations
Allow European companies to participate more 
widely in the process of China's new urbanisation.
Exped i te  re forms that  w i l l  a l low European 
architecture and design firms to contribute more 
towards green design, and the construction of smart 
cities and energy-saving buildings.
Allow European companies to bid for and participate 

the national demonstration areas under the CM2025 
initiative. 

18 
Infrastructure rd December 2016, viewed 20th May 2018,  <http://www.
ndrc.gov.cn/zcfb/zcfbghwb/201701/t20170111_834860.html>

o f  sma l l  and  med ium-s ized  c i t i es  and  the 
improvement of urban utilities and infrastructure.

2. Remove Market Access Barriers for 
European CSPs to Enable Fair Competition 
and Facilitate Expertise Sharing  

Concern 
European CSPs—including architects, quantity 
surveyors, project managers and contractors—
face legal barriers to entering the Chinese market, 
preventing them from sharing world-class expertise and 
cutting-edge technology with Chinese CSPs.

Assessment 
Construction is one of the key drivers of a country’s 
economy, especially for a large developing country 
like China in its process of rapid urbanisation. The 
healthy development of the construction industry is of 
paramount importance to ensuring the effective use 
of resources, and the optimum improvement of living 
standards and environmental protection. For instance, 
good city planning can: optimise land use and ensure 
the long-standing quality of construction; positively 
influence peoples’ moods by providing visually 
attractive architecture; ensure the overall quality of a 
city’s construction by utilising advanced construction 
technology and management skills—including the 
proper application of new materials—which reduces 
the total amount needed for investment; and lower the 
amount of labour needed, while minimising disturbance 
to the environment. 

expertise are trying to participate in China’s urbanisation 
process. At the same time, Chinese CSPs have certain 
advantages when building in China, such as having an 
abundant supply of well-educated engineers, being able 
to effectively manage the time it takes for construction, 
and being able to successfully apply digital technology. 
By working together, Chinese and European CSPs 
can leverage their strengths to work more productively. 
However, without lowering relevant market access 

Foreign construction companies have been permitted to 
establish wholly foreign-owned construction enterprises 
(WFOCEs) in China for more than 15 years. However, 
the local construction market is still not completely 
open to WFOCEs. They are only allowed to undertake 
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four types of construction projects that fall under the 

to Decree 113, the Regulations on the Administration 
of Foreign-invested Construction Enterprises. These 
include the following: 

Construction projects solely funded by foreign 
investment, foreign donations, or foreign investment 
and donations.
Construction projects financed by international 
f inanc ia l  ins t i tu t ions and awarded through 
international bid invitations based on the terms and 
conditions of the loans.
Sino-foreign, jointly-operated construction projects 
with foreign investment accounting for at least 50 
per cent of the total investment, and Sino-foreign, 
jointly-operated construction projects with foreign 
investment accounting for less than 50 per cent 
of the total investment, (that are not possible for 
Chinese construction enterprises to implement 
independently due to technological difficulties), 
that are approved by the administrative department 
in charge of construction at the provincial level, 
autonomous region, or municipality directly under the 
central government. 
Construction projects funded by Chinese investment, 
(that are not possible for Chinese construction 
enterprises to implement independently due to 
technological difficulties), which may be jointly 
undertaken by Chinese and foreign construction 
enterpr ises  sub jec t  to  the  approva l  o f  the 
administrative department in charge of construction 
at the provincial level, autonomous region or 
municipality directly under the central government.19 

Out of these four types of projects, in reality only 50 
per cent of them are funded by wholly foreign-invested 
projects or Sino-foreign joint-venture projects. This is a 
niche market and the project scales are relatively small 
compared to most local investment projects. WFOCEs 
often face intense competition with small and medium-
sized Chinese contractors. Under such circumstances, 
most WFOCEs are not successful in this market and 
some have to downsize the company or even leave the 
market. Many European contractors are demotivated 
to expand their business into China, despite the large 
construction market. The total 2016 value of output of 

19  Regulations on the Administration of Foreign-Invested Construction Enterprises, 
Ministry of Construction (Former MOHURD) and Ministry of Foreign Trade 
and Economic Cooperation (Former Department of Outward Investment and 
Economic Cooperation, MOFCOM), 2002, viewed 7th April 2018, <http://www.
mofcom.gov.cn/article/bh/200301/20030100064300.shtml>

WFOCEs account for less than 0.3 per cent of the total 
value of output of all CSPs in China.20 The Construction 
Working Group recommends lifting restrictions and 
allowing WFOCEs to undertake local investment 
construction projects without barriers.

China’s construction market is highly regulated. A local 
presence is required for European CSPs, with various 
industry qualifications as a prerequisite, if they wish 
to provide services in the fields of planning, design, 
engineering, construction, surveying and construction 
supervis ion. Statutory precondit ions for these 
qualifications include registered capital, personnel, 
place of business and track record, without considering 
the different market conditions for international and 
domestic CSPs. Even though many European CSPs 
hold top qualifications in Europe and have completed 
numerous international projects, most have to start 
with the lowest grade qualification in China. Their 

recognised in this regard. This restricts their scope of 
business and limits their chances of engaging in high-
end projects that normally require the highest-grade 

At the same time, the educational background, working 
experience and professional certificates of European 
CSPs’ foreign experts are not fully recognised by 
the MOHURD and could not be used for applying 
and maintaining a company’s qualifications in China. 
It is difficult for them to achieve local professional 

and language requirements. 

The Construction Working Group has raised its 
concerns about the above restrictions for the past 
several years, and it is pleased to see some positive 
regulatory changes over the past two years. For 
example, the approved pilot reform in Shanghai’s 
Pudong District aims to reduce corporate licensing 
burdens and optimise the related administrative 
processes. An international track record can also now 

within the China (Shanghai) Pilot Free Trade Zone 
(CSPFTZ). In addition, as per the Notice on Simplifying 
the Indicators of Qualifications and Requirements for 

20 Statistical Data for the Total Revenue in 2016 of Construction Enterprises 

2017, viewed 7th April 2018, <http://data.stats.gov.cn/easyquery.htm?cn=C01>
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Construction Enterprises,21 published by the MOHURD 
in October 2016, there is no longer a requirement for 
contractors and professional service providers—except 
for the lowest construction licence grade holders—to 
have a minimum number of employees employed to the 
positions of registered constructors, titled engineers and 
skilled workers. These new developments are welcomed 
by the working group since they will allow for more 
efficient resource management and the opportunity to 
upgrade construction licences for foreign contractors 
and professional service providers. Through an effective 
dialogue with Beijing Municipal Commission of Housing 
and Urban-rural Development in January 2018, such 
national regulations were strictly implemented in 
Beijing. The Construction Working Group kindly asks 
the MOHURD to review the possibility of further relaxing 
this policy, and to implement those changes in all cities 
and provinces throughout China.

Additionally, under existing regulations, contracts 
for design, surveying, construction and construction 
supervision are required to be filed with the relevant 
local authorities, a precondition for the issuance of 
construction permits. Dating back to 1999, the former 
Ministry of Construction (MOC) and the former State 
Administration of Industry and Commerce (SAIC) issued 
a set of standard contracts for design, construction 
and construction supervision. In China, it is not legally 
mandated for standard contract adoption, but, in reality, 
many construction authorities only accept standard 
contracts for filing. However, most foreign-invested 
project owners and CSPs tend to use other types 
of contracts, such as Fédération Internationale Des 
Ingénieurs-Conseils terms, rather than local standard 
contracts.

This results in legal and compliance issues, which are 
not desirable for ensuring the proper supervision and 
administration of China’s construction market. It should 
be sufficient for construction authorities to have basic 
information regarding construction projects inside their 
filing systems and to be able to complete such filings 
online.

It is common for the service provision to be carried 

in charge of the latest design stage, the so-called 

21  Notice on Simplifying the Indicators of Qualifications and Requirements for 
Construction Enterprises, MOHURD, 14th October 2016, viewed 26th May 2018, 
<http://www.mohurd.gov.cn/wjfb/201610/t20161019_229198.html> 

‘construction drawings’), together with a foreign design 

as the ‘concept design’). For European companies, 
although they play an important, and in some cases 
leading, role part in design development, they are still 
not recognised as a ‘party’ in the contract since they do 

only be a ‘sub-contractor’ of the local design institute 
without any recognition for services rendered. This 

control and the financial process. The Construction 
Working Group suggests that foreign-invested 

in such contracts.

Recommendations
Allow WFOCEs to independently carry out local 
investment construction projects in China independently.
Apply further liberalisation measures beyond those 
implemented in the CSPFTZ and Beijing, and roll 
them out nationwide, especially with respect to 
the international experience and qualifications of 
European CSPs being recognised for the purpose of 

Recognise international expertise and professional 
qualifications to facilitate knowledge sharing and 
exchange of know-how across regions.
Remove strict requirements associated with using 
standard contracts issued by the former MOC and 

Promote online filing for basic project and contract 
information only.

third party in the registered contract.

3. Revise Building Codes, Standards 
and Performance Evaluat ions to 
Allow for Flexibility and Adaptability 
in the Implementation of Advanced 
Construction Materials and Technologies

Concern 
Building codes and standards in China’s construction 
sector are published following a few months, or less, of 
review and without transparent industry consultation, 
which results in publ ished bui lding codes and 
performance standards that are often unreasonably 
stringent and technical.
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Assessment 
Building codes and standards exist to protect people 
from unpredictable damages, to improve their lives 
and to respect or even improve the environment. 
European businesses in the construction industry could 
facilitate the improvement of overall living conditions 
and the environment in China by being more active 
in the establishment and revision of building codes 
or standards, leading to the application of advanced 
construction materials and technologies in the 
construction industry.

Currently, the involvement of European business 
in the drafting and revision of building codes and 
standards in China is limited. Therefore, the potential 

won European experience is limited. As a result, best 
practices from Europe are not being fully analysed in 
the establishment of new codes and this represents a 
potentially missed opportunity for China. 

The current process is not standardised and creates 
obstacles for companies with relevant experience to 
comment on and propose changes or new codes. 
Changes can be discovered through unrelated 
communications with industry bodies, which means they 
are sometimes only discovered by chance if discovered 
at all. The number of existing codes and standards is 
high and sometimes various standards on the same 
subject are developed by different bodies without any 
coordination, resulting in discrepancies and confusion. 
Subsequently there can be cause for uncertainty about 
what is required by law, which results in inefficiency, 
and in turn leads to economic constraints for both 
project owners and construction enterprises alike. Given 
that the documents are understandably only issued in 
Chinese, the onus is on foreign businesses to translate 
them in a short timeframe, which leads to missed 
opportunities.

Some European CSPs have adopted technologies 

coordinated response to adopting these technologies, 
it could hold back certain industries which rely heavily 
on a real estate component, such as manufacturing. 
Automation will have a wide-reaching impact on society 
as a whole, but in some cases there are construction 
standards and codes that could effectively bar its 
adoption in China despite the benefits already having 
been proven in Europe. 

Recommendations
Set up a clear process with defined l ines of 
communication for the delivery of codes and 
standards to both local and foreign companies for 
analysis, feedback and consideration prior to their 
adoption.
Establish an oversight committee, composed of the 
relevant authorities and industry experts, from both 
local and international businesses in China, with the 
role of evaluating proposed changes or new codes 
and standards in transparency. 
Consolidate the current book of standards and codes 
at all levels in the construction sector.
Allow local and international companies a longer 
period for consultation on proposed changes so that 
international companies can translate any documents 
necessary and then engage in meaningful dialogue 
with experts and the authorities.
Create a specialised market approval process 
for foreign companies acting as enablers to the 
Chinese market through innovation and advanced 
technologies, which they have developed and proven 
overseas.

4. Revise Regulations and Requirements 
Concerning Foreign Investment in the 
Real Estate (RE) Sector to Establish a 
Fair, Balanced and Open Market

Concern
In China’s RE sector, both international and domestic 
developers face huge hurdles in the form of strict 
requirements, and European land developers are still 
locked out due to stricter regulations and supervision.

Assessment
Although the Catalogue for the Guidance of Foreign 

(Catalogue),22  
was issued on 10th March 2015 and implemented on 10th 
April 2015, indicated that certain investment restrictions 
in the construction industry had been removed, 
the revised Catalogue for the Guidance of Foreign 
Investment Industries ( ), issued in July 
2017, shows no improvement in the real estate sector 
for international investors. The liberalisation of foreign 
development restrictions for land, high-end hotels, high-

22  , 
th March 2015, viewed 10th May 2018, <http://www.

fdi.gov.cn/1800000121_39_4830_0_7.html>
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will help China continue urban development and the 
upgrading of market structures. Furthermore, the 
Amendment allows for foreign real estate companies to 
establish and operate city parking facilities. According 

the ‘pre-establishment national treatment for foreign 
investment with a negative list’ approach nationwide: 
fair national treatment will replace the Catalogue and 

development. It is logical that a healthier RE sector in 
China can encourage international development and 

One of the most stringent regulations, the Opinions for 
Regulating the Access by and Administration of Foreign 
Investment in the Real Estate Market (

),23  addresses a variety of measures for controlling 
the flow of foreign capital. Besides outlining the 50 
per cent proportion between registered capital and 
investment, it lists two more conditions that restrict FIEs 
from using foreign and domestic loans. FIEs are not 
allowed to obtain loans from China or overseas before 

of their total investment. This creates unfair competition 
between local and international companies, especially 
in relation to the different requirements for registering 
capital. On 19th August 2015, six ministries jointly issued 
a notice—the Notice to Adjust Policies regarding Market 
Access and Administration of Foreign Investment in 
China’s Real Estate Market ( )—to 
rescind ’s strict requirements relating 
to the full payment of registered capital by FIEs. It also 
removes the special requirement on the proportion 
of registered capital having to equal total investment 
up to 50 per cent. Furthermore, it simplifies the 
procedure that allows foreign-invested RE companies 
to register foreign currencies directly.24 The working 
group welcomes this improvement and recognises 
the positive steps being undertaken by the Chinese 
authorities to promote a more mature and international 
investment environment. However, it is the view of the 
working group that  will not take full 

23  Opinions Governing Market Access and the Administration of Foreign Investment 
in China’s Real Estate Market, MOHURD, 11th July 2006, viewed 26th May 2018,  
<http://www.mohurd.gov.cn/zcfg/jsbwj_0/jsbwjfdcy/200611/t20061101_157771.
html>

24  Notice to Adjust Policies regarding Market Access and Administration of Foreign 
Investment in China’s Real Estate Market, MOHURD, 19th August 2015, viewed 
26th May 2018, <http://www.mohurd.gov.cn/wjfb/201508/t20150828_224060.
html>

outlining the implementation of currently outdated terms 
found in .  

The Notice on Further Strengthening and Regulating 
the Examination, Approval and Supervision of Foreign 
Direct Investment in the Real Estate Industry (Circular 

),25 issued in 2007, introduced rigid controls on 
foreign investment in high-end RE projects, particularly 
for the acquisition of and investment in domestic 
RE enterprises. Recognising some of the inflexibility 
introduced by , the MOFCOM released 
the Decision on Revising Certain Regulations and 
Normative Documents in 2015,26 and deleted “or 
have failed to pass the joint annual inspection of 
international-invested enterprises” in Article 6; however, 
other articles stipulated in  are still 
valid. Foreign investment can only be made directly 
in the form of registered capital. As such, European 
investment in the Chinese RE market is hindered and 
international investors entering China’s RE market face 
large operational hurdles. 

However, even if investment is encouraged or permitted, 
international investors still need to be aware of the 
required approval and regulatory restrictions associated 
with their particular investment. These restrictions 
limit the injection of foreign investment and know-how 
that could help build a healthier market environment. 

 requires a filing in the MOFCOM 
system, which adds additional time and procedures. 
This runs counter to the purpose of , 
which encourages foreign companies to register foreign 
currency directly. The Construction Working Group 
therefore recommends reforming the above-mentioned 
regulations through the implementation of stricter 
standards for the RE industry.

Property funds are a commonly used corporate form of 
RE investment. There have been an increasing number 
of domestic property funds since 2011, and they form 
a healthy financing channel for China’s RE market. 
Following the issuance of foreign-invested, limited-
liability partnership rules and related foreign exchange 

25  Notice on Further Strengthening and Regulating the Examination, Approval and 
Supervision of Foreign Direct Investment in the Real Estate Industry, MOFCOM, 
23rd May 2007, viewed 26th May 2018, <http://www.mofcom.gov.cn/aarticle/b/
g/200707/20070704900232.html>

26   Decision on Revising Certain Regulations and Normative Documents, MOFCOM, 
28th October 2015, viewed 26th May 2018, <http://www.mofcom.gov.cn/article/b/
c/201511/20151101152451.shtml>
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rules, international investors should be allowed to 
set up limited-liability partnerships that focus on real 
property investment. However, whether or not such an 
application can be accepted is still largely subject to the 
discretion of local government authorities on a case-by-
case basis. 

Similar to the rules on foreign investment, limited-liability 
partnerships for venture capital and equity investment 
are essential to issuing rules for foreign-invested, 
limited-liability partnerships with an RE investment 
focus. This would support the development of smart 

companies are willing to provide the necessary know-
how and technologies to properly develop these 
projects. However, without the right to establish a legal 
entity, it is impossible for them to fully contribute to the 
development of more harmonious and liveable cities in 
China.

Recommendations
Implement a nationwide ‘pre-establishment national 
treatment plus negative list’ approach to foreign 
investment. 

122.
Abolish .
Simplify application procedures, requirements and 
bureaucratic procedures for development projects.
Allow the establishment of foreign-invested, limited-
liability partnerships with a focus on RE investments.

Abbreviations
th

CSP   Construction Service Provider 
CSPFTZ  China (Shanghai) Pilot Free Trade Zone
EU  European Union 
FIE  Foreign-Invested Enterprise
MOC  Ministry of Construction
MOFCOM Ministry of Commerce
MOHURD Ministry of Housing and Urban-Rural  
  Development
MOST      Ministry of Science and Technology

  Commission 

RE   Real Estate 
SAIC  State Administration of Industry and  
  Commerce
SME  Small and Medium-sized Enterprise
WFOCE  Wholly Foreign-Owned Construction  
  Enterprise
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Information and Communication Technology 
Working Group

Information and Communication Technology Key Recommendations
1. Develop an Information and Communication Technology (ICT) Regulatory 

and Standardisation System that Benefits both the End-user and Industry 
Transformation as a Whole in Support of a Global Market and Shared Digital 
Economy

Ensure openness and transparency in the standardisation process as well as full and equal 
membership rights for international companies in China in all ICT-related standards developing 
organisations in China, including social organisations and industrial alliances.
Encourage the creation of a healthy ICT ecosystem by giving European industries reciprocal access 
to the Chinese market.
Encourage an active spectrum policy for mobile broadband, ensuring that early and global 
harmonised spectrum allocation encourages social and economic transformation.
Ensure that local standards or other technical requirements do not unfairly mandate specific 
technologies.
Streamline the conformity assessment process in such a way that it:

-  clarifies to what extent the complex and duplicative conformity assessment process for ICT 

conformity assessment services in China.

to Trade (WTO/TBT Agreement) for any standard that is applicable to mandatory conformity 
assessment and market access.
Provide clear guidelines on the implementation of the Cybersecurity Law to create a regulatory 
environment that is conducive to digital business development.

2. Further Open up China’s Value-added Telecoms Services (VATS) Sector to 
International Investment and Ease Internet Access

Relax foreign investment restrictions pertaining to the telecoms sector, by allowing for increased 
international participation.
Continue to open up the Telecoms Catalogue and allow international companies in China to obtain 
VATS licences, particularly for internet resources collaboration / cloud computing and internet 
content provider.
Streamline the complex and duplicative VATS licence application process so it is simple, transparent 

Maintain international companies’ full access to the software as a service market, without excessive 
government intervention or unnecessary licensing requirements.
Maintain stable access to legitimate global internet resources that are critical for corporate business 
development, and ease restrictions on virtual private networks.
Ease the policy of data localisation.
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3. Release a Cryptography Law and the Revised Commercial Cryptography 
Regulations with Rules that are Clear, Fair and Stable

Engage in a timely and meaningful consultation process with all relevant stakeholders well in 
advance of the release of the Cryptography Law and the Commercial Cryptography Regulations.
Formulate the Cryptography Law and the Commercial Cryptography Regulations in such a way 
that they are non-discriminatory towards imports/exports, operations, production or market access 

TBT and the WTO Government Procurement Agreement.
Allow international companies to obtain licences for commercial cryptography products, including 
products used in critical information infrastructure.

4. Ensure Equal Opportunities for International Companies in China under 
Chinese Industrial Policies

Establish fair competition by reforming market access conditions, enhancing post-market 
supervision and strengthening intellectual property rights protection through concrete policy 
measures.
Support free trade and allow market share to be determined by competition rather than 
government-driven market share targets.
Focus on building-up indigenous innovation capabilities and enhancing technological innovation to 

Ensure China’s guiding economic policies are conducive to innovation and fair competition and are 
not used for the short-term promotion of domestic industry.
Encourage greater reciprocity in ICT innovation and engage in further collaboration between 
different European Union (EU) organisations with the goal of developing mutually beneficial 
international standards, by allowing international participation in high-level expert groups, industry 
alliances and other research initiatives.
Ensure equal access for international companies in China to state funding, research and 
development (R&D) deductions and other policy incentives in support of China’s industrial policies.
Streamline the application process for international companies applying for Chinese ICT R&D 
programmes by removing unnecessary and overly burdensome documentation requirements and 
by increasing transparency in the process.

Cybersecurity Key Recommendations
1. Ensure that Cybersecurity Schemes Do Not Create Discriminatory Market 

Access Barriers
Differentiate national security from commercial security in a clear manner, and refrain from 
broadening the scope of relevant cybersecurity schemes.

non-discriminatory cybersecurity rules and standards that are in line with global practices, instead 
of focusing on the nationality of ICT products and services.
Improve transparency in relation to the development and implementation of cybersecurity schemes 
for ICT procurement in various industries and encourage inclusive stakeholder participation.

2. Eliminate Unnecessary Operational Burdens Created by Extensive Data 

Globalised Digital Economy
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Ensure transparency and industry participation in the formulation of data localisation and cross-border 
data transfer measures.

localisation and cross-border data transfer restrictions, by ensuring the timely review and improvement 
of released rules, and encouraging international policy models that support China’s development.
Ensure consistency between higher-level legislation and relevant implementing rules and follow the 
least interference principle in the course of legitimate international business operations.

3. Ensure Transparency, Consistency, Non-discrimination and Proportionality in 
Cybersecurity Rule-making and Law Enforcement

Provide an open and transparent platform for EU industry to engage in cybersecurity rule-making.
Provide clear and consistent guidance when implementing the Cybersecurity Law and ensure an 
effective two-way exchange over potential market access barriers.
Respect the principles of technology neutrality, global harmonisation and proportionality.
Publish laws, regulatory rules and standards on the security review regime in adherence with China’s 
WTO/TBT commitments and allow relevant stakeholders from EU industry to comment in an effective 
and timely manner.

Introduction to the Working Group
The term information and communication technology 
(ICT) can be taken to mean all devices, networking 
components, applications and systems that, when 
combined, allow people and organisations to interact in 
the digital world. ICT is leveraged for economic, societal 
and interpersonal transactions and interactions, and has 
drastically changed how people work, communicate, 
learn and live. Moreover, ICT continues to revolutionise 
all parts of the human experience as computers, and 
increasingly robots, carry out many of the tasks once 
handled by humans.

The ICT industry plays a fundamental role in economic 

both Europe and China if both sides are committed to 
cooperate further. Advances in ICT enable an overall 
improved user experience, making peoples’ lives 
more convenient, and are essential for the successful 
transformation and upgrading of other industries such 
as manufacturing, mobility and financial services. 

guaranteed security. Additionally, ICT is essential for 
many new developmental areas, such as the Internet of 
things (IOT) and smart cities, to take off.

European ICT companies are among the largest investors 
in China and contribute to China’s development by 
transferring technology, creating jobs, contributing 
expertise, providing intellectual property (IP) and by 
training a new generation of Chinese engineers in 
the ICT field. A large percentage of European ICT 

(R&D) operations with well-established links to Chinese 
universities and research institutes that contribute 

As such, European ICT companies should receive equal 
treatment in the Chinese marketplace, where substantial 
improvement in key areas is needed, including, but not 
limited to, participation in standardisation, rule-making, 
government-funded national R&D projects and market 
access. 

Formed in 2001, the Information and Communication 
Technology Working Group consists of major European 
telecommunications vendors, service providers, digital 
content providers and other companies that meet on a 
regular basis to assess reforms that can affect the ICT 
industry. The working group also serves as a platform 
for information exchange on ICT industry developments, 
including but not l imited to standardisation and 
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conformity assessment, services, technical regulations, 
research and innovation, interoperability and global 
harmonisation. The working group’s activities are 
intended to contribute to consultation and dialogue 
with all government agencies that are responsible 
for overseeing the ICT sector, as increased dialogue 
between Chinese decision-makers and the European 
ICT industry would be beneficial to both parties. The 
Information and Communication Technology Working 
Group contains the Cybersecurity Sub-working Group. 

Recent Developments
5G and Government Funding Projects
Increased attention has been given to 5G research 
and standardisation activities in China, with major 
breakthroughs in 5G technological development and 
standardisation expected by 2020.1 Some developments 
that were realised recently include the Ministry of 
Industry and Information Technology (MIIT) defining 
3300—3600 megahertz (MHz) and 4800—5000 MHz 
as 5G bands,2 and the planning of the millimetre-wave 
spectrum for 5G use.3 

started in 2018, with initiatives from both the Chinese 
Government/MIIT and Chinese telecoms operators. 
European ICT companies have been closely engaged 
in, actively invested in and contributed to such activities 
in order to support China’s ambitious 5G roll-out by 
2020.

The International Mobile Technology (IMT)-2020 
Promotion Group, led by the MIIT and consisting 
of domestic ICT experts, is leading China’s 5G 

fully acknowledges the active efforts and progress 
achieved so far, it also urges the IMT-2020 Promotion 
Group to ensure full openness and allow international 
participation, in a transparent and non-discriminatory 
manner.

On the international stage, China is seeking to enhance 

1　 Strategic Outline for National Informatisation Development, State Council, 27th 
July 2016, viewed 13th April 2018, <http://www.gov.cn/xinwen/2016-07/27/
content_5095336.htm>

2　 
Bands, MIIT, 15th th April 2018, <http://xxgk.miit.gov.
cn/gdnps/wjfbContent.jsp?id=5907905>

3　 , 
MIIT, 8th June 2017, viewed 13th April 2018, <http://zmhd.miit.gov.cn:8080/
opinion/noticedetail.do?method=notice_detail_show&noticeid=1781>

bilateral cooperation, which has been illustrated, 
among other examples, by the signing of an agreement 
on 5G cooperation with the European Union (EU) 
in September 2015. With respect to to global 5G 
standardisation discussions, China is actively engaged 
in the International Telecommunication Union (ITU) 
and the Third Generation Partnership Project (3GPP). 

supported Polar Code had been accepted by the 3GPP 
as a 5G control channel coding process in the use 
of enhanced mobile broadband (eMBB), which was 
deemed by the industry to be a milestone event.4 

In addition, with China’s national key projects receiving 
extensive government funding for 5G R&D support, 5G 
is becoming one of China’s major investment areas. 
Planned 5G projects aim to put China in a global 
leadership position in terms of 5G standardisation and 
commercialisation. The working group has witnessed 
some posit ive developments with international 
participation in China’s recent national key projects, 
developments that were warmly welcomed by the 

would like to further encourage China to fully open 
national key projects on a transparent and equal-access 
basis to European ICT companies.

AI is increasingly becoming a topic of national interest 
in China. On 20th July 2017, the State Council released 
the Next Generation AI Development Plan,5 which 
calls for the creation of an open and coordinated AI 
technology innovation system, a high-end and highly 
efficient intelligent economy, a safe and convenient 
intelligent society, and intelligent infrastructure. The 
MIIT later unveiled a detailed three-year action plan,6  
underlining the importance of developing the following:

- Areas in China that have relatively solid technological 
and industrial foundations, such as intelligent 
connected vehicles, intelligent service robotics, 
intel l igent drones, medical imaging auxil iary 
diagnosis systems, video image identification 
systems, intelligent voice interactive systems, 

4　 , 20th

viewed 13th April 2018, <http://www.globaltimes.cn/content/1019126.shtml>
5　 New Generation AI Development Plan, State Council, 20th July 2017, viewed 13th 

April 2018, <http://www.gov.cn/zhengce/content/2017-07/20/content_5211996.htm>
6　 Three-Year Action Plan for New Generation AI Development, MIIT, 14th 

December 2017, viewed 13th April 2018, <http://www.miit.gov.cn/n1146295/
n1652858/n1652930/n3757016/c5960820/content.html>
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intelligent translation systems, and intelligent home 
products, to name a few.

- The weak links in the value chain that may hinder 
industry development, such as intelligent sensors, 
neural network chips and open source platforms. 

- Intelligent manufacturing.

These development goals underline China’s ambition 
to transform itself into an AI innovation centre, and a 
world leader in AI technology and applications. The 
Information and Communication Technology Working 
Group believes there is room for the European ICT 
industry to take part in China’s AI development, if 
it is done in a fair and highly competitive market 
environment. For more information, please refer to Key 
Recommendation 4 of this paper.

Standardisation
Standardisation remains a key issue for European 
players in China’s ICT industry.  Fol lowing the 
promulgation of the revised Standardisation Law,7 China 
released the Guidelines on FIEs’ Participation in China’s 
Standardisation Work 8 the aim of 
which is to ensure that international companies in China 
can participate in Chinese standardisation work on 
an equal footing, and that the standards development 
process is open and transparent.

In response to the abovementioned high-level call 
for opening-up, some progress has been made with 
international companies in China gaining access to 
certain standards developing organisations (SDOs). The 
China Communications Standardisation Association 
(CCSA) revised its articles of association, enabling 
wholly foreign-owned enterprises (WFOEs) to become 

Standardisation Technical Committee (TC260) is taking 
in international companies in China as well. Recently, 
the Cryptography Standardisation Technical Committee 
(CSTC) has started to accept online working-level 
membership applications,9 and the working group 
now urges it to provide equal access to international 

7　 Standardisation Law of the People’s Republic of China
th th April 2018, <http://www.npc.

gov.cn/npc/xinwen/2017-11/04/content_2031446.htm>
8　Guidelines on FIEs’ Participation in China’s Standardisation Work, 

th 
th April 2018, <http://www.sac.gov.cn/szhywb/

sytz/201711/t20171129_324590.htm>
9　 Becoming A Member Entity, CSTC, viewed 9th July 2018, <http://www.gmbz.org.

cn/main/jrwm.html?sub=jrwm_cs1>

companies. However, the European ICT industry 
believes there is still room for increased reciprocity. For 
more information, please refer to Key Recommendation 
1 of this paper.

(Telecoms Catalogue)
The MIIT released the long-awaited revised Telecoms 
Catalogue on 28th December 2015,10 which took effect 
on 1st March 2016. This fundamental framework served 
as the basis for a series of subsequent rules and 
enforcement activities.

Cloud services
In the value-added telecoms services (VATS) section 
under the Telecoms Catalogue, a new sub-category, 
namely Internet Resources Collaboration (IRC) 
Services (Type I, VATS), was added under Internet Data 
Centre (IDC) Services. The new sub-category refers to the 
provision of services that utilise data centre infrastructure, 
through the Internet or other networks, for the purpose 
of providing customers with a range of services including 
data storage, development environments for internet 
applications, as well as the deployment of internet 
applications and operation management to users by way 
of easily accessible, use-on-demand, easily expanded 
and/or collaborative sharing. 

on the Notice on Regulating the Operational Behaviour 
in the Cloud Service Market (Draft for Comments),11  
the aim of which is to prevent unlicensed operations, 
operations that go beyond the licensed scope and 
licence transfers. The MIIT further clarified that the 
infrastructure as a service (IAAS) and platform as a 
service (PAAS) models of cloud computing fall within 
the scope of the IRC and are subject to licensing 
requirements, while the software as a service (SAAS) 

that a SAAS service does not present a telecoms 
feature.12

services have subsequently not been restricted.

10　Telecoms Catalogue, MIIT, 28th December 2015, viewed 13th April 2018, 
<http://www.miit.gov.cn/n1146285/n1146352/n3054355/n3057709/n3057714/
c4564270/content.html>

11　Notice on Regulating the Operation Behaviour in the Cloud Service Market 
(Draft for Comments), MIIT, 24th th April 2018, 
<http://zmhd.miit.gov.cn:8080/opinion/noticedetail.do?method=notice_detail_
show&noticeid=1628>

12  Thorough Overview of Licensing Requirements for Cloud Service Providers, 
sohu, 30th July 2017, viewed 13th April 2018, <http://www.sohu.com/
a/160896643_128075>
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Internet access services
In January 2017, the MIIT published the Notice on 
Cleaning Up and Regulating the Internet Access Service 
Market, with the aim of further regulating Type I VATS 
under the Telecoms Catalogue, namely IDC services 
(i.e. cloud computing), content distribution network 

and internet service provider (ISP) services, once again 
prohibiting unlicensed operations, operations that go 
beyond the licensed scope and licence transfers.13 The 
campaign’s duration has now been prolonged until 31st 
March 2019.14 

were also issued. Multinationals have been allowed 

condition that they directly lease international dedicated 

telecoms operators, or commission from abroad an 
overseas operator to do so. It has been made clear that 
while system integration, maintenance, management 

fixed network domestic data transmission services, 
these third parties are prohibited from undertaking 

sale or other telecoms business activities.15 A China 
Cross-border Data Telecommunications Industry 
Alliance (CCDTIA) was also established in March 
2018, and has been tasked with further implementing 
the MIIT’s policies through industry self-regulation.16 

are now available carry high costs, making them less 
affordable for small and medium-sized enterprises.

Domain name rules
Administrative 

Measures on Internet Domain Names on 1st September 

13  Notice on Cleaning Up and Regulating the Internet Access Service Market, MIIT, 
22nd January 2017, viewed 13th April 2018, <http://www.miit.gov.cn/n1146290/
n4388791/c5471946/content.html>

14　Notice on Deeply Advancing the Clean Up and Regulation of the Internet 
Access Service Market, 10th May 2018, viewed 10th May 2018, <http://www.miit.
gov.cn/newweb/n1146295/n1652858/n1652930/n3757020/c6165481/content.
html>

15  Regulating Cross-border Data Communications Services, Preparing for 
Establishment of Industry Self-discipline Alliance, China Academy of Information 
and Communication Technology, 12th January 2018, viewed 13th April 2018, 
<http://www.caict.ac.cn/xwdt/ynxw/201801/t20180112_2235530.htm>

16  Regulating Cross-border Data Communications Services, Establishing the 
CCDTIA, China Academy of Information and Communication Technology, 30th 
March 2018, viewed 19th April 2018, <http://www.caict.ac.cn/xwdt/ynxw/201803/
t20180330_2243181.htm>

2017,17 following an earlier draft for public consultation.18  
Article 37 of the draft rules used to require any 
domain name whose website is hosted in China to be 
registered with and operated by a Chinese domain 
name registrar, and prohibited local service providers 
from providing connections to any website hosted in 
China that has its domain name registered abroad. This 
may have resulted in many enterprises being unable 
to use existing domain names in China. While the MIIT 
reassured the industry that the Chinese rules “are not 
in fundamental conflict with the global domain name 
management system”,19  they remained a cause for 
concern. The working group acknowledges, and greatly 
appreciates, that this restriction does not appear in the 

The subsequent Notice on Regulat ing Internet 
Information Services Using Domain Names was issued 

20 to further regulate the use of 
domain names by internet information services.

Cryptography
To date, the overarching regulatory framework for 
commercial cryptography products and technologies in 
China, the Commercial Cryptography Regulations,21 are 

developments with regard to cryptography have taken 
place.

On 13th April 2017, the State Cryptography Administration 
(SCA) issued a public consultation on the Cryptography 
Law (Draft for Comments),22 a comprehensive piece 
of legislation governing the cryptography sector. Once 
promulgated, the draft law will become the highest-

regulate areas, such as cryptography classification, 

17   Administrative Measures on Internet Domain Names, MIIT, 1st September 2017, 
viewed 16th April 2018, <http://www.miit.gov.cn/n1146295/n1146557/n1146624/
c5778555/content.html>

18   Administrative Measures on Internet Domain Names (Draft for Comments), MIIT, 
25th March 2016, viewed 16th April 2018, <http://www.miit.gov.cn/n1146285/
n1146352/n3054355/n3057254/n3057260/c4683105/content.html>

19   
Name Management System, Wall Street Journal, 30th March 2016, viewed 16th 

shtml>
20   Notice on Regulating Internet Information Services Using Domain Names, MIIT, 

27th th April 2018, <http://www.miit.gov.cn/newweb/
n1146285/n1146352/n3054355/n3057709/n3057714/c5930543/content.html>

21   Commercial Cryptography Regulations, State Cryptography Administration 
(SCA), 7th October 1999, viewed 13th April 2018, <http://www.sca.gov.cn/sca/
xxgk/1999-10/07/content_1002578.shtml>

22　Public Consultation on the Cryptography Law of the People’s Republic of China 
(Draft for Comments), SCA, 28th April 2017, viewed 13th April 2018, <http://www.
sca.gov.cn/sca/hdjl/2017-04/28/content_1011759.shtml>
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application and security, as well as development 
and promotion. However, the draft law and China’s 
cryptography regulatory framework in general, would 

of ‘core’, ‘common’ and ‘commercial’ cryptography, and 
‘commercial cryptography products’. The draft also does 
not specify how the current administrative system will 
function and what the implications will be for vendors. 
In addition to the Cryptography Law, the most recent 

for Comments) also contains a chapter dedicated to 
cryptography.23 

As part of efforts to further promote reforms to 
administrative approval systems, on 29th September 
2017, China’s State Council released the Decision on 
Removing a Batch of Administrative Approval Items,24  
slashing four cryptography-related administrative 
approval items, namely the Approval for Production 
of Commercial Cryptography Products, the Permit 
for Sales of Commercial Cryptography Products, the 
Approval for Foreign-invested Enterprises to Use 
Foreign Manufactured Cryptography Products and the 
Approval for Foreign Organisations and Individuals 
to Use Cryptography Products or Devices Containing 
Cryptography Technology in China. In response, on 
11th  Notice on 
Ensuring Policy Cohesion upon Removal of Four 
Administrative Approval Items, Including the Approval 
for Production of Commercial Cryptography Products.25  
Going forward, regulatory focus will be shifted from 
companies to products. The SCA will also adopt a 
series of measures to enhance in- and post-market 
supervision, including strengthening the development of 

system for cryptography products, intensifying market 
supervision and spot checks, and establishing credit 
and blacklist systems.

Security-related Laws and Regulations and Data 
Protection
Following the promulgation of the Cybersecurity Law in 

23   , Ministry 
of Public Security, 27th June 2018, viewed 9th July 2018, <http://www.mps.gov.cn/
n2254536/n4904355/c6159136/content.html>

24   Decision on Removing a Batch of Administrative Approval Items, State Council, 
29th September 2017, viewed 13th April 2018, <http://www.gov.cn/zhengce/
content/2017-09/29/content_5228556.htm>

25   Notice on Ensuring Policy Cohesion upon Removal of Four Administrative 
Approval Items, Including the Approval for Production of Commercial 
Cryptography Products, SCA, 11th th April 2018, 
<http://www.sca.gov.cn/sca/xwdt/2017-10/11/content_1015813.shtml>

as cybersecurity review, cross-border data transfer, 
personal information protection, critical information 
infrastructure (CII) protection, classified cybersecurity 
protection (i.e. a Multi-level Protection Scheme) as well 
as the Cybersecurity Law’s sectoral application, have 
either been released or are in the process of being 
developed. These recent developments have European 
ICT companies in China concerned about China’s 
current regulatory environment. The working group 
urges the Chinese Government to openly address these 
concerns, to actively engage in further dialogue with 
European industry and to improve EU-China bilateral 
collaboration.

One of the areas receiving particular attention recently 
is personal information protection, as, in addition to 
the security-related laws and regulations, relevant 
protection obligations also appear in a series of other 
laws, regulations and legal documents, including but 
not limited to the Judicial Interpretations on Criminal 
Cases Involving Infringement of Citizens' Personal 
Information26 and the E-commerce Law (Third Reading 
Draft).27 Campaigns on privacy clauses were also 
launched to further implement these obligations. For 
more information, please refer to the Cybersecurity 
Position Paper.

Key Recommendations
1. Deve lop  an  ICT  Regu la to ry  and 

the End-user and Industry Transformation 
as a Whole in Support of a Global Market 
and Shared Digital Economy

Concern
Improvements need to be made to China’s ICT 
regulatory and standardisation system to ensure greater 
reciprocity, fairness, openness and transparency.

Assessment
a.  Access to ICT SDOs
The Information and Communication Technology 

26   Judicial Interpretations on Criminal Cases Involving Infringement of Citizens' 
Personal Information, Supreme People’s Court (SPC) & Supreme People’s 
Procuratorate (SPP), 9th May 2017, viewed 13th April 2018, <http://www.court.
gov.cn/zixun-xiangqing-43942.html>

27　 th June 2018, viewed 9th July 
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standardisation now has its own website 
containing a specific page on “Becoming a 
Member Entity”, with specified membership 
criteria.

However, at the time of writing, a limited number 
of TC260’s working groups, including Working 
Group 3 on Cryptographic Solutions, still deviates 
from both national and international trends by 
only allowing domestic participation. Also, despite 
the conditional opening of its Technical Working 
Group, the IMT-2020 Promotion Group for 5G still 
does not allow international companies to have full 
membership in certain working groups.

To ensure equal access to ICT SDOs, the working 
group suggests the SAC considers providing further 

conducting regular reviews to ensure all companies 
legally registered in China, including FIEs and WFOEs, 
are permitted to be full members of SDOs without 
exception.

b. International harmonisation and technology neutrality
Global cooperation on standardisation is the key to 
achieving economies of scale and bringing benefits 
to the end user in the form of affordable, high-quality 
products that utilise technological breakthroughs 
made around the world. A good example has been 
the development of the 4G Long Term Evolution (LTE) 
standards, for which the working group welcomes 
China’s collaboration and valuable contribution.

As the global ICT market quickly advances towards 5G, 
IOT, big data and cloud computing, it is important for 
China to have a globally-harmonised standardisation 
system. This would benefit stakeholders that are 
involved in both traditional and new areas of ICT, by 
avoiding market fragmentation due to the existence 
of local standards. For instance, in the field of 
cryptography, China is increasingly mandating the 
implementation of indigenous national algorithms. 
Despite positive steps taken over the past few years 
towards disclosing a number of these algorithms,28 (to 
the working group’s knowledge) with the exception 
of only one European company that obtained certain 

28　So far, the following national algorithms have been publicly disclosed: SM2 and 
SM3 (2010), SM4 (2012), SM9 (2016), furthermore, the Zu Chongzhi (ZUC) 
4G time division (TD) LTE algorithm was accepted as a voluntary international 
standard in 2011.

Working Group welcomes the promulgation of the 
Notice of the State Council on Several Measures on 
Promoting Further Openness and Active Utilisation of 
Foreign Investment (State Council Document, Guofa 

Notice of the State Council on 
Several Measures for Promoting Foreign Investment 

according to which international companies in China 
are welcomed and should be treated like domestic 
companies. Concrete implementation of these guiding 
policies by competent Chinese authorities could bring 
about crucial improvements, especially when coupled 
with the open business environment envisioned by 
President Xi Jinping in his 2017 speech at Davos 
in which he advocated for a more open economy, a 
message that was reinforced by his speech at the Bo’ao 
Forum for Asia.

The working group welcomes ongoing standardisation 
reform in China and hopes that the standardisation 
system and related processes will become fairer, more 
transparent, reciprocal and open. While the working 
group has witnessed a series of positive developments, 
concerns remain regarding the lack of access to and 
equal membership of certain Chinese SDOs in the ICT 
sector, including social organisations and industrial 
alliances that are encouraged to develop their own 
social organisational standards as part of the reform 
plan.

Case Study
While cybersecurity-related standardisation work 
in China had long remained closed to any type of 
international participation, the working group is 
pleased to note that progress has recently been 
made, which includes the following: 

The CCSA, which is responsible for formulating 
telecoms standards, revised its articles of 
association in December 2016, allowing foreign-
invested enterpr ises (FIEs) and WFOEs 
to become full members, which is widely 
acknowledged as a very positive development. 
The TC260 responsible for cybersecurity 
standardisation has accepted WFOEs as 
technical committee (TC) and working group 
members, and have further opened up several of 
its existing working groups since early 2016. 
Having remained an opaque structure for 
years, the CSTC responsible for cryptography 
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licences in April 2017, no other international company 
has been certified by the SCA to implement them. 
The working group therefore advocates for greater 
alignment with international standards for the purpose 
of creating a healthy ICT ecosystem, and would like 
to note that if Chinese national algorithms are to be 
mandated international companies should be granted 
the necessary licences for freely implementing them.

In the process of developing new standards, the 

interests of certain companies should also be avoided. 
Technology neutrality is a well-tested concept that 
not only guarantees the best quality experience for 
the end user but also avoids unnecessary economic 
burdens. It is proven that the market can choose which 
technologies are competent enough to solve consumer 
issues. The working group urges China to avoid 
mandates that favour domestic companies, in order to 

users.

c. Transparency of conformity assessment requirements
China’s mandatory conformity assessment requirements 
for many types of ICT products substantially deviate 
from international norms and remain a key concern for 
the industry. Current conformity assessment procedures 
are over ly  complex wi th severa l  independent 
mandatory schemes that measure compatibility and 
compliance with selected portfolios of standards, 

Licence, the Information Security China Compulsory 
Certification and the Sales Licensing for Specialised 
Computer Information System Security Products. The 
Information and Communication Technology Working 
Group recommends that China implements a simple, 

that focuses only on testing core product features. In 
this respect, China’s new Cybersecurity Law, effective 
from 1st June 2017, established a new conformity 

coordination among several conformity assessment 
processes. The Information and Communication 
Technology Working Group welcomes this and is closely 
monitoring developments relating to this new process. 
For more information, please refer to the Cybersecurity 

In addition, the selection of standards for conformity 
assessment inclusion is often not transparent due to 
conformity assessment requirements not being provided 

the industry are the following:

 Voluntary, non-World Trade Organization Agreement 
on Technical Barriers to Trade (WTO/TBT)-notified 
standards in mandatory conformity assessment 
requirements.

in a non-transparent process.

the conformity assessment criteria.

Providing clear, written requirements well in advance 
of the implementation date and notifying the WTO/TBT 
committee of conformity assessment criteria changes 
would ensure that the industry has sufficient time to 
ensure compliance, helping to avoid unnecessary 
technical barriers. Please see Key Recommendation 1 
of the Standards and Conformity Assessment Position 
Paper for further discussion of this issue. 

Finally, the working group would also like to underline 
that additional information unrelated to testing core 
product features, such as disclosure of source code 
and additional software or hardware information, should 
not be part of conformity assessment requirements 
as these mainly relate to the exact implementation 
of standards and specific techniques. Understanding 
how each company implements standards does not 
add to test reliability and adds further complications 
for companies having to disclose sensitive commercial 
information.

and global harmonisation
The work ing  group has not iced some recent 
developments in China regarding 700 MHz, with regard 
to both mobile operators anticipating the use of 700 
MHz for IMT, and the broadcast camp that aims to better 
utilise the spectrum along the digital transformation of 
broadcast services. China has launched the nationwide 
deployment of 4G, and the working group believes that 
opening the 700 MHz band for IMT services in China 
will promote healthy and sustainable market growth in 
the IMT industry.
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From a long-term perspective, the 5G spectrum is now 
an important topic for the global preparation of 5G 
commercialisation. The ITU World Radiocommunication 
Conference 2015 initially just identified the potential 
new spectrum for 5G, including both below and above 
6 gigahertz (GHz). China is an important stakeholder 
for global discussion and harmonisation, and close 
coordination with global and regional regulators is highly 
desired. Therefore, the working group urges China to 
implement an active plan of allocating more bandwidth 
to support IMT and 5G development, including the 
opening of incumbent bands (e.g. 700 MHz band) and 
studying new areas of the spectrum (e.g. bands above 
6 GHz) to enhance China’s leadership in 4G and 5G 
ecosystem development. The working group would 
like to actively facilitate the exchange and coordination 
between China and the EU regarding spectrum 
regulation.

The working group welcomes the recent MIIT decision 

GHz, and the public consultation on millimetre-wave 
spectrum. It is believed that active spectrum policies 
can play a fundamental role in boosting China’s digital 
economy. More importantly, harmonisation with global 
trends will enable the global ecosystem to achieve 
economy of scale, thus leading to the successful 
adoption of 5G and IOT, and serving consumer needs 
around the globe.

Recommendations
 Ensure  openness and t ransparency  in  the 
standardisation process as well as full and equal 
membership rights for international companies in 
China in all ICT-related SDOs in China, including 
social organisations and industrial alliances.
 Encourage the creation of a healthy ICT ecosystem 
by giving European industries reciprocal access to 
the Chinese market.
 Encourage an active spectrum policy for mobile 
broadband,  ensur ing that  ear ly  and g loba l 
harmonised spectrum allocation encourages social 
and economic transformation.
 Ensure that local standards or other technical 
requirements do not unfairly mandate specific 
technologies.
 Streamline the conformity assessment process in 
such a way that it:

conformity assessment process for ICT products 

- allows international testing, inspection and 
certification agencies to perform desired ICT 
product conformity assessment services in China.

 Provide clarification on conformity assessment 
requirements well in advance of the implementation 
date and provide notification under the WTO/TBT 
Agreement for any standard that is applicable to 
mandatory conformity assessment and market access.
 Provide clear guidelines on the implementation 
of the Cybersecurity Law to create a regulatory 
environment that is conducive to digital business 
development.

2. Further Open up China’s Value-added 
Telecoms Services (VATS) Sector to 
International Investment and Ease Internet 
Access

Concern
China’s regulatory framework for ICT services can be 
further improved by allowing international businesses 
greater market access and easing restrictions on 
access to legitimate sources of information.

Assessment
a. VATS
As China’s market continues to develop, ICT revenues 
will increasingly be derived from the supply of services, 
applications and content. The convergence of the 
telecoms, consumer electronics and media industries 
are transforming the ICT industry and are driving a shift 
in value away from basic connectivity towards richer 
forms of services, content and entertainment. These 
offerings are areas where European companies are well 
positioned to offer value to China as it seeks, as stated 
in the 13th Five-year Plan, to further open up the market 
and encourage innovation.

The Chinese Government’s policy of informatisation 
has transformed communications in China, benefiting 
Chinese consumers and ICT suppliers alike. While 
European companies have played an important role 
in supplying ICT infrastructure, devices and services, 
creating a significant source of employment in China, 
they have, by and large, been excluded from new 
opportunities in the country’s ICT market, which is still 
not open for international companies in China to access 
telecoms business.
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In the 2015 Telecoms Catalogue, there are two 
categories, i.e. Basic Telecoms Services (BTS) and 

Telecoms Regulations promulgated by the State Council 
in 2000. Despite adjustments introduced by the 2015 
Telecoms Catalogue, which reflect the latest industry 
progress, restrictions on foreign ownership remain very 
much the same: only companies that are less than 49 
per cent foreign-owned can apply for a BTS licence, 
while only companies that are less than 50 per cent 
foreign invested (with the exception of e-commerce) 
can apply for a VATS licence.

While the Information and Communication Technology 
Working Group welcomed the MIIT’s revision of the 
Telecoms Catalogue in 2015, it is important to point 
out that most VATS are still restricted, and substantial 
changes are needed to further open up new areas 
of business in this field, instead of adding licensing 
requirements for services such as IRC. This will also 
better accommodate technological advancement, 
especially in relation to cloud computing (IAAS, PAAS 
and SAAS), and will stimulate innovation.

Among the various VATS, three types of services in 

MIIT released a draft notice to strengthen regulations on 
cloud services,29 and later followed up with the Notice 
on Cleaning Up and Regulating the Internet Access 
Service Market to crack down on illegal business 
models in the VATS market, targeting four types of 

ICT industry is concerned about this trend of tightening 
restrictions and is disappointed about not being granted 
access to larger portions of the VATS market.

information will inevitably negatively impact businesses 
and innovation in China—especially as R&D relies on 
research and information exchange—cross-border 
transactions and, in the end, investments, as they 
are all underpinned by the free access to and flow of 
information.

In addition to the abovementioned restrictions, Internet 
Content Provider (ICP) is another VATS licence which 

29    Notice on Regulating the Operation Behaviour in the Cloud Service Market (Draft 
for Comments), MIIT, 24th th April 2018, <http://www.
miit.gov.cn/n1146295/n1652858/n1653100/n3767755/c5381367/content.html>

is desired by the European ICT industry but remains 
regulated and difficult for international companies in 
China to apply for. As mobile Internet and IOT continues 
to develop, the ICP licence represents an increasingly 
burdensome obstacle to European businesses that wish 
to bring their expertise to the Chinese market.

To further the reform agenda, on 30th June 2018, China 
released the Special Administrative Measures for 

(Negative List) (2018 Version),30 with several changes 
that affected VATS. According to this new Negative List, 
the pilot VATS policy of the Shanghai Free Trade Zone 
(FTZ) original area31 will now be expanded to all FTZs. 
While the Information and Communication Working 
Group welcomes any opening, it hopes that current 
reform can be accelerated by rolling out national reform 
measures as soon as possible, issuing more actual 
licences for relevant VATS, and opening up other VATS 
that are of particular interest to international companies.

a. Internet access
Despite China’s pursuit of innovation-driven growth, 
internet speeds remain very low, and internet restrictions 
remain prevalent, hampering the development of 
China’s ICT ecosystem.

The European Chamber’s European Business in China 
Business Confidence Survey 2018 revealed that 64 
per cent of respondents believe that China’s internet 
controls and access restrictions have a negative 
economic impact on their business. Internet speeds are 
strangled due to the massive apparatus China uses 
to censor information, and the lack of interoperability 
between local internet providers. Large amounts of 
perfectly legitimate content fall by the wayside as 
collateral. Such restrictions have a deeply negative 
impact on the ability of domestic and international 
businesses to undertake research, conduct e-commerce 
transactions or even divert business from online 
vendors. 

European companies also state that  unstable 
connections, slow internet speeds and access 

30  Special Administrative Measures for Foreign Investment Access to Pilot 
th 

June 2018, viewed 9th July 2018, <http://www.mofcom.gov.cn/article/b/
f/201806/20180602760435.shtml>

31   Opinions on Further Opening-up VATS in China (Shanghai) Free Trade Pilot 
, MIIT & Shanghai Municipal Government, 6th January 2014, viewed 9th 

July 2018, <http://www.miit.gov.cn/n1146285/n1146352/n3054355/n3057674/
n3057678/c3863799/content.html>
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restrictions have severely impacted businesses in the 
following ways:

documents with their headquarters, partners and 
customers.
 23 per cent highlight their inability to search for 
information and engage in research.
 23 per cent report that it impacts their ability to attract 
and retain talent.
 5 per cent say that it has led to them deferring plans 
to establish R&D operations in China.

b. E-commerce
E-commerce is another important type of VATS. On 
29th

published the third reading draft of the E-commerce 
Law, the goal of which is to protect the rights and 
interests of parties engaged in e-commerce, regulate 
the e-commerce sector, ensure market order, facilitate 
growth, and boost the continuous and healthy 
development of e-commerce activities.

While the Information and Communication Technology 
Working Group commends the progress made in the 
direction of a healthier, more transparent and balanced 
e-commerce environment, with rules that are more in 
line with existing practices, the reference to relevant 
laws and administrative regulations on personal 
information protection leaves open questions relating 
to, among others, the notion of ‘important data’, data 
localisation and cross-border data transfer. These are 
questions that need to be clarified, in order to ensure 
e-commerce development and growth. For more 
information about China’s data restrictions, please refer 
to the Cybersecurity Position Paper.

Recommendations
 Relax foreign investment restrictions pertaining 
to the telecoms sector, by allowing for increased 
international participation.
 Continue to open up the Telecoms Catalogue and 
allow international companies in China to obtain 
VATS licences, particularly for IRC/cloud computing 
and ICP.
 Streamline the complex and duplicative VATS licence 
application process so it is simple, transparent and 

 Maintain international companies’ full access to 

the SAAS market, without excessive government 
intervention or unnecessary licensing requirements.
 Maintain stable access to legitimate global internet 
resources that are critical for corporate business 

 Ease the policy of data localisation.

3. Release a Cryptography Law and the 
Revised Commercial Cryptography 
Regulations with Rules that are Clear, 
Fair and Stable

Concern
The current cryptography regulatory framework places 
too much emphasis on administrative licensing, contains 
vague rules, and effectively excludes international 
companies from certain areas of the Chinese market.

Assessment
The Commercial Cryptography Regulations constitute 

for commercial cryptography products and technologies 
in China. Under these regulations, China has been 
implementing special control over scientific research 
into, and the production, sale and use of, commercial 
cryptography products. The Administrative Provisions 
for Production of Commercial Cryptography Products, 
the Administrative Provisions for Research and 
Development of Commercial Cryptography Products, 
the Administrative Provisions for Sale of Commercial 
Cryptography Products,  and the Administrative 
Measures for Use of Commercial Cryptography 
Products by Overseas Organisations and Individuals 
in China released from 2005 to 2007, set out licensing 
requirements for products that use cryptography 
technology.

As mentioned in the Recent Developments section, 
on 29th September 2017, the State Council announced 
the abolishment of four cryptography administrative 
approval items, simplifying, to a certain extent, the 
redundant administrative approval system and bringing 
China further in line with international practices. 
However, this change does not represent immediate 
market access improvement, as manufacturers and 
sellers of commercial cryptography products still need 
to obtain the Commercial Cryptography Product Type 

companies have been barred from obtaining.



Information and Communication Technology Working Group

Se
ct

io
n 

Fo
ur

: S
er

vi
ce

s

304

While a draft Cryptography Law was released by the 
SCA in April 2017 for public consultation, it fails to 
address European industry concerns posed by the 
current regulatory framework, as the strong emphasis 
on ex ante approval remains unchanged. Furthermore, 
this current draft creates additional complications 
due to its lack of a definition of, and the absence 
of administrative measures that are applicable to, 
‘core’, ‘common’ and ‘commercial’ cryptography, and 
its reference to a ‘classified administration system’ 
and CII protection. These issues will have significant 
ramifications on European company operations and 
thus they should be clearly defined, while ensuring 
technical neutrality and their non-discriminatory nature.

Contrary to some of China’s practices, Europe believes 
in open markets and remains open to investment. 
Chinese companies receive all necessary licensing and 
authorisation when operating in Europe for the purpose 
of manufacturing and selling commercial cryptography 
products. So far, Europe has resisted calls to close 
markets. However, there is a real risk that such calls will 
escalate, and related fears will grow if China does not 
become more open and transparent.

In turn, the multilateral rules of the WTO that have 
served to propel China’s economic growth over the 
last decade require China to act upon the revision 
and implementation of the Commercial Cryptography 
Regulations:

 In terms of the revision process, as a technical 
regulation, China should ensure that the Commercial 
Cryptography Regulations are non-discriminatory and 
“shall not be more trade-restrictive than necessary 
to fulfil a legitimate objective”.32 In addition, China 
should also notify the WTO/TBT Committee of 
any technical regulations that are not based on 
international standards and that have a significant 
impact on trade.
 In terms of regulatory implementation, the Chinese 
Government  should ensure that  conformi ty 
assessment procedures grant access for suppliers 
of like products from other WTO members no 
less favourable than those conditions accorded to 
suppliers from China, including a supplier’s right 
to a conformity assessment under this procedure’s 
rules. Furthermore, China should ensure that each 

32　WTO/TBT, WTO, 1995, Article 2.2, viewed 18th April 2018, <https://www.wto.
org/english/docs_e/legal_e/17-tbt_e.htm>

applicant is given the information necessary to 
assess conformity and that the standard processing 
period of each conformity assessment procedure be 
published; or that the anticipated processing period 
is communicated to the applicant upon request. 
However, the SCA has not released this information 
to international suppliers of commercial cryptography 
products.

Recommendations
 Engage in a timely and meaningful consultation 
process with all relevant stakeholders well in 
advance of the release of the Cryptography Law and 
the Commercial Cryptography Regulations.
 Formulate the Cryptography Law and the Commercial 
Cryptography Regulations in such a way that they 
are non-discriminatory towards imports/exports, 
operations, production or market access of international 
companies, and are in line with international best 
practices, specifically the WTO/TBT and the WTO 
Government Procurement Agreement.
 Allow international companies to obtain licences 
for commercial cryptography products, including 
products used in CII.

4. Ensure  Equa l  Oppor tun i t ies  fo r 
International Companies in China under 
Chinese Industrial Policies

Concern
China’s ambitious industrial policies could further 
benefit not only international companies in China but 
also much of China’s private sector and economy at 
large by ensuring that full play is given to market forces.

Assessment
China has drawn up a wide array of forward-looking 

including China Manufacturing 2025 (CM2025), 
the National Guidelines for the Development of 
the Integrated Circuit (IC) Industry 33 and the Next 
Generation AI Development Plan underpin ambitions 
to master high-end technologies including AI, robotics, 
semiconductor chips, IOT and big data analytics, 
among others.

33   National Guidelines for the Development of the IC Industry, MIIT, 24th June 
2014, viewed 18th April 2018, <http://www.miit.gov.cn/n1146290/n1146397/
c4218836/content.html>
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While upgrading China’s industrial base and pursuing 
the development of next-generation technologies is a 
necessary undertaking—both for the sake of China’s 
environment and long-term economic sustainability—
the working group cautions against potential trade 
disputes stemming from concerns over preferential 
industrial policies and market access restrictions for 
international companies.

a.  Market share targets
The CM2025 technology roadmap on key sectors 
released in September 2015,34 and revised in January 
2018,35 sets out ambitious goals for next generation IT 
development, including IC and specialised equipment, 
IT equipment, as well as operating systems and 
industrial software. In addition to outlining general 
objectives, the technology roadmap also outlines 
detailed market share targets for the use of domestic 
products and services, leading to the concern that 
Chinese policies may further skew the competitive 
landscape in favour of domestic companies through 
policy measures such as cybersecurity requirements, 
and that large swathes of China’s economy may be 
labelled off-limits to international participation.

The European Chamber pointed out in its report China 

of Market Forces,36 the contradiction between details 
contained in the roadmap and the State Council’s 
original CM2025 announcement, which emphasised 
the importance of the market playing a decisive role in 
allocating resources. In response to concerns regarding 
these market share targets, Miao Wei, the Minister of 
MIIT, stressed that “the strategy and its related policies 
are applicable to all businesses in China, be them 
domestic or foreign” [sic], and that the market share 
targets are, “of predictive nature, not mandatory”. The 
Information and Communication Technology Working 
Group greatly appreciates the reassurance that the 
MIIT is not deliberately seeking such targets, and 
recommends this positive commitment be reflected in 

34  China issues 1st , Xinhua, 29th 

September 2015, viewed 18th April 2018, <http://en.xinfinance.com/html/
Policy/2015/148054.shtml>

35   , Global Times, 
26th January 2018, viewed 18th April 2018, <http://www.globaltimes.cn/
content/1086758.shtml>

36  , 
European Chamber, 7th March 2017, viewed 18th April 2018, <http://www.
europeanchamber.com.cn/en/china-manufacturing-2025>

b. Restricted international participation in China’s 
technology plans
European ICT companies are well placed to play 
a strong supporting role in China’s forward-looking 
national technology plans and boost China’s overall 
innovation capacity. Over the years, they have made 
contributions to the local economy, participated in 
Chinese standardisation and R&D activities, and have 
developed many patented technologies. Through 
investment and participation in the Chinese market, 
they have contributed to China’s innovation strategies 
and goals. However, due to the emphasis on reducing 
reliance on international technology and imports, 
China’s technology plans disproportionately support 
domestic companies through state funding, R&D 
programmes and a series of other policy initiatives. 
The result is reduced international participation in 
crucial technology segments such as telecoms, cloud 
computing, IC, AI and IOT.

Emblematic of China’s domestic favouritism are the 
National Guidelines for the Development of the IC 
Industry
use of state funds to support the domestic IC industry 
risks creating overcapacity and other market distortions 
that will potentially lead to decreased profits and 
innovation capabilities across the entire industry and 
related value chains. The state-driven acquisition of 
overseas semiconductor companies and technologies is 
likewise causing international concern and engendering 
mercantilist inclinations. The working group believes 
that China’s IC industry support should follow market 
principles, rather than indigenous innovation targets. 
Allowing international companies in China to benefit 
equally from China’s IC Fund and other forms of 
support, will best ensure the sustainable and healthy 
development of China’s IC sector.

AI is another crucial sector identified by the Chinese 
Government as a new, major economic growth engine 
that can transform traditional industries while solving 
societal problems. 

The working group commends the Chinese Government’s 
Next Generation AI Development Plan’s focus on 
R&D activities for basic science, as well as driving the 
application of AI technologies across a wide range 
of industries, and hopes that China will welcome 
European ICT companies with valuable AI capabilities 
as it develops into a global AI hub. The working group 
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recommends that incentives, R&D deductions and other 
policy incentives be made available for both domestic 
and international AI companies, including start-ups, 
to fully tap the commercial value of AI and support 
innovation.

Regarding R&D participation, the working group 
welcomes China’s progress in providing R&D funding to 
international companies in China through the Chinese 

and other national level R&D projects, such as the 
863 and 973 projects. However, these companies 
are still restricted from making individual applications 
and are instead required to co-apply with a domestic 
partner. In addition, the process for applying for these 
funds is still overly burdensome and often requires 
the disclosure of private information and unnecessary 
documentation. This situation is further complicated by 
a lack of transparency in the application process and 
the opaque decision-making process of national key 
project planning. Furthermore, the policy that states IPR 
ownership is a prerequisite for applying for R&D funds 

As mentioned in Key Recommendation 1 of this 
paper, international participation in high-level expert 
groups, such as the IMT-2020 Promotion Group, has 
been limited. This is to their detriment, as restricting 
international involvement limits knowledge sharing 
that is crucial for China if they want to achieve their 
technological goals. It also runs counter to the inclusive 
practice of similar EU initiatives. The working group 
believes European companies—especially those with 
a research base in China—should be given equal 
access to Chinese research programmes and funds. 
The working group encourages China to simplify the 
procedures for participating in funded programmes by 
European ICT companies that have R&D investments 
in China. Furthermore, the working group encourages 
China to study global best practices, such as the 
EU’s 7th Framework Programme for Research and 
Technological Development, and incorporate these 
practices into its national R&D fund application 
procedures.

Despite the above-mentioned concerns, China’s 
ambitious industrial policies still represent an attractive 
opportunity for European ICT companies to play an 
important role in the short and medium-term. Many 
companies have already established partnerships with 

domestic companies, to provide critical components, 
technology and management skills. The working group 
hopes that China follows through on its high-level 
commitments and allows European ICT companies 
to participate in its technology plans and compete as 
equal partners. Ultimately, resisting calls for ‘domestic 
substitution’ and the ‘security and controllability’ of 
products and services, and instead perfecting the 
market would do far more to ensure China reaches its 
full potential in economic development and innovation. 

Recommendations
 Establish fair competition by reforming market access 
conditions, enhancing post-market supervision and 
strengthening IPR protection through concrete policy 
measures.
 Support free trade and allow market share to be 
determined by competition rather than government-
driven market share targets.
 Focus on building-up indigenous innovation capabilities 
and enhancing technological innovation to drive the 
ICT industry forward and benefit end-users in the 

for domestic enterprises.
 Ensure China’s guiding economic policies are 
conducive to innovation and fair competition and are 
not used for the short-term promotion of domestic 
industry.
 Encourage greater reciprocity in ICT innovation and 
engage in further collaboration between different EU 
organisations with the goal of developing mutually 
beneficial international standards, by allowing 
international participation in high-level expert groups, 
industry alliances and other research initiatives.
 Ensure equal access for international companies in 
China to state funding, R&D deductions and other 
policy incentives in support of China’s industrial 
policies.
 Streamline the application process for international 
compan ies  app ly ing  fo r  Ch inese  ICT R&D 
programmes by removing unnecessary and overly 
burdensome documentation requirements and by 
increasing transparency in the process.
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Abbreviations
3GPP  Third Generation Partnership Project

BTS  Basic Telecoms Services
CAICT  China Academy of Information and   
  Communication Technology

CCDTIA  China Cross-border Data    
  Telecommunications Industry Alliance
CCSA  China Communications Standardisation  
  Association

CII  Critical Information Infrastructure
CSTC  Cryptography Standardisation Technical  
  Committee
CM2025  China Manufacturing 2025
eMBB  Enhanced Mobile Broadband
EU  European Union
FIE   Foreign-Invested Enterprise
IAAS  Infrastructure as a Service
IC  Integrated Circuit
ICP  Internet Content Provider
ICT  Information and Communication   
  Technology
IDC  Internet Data Centre
IOT  Internet of Things
IMT  International Mobile Technology
IP  Intellectual Property
IRC  Internet Resources Collaboration
ISP  Internet Service Provider
ITU  International Telecommunication Union
LTE  Long Term Evolution
MIIT  Ministry of Industry and Information   
  Technology
MOFCOM Ministry of Commerce

  Commission

PAAS  Platform as a Service
R&D  Research and Development
SAAS  Software as a Service
SAC  Standardisation Administration of China
SCA  State Cryptography Administration
SDO  Standards Developing Organisation
TD  Time Division
TC  Technical Committee

  Standardisation Technical Committee
VATS  Value-Added Telecom Services

WFOE  Wholly-Foreign Owned Enterprise
WTO  World Trade Organization
TBT  Technical Barriers to Trade
ZUC  Zu Chongzhi
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Cybersecurity Sub-working Group

Introduction to the Sub-working Group
Without cybersecurity legislation that strikes a proper 
balance between security and development, information 
and communication technology (ICT) cannot play 
the increasingly pivotal role in both the economy 
and society that it needs to. This applies to both the 
procurement of network products and services, and 
the handling of data, which makes cybersecurity a top 
priority in today’s interconnected world.

China re-emphasised the importance of cybersecurity 
with its upgrade, in March 2018, of the Central Leading 
Group for Cybersecurity and Informatisation to the 
Office of the Central Cyberspace Affairs Commission, 
also known as the Cyberspace Administration of 
China (CAC).1 Under the CAC’s leadership, relevant 
government agencies are conducting regulatory work 
within their respective areas.

In view of the increasingly strengthened Chinese 
regulatory environment, in February 2016, the 
Cybersecurity Sub-working Group was established 
under the European Chamber ’s Information and 
Communication Technology Working Group. This sub-
working group is comprised of world-leading European 
companies from a wide range of industries concerned 
about China’s cybersecurity policies.

The Cybersecurity Sub-working Group focuses on 
cybersecur i ty legis lat ion,  standardisat ion and 
enforcement that will impact a series of industries. It 
hopes to engage people on these subjects by issuing 
carefully crafted position papers, holding meetings with 
government agencies, and working increasingly with 
other stakeholders including industry associations, 
chambers of commerce, think tanks and independent 
experts.

Recent Developments
Cybersecurity Law and Implementation

1   Plan on Deepening Reform of Party and State Institutions, Xinhua, 21st 

March 2018, viewed 24th April 2018, <http://www.xinhuanet.com/2018-03/21/
c_1122570517.htm>

Law on 7th 2 a comprehensive piece 
of legislation that governs network and information 
securi ty.  The high pr ior i ty given to this law is 
demonstrated by its fast-tracked legislative process, 
with three deliberations in just two years, despite this 

Having taken effect on 1st June 2017, the Cybersecurity 
Law not only outlines a series of general compliance 
requirements for network operators, but also special 
obligations regarding critical information infrastructure 
(CII) protection, data localisation and cross-border 
data transfer security assessment, the Classified 
Cybersecurity Protection Scheme,3 the promotion of 
‘secure and trustworthy’ products and services,4 and 
a comprehensive testing and certification scheme for 
critical network equipment and specialised network 
security products, among others.

While China has a legitimate right to protect its 
cybersecurity, this significant and far-reaching piece 
of legislation has generated a certain amount of 
uncertainty within the business community. As China 
is intensifying its efforts to formulate the Cybersecurity 
Law’s implementing rules, as well as its sectoral 
extensions, it is important that these new rules remain 
transparent, proportionate and non-discriminatory 
towards international companies, and are thus 
compatible with global best practices. In this regard, 
the sub-working group welcomes and appreciates 
the CAC’s, and other agencies’, wil l ingness to 
communicate with industry in the lead up to and after 
the Cybersecurity Law’s implementation on 1st June 
2017, and is willing to support and provide input on the 
formulation of subsequent implementing rules.

With many of these implementing rules pending 
release, enforcement actions that have taken place 

2　 th th April 2018, <http://
www.npc.gov.cn/npc/xinwen/2016-11/07/content_2001605.htm>

3　
Cybersecurity Multi-level Protection Scheme (MLPS).

4　 In recent years, the term ‘secure and trustworthy’ and similar ones such as 
‘secure and reliable’, ‘secure and controllable’ and ‘indigenous and controllable’ 
have appeared in a number of laws, regulations and policies. According to the 
CAC, there should be regulatory consistency. 
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within the first year of the Cybersecurity Law’s entry 
into force have largely surrounded data collection and 
privacy, illegal online content, real-name registration, 
log retention and the il legal provision of virtual 

implementing rules being rolled out, the Cybersecurity 
Sub-working Group expects enforcement efforts to 
increase.

On 27th June 2018, the Ministry of Public Security 
(MPS) issued a public consultation on the Regulation 
on Classified Cybersecurity Protection (Draft for 
Comments) (Regulation),5 which aims to implement 
Article 21 of the Cybersecurity Law requiring China to 

The draft Regulation
protection levels and specifies the corresponding 
security safeguards that should be adopted. It will 
be complemented by a series of information security 
standards that are currently being developed by the 

Committee (TC260).

Built on the Classified Cybersecurity Protection 
Scheme, the Cybersecurity Law contains a specific 
section on CII protection, underlining the importance 
of CII security to China’s overall cybersecurity agenda. 
While this is a common and justified practice in the 
face of heightened security risks worldwide, the 
Cybersecurity Sub-working Group would like to point 
out that the European Union (EU) and most European 
countries take a risk-based and technology-neutral 
approach as part of their ongoing cybersecurity efforts. 
Industry concerns surrounding China’s CII protection 
regime mainly stem from its vague and overly-broad 

operators should assume. These include but are not 
limited to strict data localisation and a non-transparent 
security review, in addition to other obligations that are 
applicable to all network operators.

While the CII Protection Regulation is under formulation,6&7 

5　 , MPS, 
27th June 2018, viewed 11th July 2018, <http://www.mps.gov.cn/n2254536/
n4904355/c6159136/content.html>

6　 CII Protection Regulation (Draft for Comments), CAC, 11th July 2017, viewed 
24th April 2018, <http://www.cac.gov.cn/2017-07/11/c_1121294220.htm>

7　 China Cybersecurity Industry Alliance (CCIA) holds seminar on CII Protection 
Regulation (Draft for Approval), CCIA, 16th March 2018, viewed 24th April 2018, 
<http://china-cia.org.cn/home/WorkDetail?id=5aaf0f99d669281d3c6dffd0>

and clarify its scope, in the ,8 
the Cybersecurity Law and the National Cyberspace 
Security Strategy.9 However, with these documents 
containing discrepancies and tending to overlap with 
one another, at the time of writing the industry has yet 

Security Review
On 4th February 2017, the CAC issued for public 
consultation the draft Measures on the Security Review 
of Network Products and Services (Security Review 
Measures),10

Security Law.11

requires China to conduct a national security review 
for “foreign commercial investment, special items and 
technology, internet information technology products 
and services, projects involving national security, as 
well as other major matters and activities that impact or 
possibly impact national security”, whereas Article 35 of 
the Cybersecurity Law requires “network products and 
services purchased by CII operators possibly affecting 
national security” to undergo a national security review. 

On 2nd Security Review 
Measures for trial implementation was released.12 

The Security Review Measures requires reviews for 
both network products and services, along with supply 
chain assessments. This assessment evaluates 
‘important’ network products and services used in 
network and information systems related to key 
sectors concerning national security. However, the 
selection process for these products and services is not 
transparent.

Critical Network Equipment and Specialised Network 

Article 23 of the Cybersecurity Law requires critical 
network equipment and specialised network security 
products to follow the mandatory requirements of 
relevant national standards and be certified by a 
qualified establishment or meet the requirements of a 

8　 The Guidelines are currently being formulated.
9　 National Cyberspace Security Strategy, CAC, 27th December 2016, viewed 24th 

April 2018, <http://www.cac.gov.cn/2016-12/27/c_1120195926.htm>
10　Measures on the Security Review of Network Products and Services (Draft for 

Comments), CAC, 4th February 2017, viewed 24th April 2018, <http://www.cac.
gov.cn/2017-02/04/c_1120407082.htm>

11　 st July 2015, viewed 24th April 2018, <http://www.
npc.gov.cn/npc/xinwen/2015-07/07/content_1941161.htm>

12　Measures on the Security Review of Network Products and Services (For Trial 
Implementation), CAC, 2nd May 2017, viewed 24th April 2018, <http://www.cac.
gov.cn/2017-05/02/c_1120904567.htm>
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security test, before being sold or provided. According 
to the CAC, the new scheme will not add an additional 
market entry requirement, and instead has been 
designed to improve coordination among the existing 
cybersecurity conformity assessment schemes, namely 

Sales Licensing for Specialised Computer Information 

Ministry of Industry and Information Technology (MIIT) 
and the MPS respectively.

A series of rules have been released to implement 
this new scheme, including the Catalogue on Critical 
Network Equipment and Specialised Network Security 
Products (First Batch),13 the List of Entities Undertaking 
Security Certification and Testing of Critical Network 
Equipment and Specialised Network Security Products 
(First Batch),14 the Requirements for the Implementation 

and Specialised Network Security Products15 and the 
Rules for the Implementation of Security Certification 
of Critical Network Equipment and Specialised Network 
Security Products.16 

Under the new scheme, manufacturers of critical 
network equipment and specialised network security 
products may, in theory, be able to choose between 
security certification and testing. Going through the 

on industries, with the process being divided into stages 
including application, documentation verification, type 
approval, factory inspection, appraisal and approval of 

Personal Information Protection and Cross-border 
Data Transfer
Personal information protection occupies a prominent 

13　Catalogue on Critical Network Equipment and Specialised Network Security 
Products (First Batch) th June 2017, viewed 24th 
April 2018, <http://www.cac.gov.cn/2017-06/09/c_1121113591.htm>

14   
Equipment and Specialised Network Security Products (First Batch)
MIIT, MPS and the CAC, 19th June 2018, viewed 11th July 2018, <http://www.
cnca.gov.cn/xxgk/ggxx/2018/201806/t20180619_56714.shtml>

15   Requirements for the Implementation of Security Certification of Critical Network 
Equipment and Specialised Network Security Products
CAC, 19th June 2018, viewed 11th July 2018, <http://www.cnca.gov.cn/xxgk/
ggxx/2018/201806/t20180619_56715.shtml>

16  Rules for the Implementation of Security Certification of Critical Network 
Equipment and Specialised Network Security Products th July 2018, 
viewed 11th July 2018, <http://www.cnca.gov.cn/xxgk/ggxx/2018/201807/
t20180702_56737.shtml>

place in China’s Cybersecurity Scheme. While the 

to this subject, a series of subsequent rules have 
also been released or are being formulated, to further 
increase domestic protection efforts. They include the 
Judicial Interpretations on Criminal Cases Involving 
Infringement of Citizens' Personal Information,17 the 

,18 the draft 
Guidelines for Personal Information Security Impact 
Assessment,19 and the draft Guidelines for Personal 

.20 

In the field of cross-border data transfers, the CAC 
issued the draft Measures on the Security Assessment 
of Cross-border Transfer of Personal Information and 
Important Data (Data Transfer Measures) on 11th April 
2017,21

Law and the Cybersecurity Law. The scope of the 
draft version of the Data Transfer Measures goes far 
beyond CII protection as mandated by Article 37 of the 
Cybersecurity Law, and in reality covers all personal 
information and important data collected and generated 
by network operators while operating in China. ‘Cross-
border data transfer ’ is defined broadly, i.e. the 
provision of relevant data to institutions, organisations 
and individuals located overseas, which may also 
include access by overseas institutions, organisations 
and individuals to data located within China.

The draft Data Transfer Measures allows for self-
assessment and regulatory assessment for the cross-
border transfer of data, depending on the importance 
of the data being assessed, but it fails to justify how 
the extensive scheme will be implemented while 
guaranteeing a consistent set of criteria, or how it 
will avoid jeopardising normal business activities. To 
support its implementation, TC260 has been tasked 

17   Judicial Interpretations on Criminal Cases Involving Infringement of Citizens' 
Personal Information, Supreme People’s Court and Supreme People’s 
Procuratorate, 9th May 2017, viewed 24th April 2018, <http://www.court.gov.cn/
fabu-xiangqing-43942.html>

18  Personal Information Security Specification, TC260, 24th January 2018, 
viewed 24th Apri l  2018, <https://www.tc260.org.cn/front/postDetai l .
html?id=20180124211617>

19　Guidelines for Personal Information Security Impact Assessment (Draft for 
Comments), TC260, 13th June 2018, viewed 11th July 2018, <https://www.
tc260.org.cn/front/bzzqyjDetail.html?id=20180613180739930746&norm_
id=20180523160439&recode_id=29212>

20  Guidelines for Personal Information De-identification (Draft for Comments), 
TC260, 25th August 2017, viewed 24th April 2018, <https://www.tc260.org.cn/front/
bzzqyjDetail.html?id=20170825205029&norm_id=20170219222912&recode_
id=23831>

21  Measures on the Security Assessment of Cross-border Transfer of Personal 
Information and Important Data (Draft for Comments), CAC, 11th April 2017, viewed 
24th April 2018, <http://www.cac.gov.cn/2017-04/11/c_1120785691.htm>
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with formulating the Guidelines for Data Cross-
border Transfer Security Assessment,22 to which will 
be appended the Guidelines on the Identification of 
Important Data. While these two draft guidelines may 

information’ and ‘important data’, along with specifying 
security assessment procedures and key items, due to 
the issue’s extreme complexity there are still areas that 

For more details, please refer to Key Recommendation 
2 of this paper.

Sectoral Rules
Since 2014, China has issued a number of sectoral 
rules designed to enhance cybersecurity. These 
include the Guiding Opinions on Strengthening the 
Banking Network Security and Information Technology 
Construction through the Application of Secure and 
Controllable Information Technology,23 the subsequent 
Guidelines on Banks Using Secure and Controllable 

24 currently under 
revision, the draft Supervision Rules for Insurance 
Institutions Adopting Digitalised Operations,25 the 
draft Administrative Provisions on the Network and 
Information Security of Civil Aviation,26 the Guidelines for 
Registration of Networked Medical Devices,27  the draft 
Administrative Measures on Information Technology 
Used by Securities and Funds Operating Agencies,28 
the Internet of Vehicles Cybersecurity Protection 

22  Guidelines for Data Cross-border Transfer Security Assessment (Draft for 
Comments), TC260, 30th August 2017, viewed 24th April 2018, <https://
www.tc260.org.cn/front/bzzqyjDetail.html?id=20170830211755&norm_
id=20170221113131&recode_id=23883>

23  Guiding Opinions on Strengthening the Banking Network Security and 
Information Technology through the Application of Secure and Controllable 
Information Technology, China Banking Regulatory Commission, 3rd September 
2014, viewed 24th April 2018, <http://www.cbrc.gov.cn/govView_115696B86210
49099A0B880DAB133A33.html>

24   Guidelines on Banks Using Secure and Controllable Information Technology 
, China Banking Regulatory Commission, 26th December 2014, 

viewed 24th April 2018, <http://www.pkulaw.cn/fulltext_form.aspx?Gid=245438&
paycode=F137E8886A0205318B4F7240C746A456B8C37A4A8D27F0AF8C49
028031EBC92B>

25  Supervision Rules for Insurance Institutions Adopting Digitalised Operations 
(Draft for Comments), China Insurance Regulatory Commission, 19th April 
2016, viewed 24th April 2018, <http://www.gdtbt.gov.cn/tbdatabase/tbt_show.
jsp?id=15434>

26   Administrative Provisions on the Network and Information Security of Civil 
Aviation (For Trial Implementation) (Draft for Comments), Civil Aviation 
Administration of China, 20th February 2017, viewed 24th April 2018, <http://
www.chinalaw.gov.cn/article/cazjgg/201702/20170200482722.shtml>

27   Guidelines for Registration of Networked Medical Devices, China Food and 
Drug Administration, 24th January 2017, viewed 24th April 2018, <http://www.
sda.gov.cn/WS01/CL0087/169202.html>

28   Administrative Measures on Information Technology Used by Securities and 
Funds Operating Agencies (Draft for Comments), China Securities Regulatory 
Commission, 5th May 2017, viewed 24th April 2018, <http://www.csrc.gov.cn/pub/
zjhpublic/zjh/201705/t20170505_316216.htm>

Guidelines,29 and the Guidelines on the Administration 
of Data in Banking Financial Institutions.30 The sub-
working group is aware that a number of similar rules 
are still in the making. Their common elements include 
the procurement of ‘secure and trustworthy’ ICT 
solutions, data localisation and the implementation of 

others. In line with concerns about the Cybersecurity 
Law and other security-related pieces of legislation, 
these rules make European companies in China 
concerned about the current regulatory environment. 

Key Recommendations
1. Ensure that Cybersecurity Schemes 

Do Not Create Discriminatory Market 
Access Barriers

Concern
Certain cybersecurity schemes may lead to the creation 
of a discriminatory environment for international 
businesses, where they are restricted or even prohibited 
from providing products and services to segments of the 

as well as detailed procedures for these schemes, 
brings about uncertainty and unfairly puts international 
businesses at a disadvantage.

Assessment
Existing and new cybersecurity schemes are now being 
centralised under the CAC and have emerged as key 
implementing mechanisms for the Cybersecurity Law, 
and China’s cybersecurity initiatives more broadly. 
Certain provisions in these rules may serve as de facto 
market access barriers for international businesses.

a) Security review
In 2014, the CAC announced that a security review 
regime covering the ICT procurement of companies 
would be establ ished nat ionwide. This regime 
emphasises the ‘security and controllability’ (which 
focuses on supply chain risks among other things) 
of products and services used for government 
procurement and critical industries related to national 
securi ty. The review is also referenced by the 

29  IoV Cybersecurity Protection Guidelines, Telematics Industry Application 
Alliance, 22nd February 2017, viewed 24th April 2018, <http://www.tiaa.org.cn/
xq.aspx?newsid=536&typeid=1>

30   Guidelines on the Administration of Data in Banking Financial Institutions, China 
Banking and Insurance Regulatory Commission, 21st May 2018, viewed 21st 
May 2018, <http://www.cbrc.gov.cn/chinese/newShouDoc/977A0F4DF8A445C
096F5EEC7BD454982.html>
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In May 2017, the CAC finally released the Security 
Review Measures , outlining the security review 
framework. A series of positive revisions have been 
included compared to a previous draft, including 
limiting the scope of review when national security is 
considered to be at stake, removing the requirement 
for prioritising the procurement of products and 
services that have passed the review, the clarification 
of triggering mechanisms and the introduction of an 
appeal mechanism. However, the sub-working group 
remains concerned about the security review’s vague 
scope. This concern has been further exacerbated 
by a lack of transparency and clarity regarding the 
review procedures and criteria, as well as uncertainty 
about who comprises the relevant review and expert 
committees. In practice, the scheme could serve to 
favour products and services provided by domestic 
companies over those provided by international 
companies. However, it should be pointed out that the 
procurement of a product or service should be allowed 
as long as national security—which should be narrowly 
defined in line with international practices—is not at 
stake, and irrespective of other factors.

The Classified Cybersecurity Protection Scheme is 
based on the existing Administrative Measures for 
the Classified Protection of Information Systems 
jointly issued by the MPS, the State Cryptography 
Administration (SCA), the Ministry of State Security 

(SCIO) in July 2007,31 which has been central to China’s 
cybersecurity regime and predates the most recent 
cybersecurity initiatives. It requires information systems 

scheme, which assigns a ‘level’ to the system based on 
the perceived level of threat posed in the event of the 
system being compromised. A series of conditions are 
to be met in order for a product to be sold for systems 
level three and above, among which product research 
and development (R&D) and manufacturing must be 
carried out by Chinese-controlled enterprises, and the 
core technology and key components of the product 
should possess indigenous intellectual property (IP).

The re lease o f  the  Regu la t ion  on  C lass i f ied 
Cybersecurity Protection (Draft for Comments) on 

31   , 
MPS, SCA, MSS and the SCIO, 24th July 2007, viewed 24th April 2018, <http://
www.gov.cn/gzdt/2007-07/24/content_694380.htm>

27th June 2018,32 constitutes a long-awaited and much 
welcomed development, as it proposes to remove the 
aforementioned restrictions that favour domestic 

Regulation also 
requires networks above level three to use cryptography 
technology, products and services accredited by the 
SCA. As far as the sub-working group is concerned, 
obtaining such accreditation has long remained an 
obstacle for many international companies in China, 

from the removal of restrictions on equity and IP. 
Another notable provision of the draft Regulation is that 
the products and services purchased by the operators of 
networks that are above level three are required to pass 
a security review (the procedures and requirements of 
which remain unclear) when such purchases have the 
potential to impact national security. 

These concerns have been exacerbated by  the 
broadened scope of the Classified Cybersecurity 
Protection Scheme, which has been expanded from 
the protection of traditional information systems to new 
areas. These areas include cloud computing, mobile 
internet, Internet of things (IOT), industrial control and 
big data. It also includes level-three networks, as the 

damage of which will result in extremely serious harm to 
the lawful rights and interests of citizens, legal persons 
and other organisations", a criterion that is at risk of 
being interpreted in a liberal manner. 

The CII Protect ion Scheme, introduced by the 
Cybersecurity Law on the basis of the Classified 
Cybersecurity Protection Scheme, poses similar 
concerns. CII should have a classified protection 
level no lower than level three, and a security review 
is mandated when national security may be at stake. 

sectors, many of which will not significantly impact 
national security, the national economy, people’s 

business continuity. This will divert attention from 
the focus on protection and will not be conducive to 
safeguarding national security.

32   , MPS, 
27th June 2018, viewed 11th July 2018, <http://www.mps.gov.cn/n2254536/
n4904355/c6159136/content.html>
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CII protection schemes is to safeguard security, a shift 
away from regulating supply-chains to the product itself, 
by removing the restrictions placed on international 
companies, would constitute a more desired approach. 
An ICT product should be permissible for inclusion 

protection schemes as long as it can improve security, 
irrespective of the IP’s origin and the nationality of the 
company that carried out the R&D and manufacturing of 
the product.

c) Conformity assessment schemes
Related to  the abovement ioned schemes are 
accompanying mandatory conformity assessment 

Specialised Computer Information System Security 
Products and the ISCCC. Regarding the ISCCC,  
in 2008, China announced that 13 categories of 
information security products must receive the China 
Compulsory Certification (CCC) mark to qualify for 
government procurement.33 Going through CCC 
testing carries the risk of disclosing source code and 
other trade secrets to designated Chinese conformity 
assessment bodies. 

In addition, according to Article 23 of the Cybersecurity 
Law, critical network equipment and specialised 
network security products must follow the mandatory 
requirements of relevant national standards and pass 
relevant conformity assessments. As mentioned in the 
Recent Developments section, the newly-established 
critical network equipment and specialised network 
security product testing and certification process is 
supposed to enhance coordination among existing 
cybersecurity conformity assessments led by various 
government agencies. The Cybersecurity Sub-working 
Group greatly welcomes such harmonisation, as 
repetitive conformity assessment constitutes a waste 
of both administrative and corporate resources. It is 
therefore essential for this positive direction to be 

Taken together, certain elements of the abovementioned 

33   
Information Security Products, former General Administration of Quality Supervision, 

th January 2008, viewed 24th April 
2018, <http://www.isccc.gov.cn/zxyw/cprz/gjxxaqcprz/zyxcprztzgg/09/314483.
shtml>. Following the State Council institutional reform in 2018, the former General 
Administration of Quality Supervision, Inspection and Quarantine has been transformed 
into the State Administration for Market Regulation.

cybersecuri ty schemes may pose obstacles to 
international companies. If the nationality of a product 

taken as the foundation for cybersecurity, international 
companies will face unsurmountable barriers across 
the entire market. China will incur problems if the 
most technologically-advanced and cyber-secure 
products and services are banned. Furthermore, 
conformity assessment requirements in China often 
differ from international standards, creating extra 
costs for international companies to either re-certify 
or tailor products and services. Uncertainties linked 
to cybersecurity schemes constitute a competitive 
disadvantage for international businesses as they plan 
their China market strategies. Such schemes have 
led to concerns among companies that this will put 
their trade secrets in jeopardy and harm the market’s 
perception of them, while also negatively impacting their 
credit rating.

Recommendations 
Differentiate national security from commercial 
securi ty in a clear manner, and refrain from 
broadening the scope of relevant cybersecurity 
schemes.
Ensure a level playing field for all suppliers of ICT 
products and services, by developing clear and non-
discriminatory cybersecurity rules and standards that 
are in line with global practices, instead of focusing 
on the nationality of ICT products and services.
Improve transparency in relation to the development 
and implementation of cybersecurity schemes for 
ICT procurement in various industries and encourage 
inclusive stakeholder participation.

2. Eliminate Unnecessary Operational 
Burdens Created by Extensive Data 
Localisation and Cross-border Data 

Globalised Digital Economy

Concern
China’s extensive data local isat ion and cross-
border data transfer requirements create significant 
administrative and operational costs, while over-
regulation impedes the development of China’s digital 
economy, adversely affects companies whose business 
depends on global operations, and may potentially 
compromise network security incident remedial efforts.
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Assessment
A series of released and planned laws, regulations and 

localisation and cross-border data transfer restrictions, 
including, for example, areas such as cloud computing, 

online publishing and credit investigation. Among these, 
two examples that are cause for industry concern are 
the draft Data Transfer Measures, released by the CAC 
in April 2017,34 and the draft Notice on Regulating the 
Operational Behaviour in the Cloud Service Market 
(Cloud Service Notice), released by the MIIT in 

35 

a) Regulatory Burdens Regarding Personal Information 
and Important Data
The draft Data Transfer Measures was formulated in 

25) and the Cybersecurity Law (Article 37). Besides 
elaborating on the implementing measures of Article 
37 of the Cybersecurity Law, regarding the governance 
of personal information and important data collected 
and generated by CII operators when operating in 
China, the draft Data Transfer Measures further 
expand the scope of cross-border data transfer security 
assessment obligations to network operators that are 
not CII operators.

The sub-working group noted and appreciates the 
changes made by the CAC in subsequent drafts of the 
Data Transfer Measures in order to alleviate industry 

Data Transfer 
Measures may still impose relatively broad restrictions 
on the ability to transfer data from China to other 
countries, which will overburden network operators. For 
instance, even if companies believe they are unlikely 
to be considered CII operators, they are unsure if they 
have to locate their data within mainland China because 
the draft Data Transfer Measures broadly describe other 
circumstances in which data shall not be transferred 
across borders, or where it can only be transferred 
across borders upon regulatory approval, in particular 
when it comes to the potentially all-encompassing term 
of ‘important data’. Setting up duplicate information 

34　Measures on the Security Assessment of the Overseas Transfer of Personal 
Information and Important Data (Draft for Comments), CAC, 11th April 2017, 
viewed 24th April 2018, <http://www.cac.gov.cn/2017-04/11/c_1120785691.
htm>. Subsequent revisions have been made to this draft by the CAC.

35    Notice on Regulating the Operation Behaviour in the Cloud Service Market (Draft 
for Comments), MIIT, 24th th April 2018, <http://www.
miit.gov.cn/n1278117/n1648113/c5381374/content.html>

technology (IT) infrastructure within China just to 
meet the localisation requirements and service local 
employees, customers and business partners, is not 
only a waste of resources, it can also be problematic 
for the following reasons: businesses will need to 
custom build and maintain interfaces to synchronise 
data for reporting, analysis and other normal business 
operations purposes and they will need to hire staff with 
expertise to support the infrastructure (since the cross-
border data transfer out of China may be restricted). 
This is not a scalable approach for running a global 
business.

Moreover, the draft Data Transfer Measures may 
unintentionally hamper efforts to ensure that IT 
infrastructure is secure. For multinational companies 

usually deployed group-wide from the headquarters. 
Restricting dataflow (particularly network security 
information) between China and other countries would 
hamper the ‘follow the sun’ strategy of monitoring and 
supporting mission critical systems, security audits 
and remedial actions for security incidents. Expert 
resources outside China may have to travel to China 
before appropriate actions can be taken. Eventually, 

in the event of global security incidents, such as the 
Heartbleed bug, the WannaCry ransomware or the 
Petya virus.

Finally, separating China’s domestic Internet from the 
rest of the world may prohibit the adoption of certain 
new technologies in China. For instance, global trading 
platforms or global electronic marketplaces need to 
bring buyers and sellers across the globe together in 
one place for transactions. Chinese buyers and sellers 
may not be able to participate in global trading platforms 
or e-marketplaces if data localisation is required or 
cross-border data flows are restricted. Big data, IOT 
and other innovative technologies (such as anti-money 
laundering monitoring systems) that have usage across 
jurisdictions may be severely impacted.

While the draft Data Transfer Measures envisages a 
balance between assuring security and promoting the 

prescribe security obligations and leave unconsidered 
the equally important purpose of facilitating the orderly 
and free flow of data across borders. By analogy, an 
effective border control system should not only prevent 
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illegal entry or exit but also should not deny entry or exit 
to legitimate travellers, i.e. it should not create a ‘false 
positive’ problem. The sub-working group therefore 
urges relevant authorities to consider the impact of the 
draft Data Transfer Measures on legitimate business 
operations, and prevent ‘false positive’ scenarios.

b) Regulatory burdens regarding the cloud service 
market
The MIIT released the draft Cloud Service Notice and 
the subsequent Notice on Cleaning Up and Regulating 
the Internet Access Service Market 36 in 2016 and 
2017 respectively. They reiterate the restrictions on 
international companies participating in the cloud 
market, underline server and data localisation, network 
security, personal information protection and restrictions 
on data flows, and clearly define the ‘not-to-do list’ 
for cloud service operators. For services provided 
to domestic users, it is required that cloud service 
operators localise their service facilities and network 
data within Chinese territory and ensure that cross-

national regulations.

These abovementioned measures, together with existing 
licensing and foreign direct investment restrictions on 
international cloud service operators in China under 
the Classification Catalogue of Telecommunications 

,37 would require international cloud 
service operators to essentially turn over ownership and 
operations to a domestic partner, effectively impeding 
the normal operations of international cloud companies 
in China.

The Cybersecurity Sub-working Group understands 
that cloud computing is the core infrastructure of the 
digital economy. However, besides areas listed in 
the draft Cloud Service Notice that require further 
clarification, the sub-working group believes that the 
abovementioned restrictions, if left unchanged, will 
unnecessarily burden both domestic and international 
companies operating in China, greatly hindering 
innovation, and contradicting China’s objectives as 
stated in strategic plans such as Internet Plus and 
China Manufacturing 2025. As such, the sub-working 

36   Notice on Cleaning Up and Regulating the Internet Access Service Market, MIIT, 
22nd January 2017, viewed 24th April 2018, <http://www.miit.gov.cn/n1146295/
n1652858/n1652930/n3757020/c5471946/content.html>

37　 , MIIT, 28th 

th April 2018, <http://www.miit.gov.cn/n1146285/
n1146352/n3054355/n3057709/n3057714/c4564270/content.html>

group believes that the Cloud Service Notice should be 
strictly limited in its scope and only be used in areas, 
such as co-location services and infrastructure-as-a-
service, to fulfil China’s policy interests while leaving 
more room for innovation in the higher layers of cloud 
computing services.

the globalised digital economy
Seamless transfers of data across borders are 
the lifeblood of cloud computing, big data, artificial 
intelligence (AI) and other internet-enabled services that 
are important to China and the world, and are now an 
integral part of the globalised digital economy. The risk 
of enabling restrictions based on traditional territorial 
norms is that it will hamper entrepreneurship and 
prevent innovative products and services from being 
created or adopted in China.

switching lines (MPLS) are needed in modern business 
operations across the globe for greater connectivity, 
performance and security, and are particularly essential 

38  
however, has resulted in concerns and uncertainty for 

uses for these technologies in the daily course of 
business that would not be allowed by the government. 

may have to choose between handing over the private 
encryption keys and algorithms of their global corporate 

policies.

The Cybersecurity Sub-working Group believes that it 
is possible to achieve government policy objectives to 
secure and protect personal information and important 
data without disruptive restrictions to cross-border 
data transfers. A two-way dialogue with the business 
community would have been helpful for the authorities 
to understand the challenges faced by the business 
community, and for the business community to 

38  For more information please refer to the Information and Communication 
Technology Position Paper.
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understand how they can better implement the changes 
to their operations and comply with government 
directives.

The Cybersecurity Sub-working Group also encourages 
authorities to consider adopting international practices 
to facilitate cross-border data transfers, while assuring 
an adequate level of protection by doing the following:

Further examining the international data transfer 
‘toolkit’. While, for example, the EU data protection 
framework restricts the transferring of personal 
information to non-EU countries on principle, it does 
provide a lot of exceptions. Transfers are allowed 
when the country in question has been formally found 
to offer an adequate level of data protection based 
on EU standards. Failing such a determination, 
other mechanisms can be used to transfer data, 
such as special bilateral agreements, the conclusion 
of standard contractual clauses between the data 
exporter and data importer or binding corporate rules 
(for intercompany transfers).
Developing a legislative framework that protects 
personal information while encouraging innovation, 

Such an approach would support economic growth in 
China, increase Chinese competitiveness and continue 

in. It would also be in line with President Xi Jinping’s 
message delivered at the Bo’ao Forum, in April 2018, 
that China will continue to open up its economy to the 
rest of the world.

Recommendations
Ensure transparency and industry participation in the 
formulation of data localisation and cross-border data 
transfer measures.
Address openly any technical diff icult ies and 
operational burdens that companies face due to 
data localisation and cross-border data transfer 
restrictions, by ensuring the timely review and 
improvement of released rules and encouraging 
international policy models that support China’s 
development.
Ensure consistency between higher-level legislation 
and relevant implementing rules and follow the least 
interference principle in the course of legitimate 
international business operations.

the borderless, interconnected and global nature 
of today’s business environment, which is also 

3. Ensure Transparency, Consistency, 
Non-discrimination and Proportionality 
in Cybersecurity Rule-making and Law 
Enforcement

Concern
With the implementing rules for the Cybersecurity 
Law being developed and rolled out, transparency, 
consistency, non-discrimination and proportionality are 
becoming increasingly important in order to create a 
healthy cybersecurity environment for domestic and 
international companies alike.

Assessment

effect in June 2017, the Cybersecurity Law now has a 
significant impact on the operations of both domestic 
and international companies. It is so far-reaching that 
almost all sectors are now affected. Its vague provisions 
have generated uncertainty, requiring the development 
of supporting rules and standards, which are currently 
topping the agenda of relevant Chinese government 
agencies, including sectoral ministries and standards 
developing organisations.

In December 2016, China released its first National 
Cyberspace Security Strategy.39 The Cybersecurity Sub-
working Group greatly appreciates that China is willing 
to “strengthen communication, expand consensus, 
deepen cooperation, vigorously move forward the 
reform of the global internet governance system, and 
jointly protect peace and security in cyberspace.” 
However, the strategy also underlines the right of all 
countries to independently choose their development path, 
network management method and internet public policy, 
to develop laws and regulations concerning cyberspace 
on the basis of their national circumstances, and to adopt 
‘secure and controllable’ network products and services. 
Such principles at the top-level of cybersecurity design 
seem to justify extensive cybersecurity protection schemes 
mandated by the Cybersecurity Law that are uncommon 
in other countries, either in terms of practice, or in terms 
of the stringency and scope of how these measures are 
applied.

39　National Cyberspace Security Strategy, CAC, 27th December 2016, viewed 24th 

April 2018, <http://www.cac.gov.cn/2016-12/27/c_1120195926.htm>
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According to a recent study conducted by the European 
Centre for International Political Economy (ECIPE), 

due to a series of regulatory measures governing trade 
in digital goods and services, ICT investments and data 

40 European 
.41 

To reassure companies of China’s predictable and 
stable cybersecurity environment in the face of such 
a rapidly evolving and constantly tightening regulatory 
framework, and to avoid unnecessarily compromising 
business confidence, it is of paramount importance 
when formulating and implementing any forthcoming 
laws, regulations and standards, that China does the 
following:

Takes a risk-based approach to guiding organisations’ 
cybersecurity, by providing sector-agnostic standards, 

repeatable way.
Guarantees technology neutrality for all cybersecurity 
protection schemes.
Guarantees proportionality in cybersecurity rule-
making in order to protect security without creating 
unreasonable costs for businesses.
Ensures a transparent rule-making process, by 
allowing sufficient stakeholder involvement, so that 
European companies are able to understand, comply 
and eliminate discriminatory market access barriers.
Ensures consistency between the various laws, 
regulations and standards that it publishes, with 
regard to their application scope and use of important 
terminologies.

Recommendations
Provide an open and transparent platform for EU 
industry to engage in cybersecurity rule-making.
Provide clear and consistent guidance when 
implementing the Cybersecurity Law and ensure an 
effective two-way exchange over potential market 
access barriers.
Respect the principles of technology neutrality, global 
harmonisation and proportionality.
Publish laws, regulatory rules and standards on the 

40　Digital Trade Restrictiveness Index, ECIPE, April 2018, viewed 8th June 2018, 

41  European Business in China Business Confidence Survey 2018, European 
Union Chamber of Commerce in China, 20th June 2018, viewed 20th June 2018, 
<http://www.europeanchamber.com.cn/en/publications-business-confidence-
survey>

security review regime in adherence with China’s 
World Trade Organization/Technical Barriers to 
Trade (WTO/TBT) commitments and allow relevant 
stakeholders from EU industry to comment in an 
effective and timely manner.

Abbreviations
CAC  Cyberspace Administration of China

CII  Critical Information Infrastructure

  Administration of China
ECIPE  European Centre for International   
  Political Economy
EU  European Union
ICT  Information and Communication   
  Technology
IOT  Internet of Things
IP  Intellectual Property
ISCCC  Information Security China Compulsory  

IT  Information Technology
MIIT  Ministry of Industry and Information   
  Technology
MLPS  Multi-Level Protection Scheme

MPLS  Multiprotocol Label Switching Lines
MPS  Ministry of Public Security
MSS  Ministry of State Security

R&D  Research and Development
TBT  Technical Barriers to Trade

  Standardisation Technical Committee
SCA  State Cryptography Administration

WTO  World Trade Organization
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Logistics Working Group

Logistics Key Recommendations
1. Customs Issues

1.1  Ensure the Implementation of the Trade Facilitation Agreement (TFA)
 Work with industry to gather feedback, and design new policies and processes for implementing 
the TFA.

 Continue efforts in promoting a united, consistent single-window platform across all provinces.
 Streamline clearance procedures based on the principle of ‘one declaration, one inspection and 
one release’.

1.3 Provide Clear Guidance on the Interpretation and Implementation of the Regulations on 
Royalty and Transfer Pricing
 Provide clear guidance on the interpretation and implementation of the regulations related to 
royalty and transfer pricing.
 Improve inter-departmental coordination between customs and tax authorities to ensure predictable 
and transparent law enforcement.

1.4 Reduce Interruptions to Express Companies’ Business Operations due to the Frequent 
Upgrading of the Customs Cross-border Declaration System (H2010 System) 
Combine the upgrades of different cross-border declaration systems to reduce the high frequency 
of system maintenance.
 Adjust the system maintenance time slot (for example, conduct maintenance on the weekends) to 
avoid doing it during peak hours of customs clearance.
 Inform companies at least two to three days ahead of upcoming maintenance.
 Consider regularising the date and time for conducting maintenance.

 Consider granting a one-time CCC Exemption Certificate to companies with high compliance 
records, so they do not have to reapply for each shipment.

1.6  Simplify Importation Procedures for Second-hand Equipment 
 Simplify further the requirements for importing second-hand equipment for self-use in order to 
reduce the amount of time it takes to receive the goods. 
 Allow the importation of second-hand spare parts into bonded zones if it is for self-use.

1.7  Ensure the Smooth Transition to Phase 2 of the Golden Customs Project
 Ensure that Phase 2 of the Golden Customs project is connected with local systems by evaluating 
the different platforms used in local customs. 
 Test and run necessary pilots before formally rolling out a new policy to ensure customs authorities’ 
readiness.  
 Communicate clearly how new policies will be implemented in order to leave enough time for 
businesses to comply.
 Work closely with the logistics industry to gather further feedback on the Golden Customs project.



Logistics Working Group

Section Four: Services

319

European Business in China Position Paper 2018/2019

2. Express Delivery Services 
2.1  Avoid Over-regulating the Express Delivery Industry due to Security Concerns

 Adjust existing regulations to balance operational feasibility with security requirements.
 Consider a risk-based approach for security supervision.
 Revoke the requirements for express delivery companies having to connect closed-circuit television 
monitoring systems to postal regulators for real-time monitoring.
 Enable effective coordination among different government authorities or regulators to share the 
operational data of express delivery companies in order to reduce the administrative costs borne by 
express delivery companies.

3. International Hub 
3.1  Establish a Clear Policy for International Hub Management

 Gather feedback on specific issues encountered by transhipping companies when conducting 
business activities in international hubs. 
 Give international logistics companies the opportunity to share their international hub management 
experience and make recommendations.

transfer procedures and the relevant facilitating measures.

4. Dangerous Goods 
4.1  Improve the Supervision and Management of Transporting and Storing Dangerous Goods 

transportation and storage of dangerous goods.
 Guide and support the local implementation of regulations that pertain to the transportation and 
storage of dangerous goods.
 Build a national platform for dangerous goods in transportation management by utilising modern 
information technologies such as radio frequency identification, global positioning systems and 
geographic information systems, to mitigate risk and enhance supervision.

International Liner Shipping Key Recommendations
1. Allow the Transport of International Cargo Between Chinese Ports (International 

Relay)

relay.

2. Apply Nondiscriminatory Treatment in Chinese Free Trade Zones (CFTZs)
Give all foreign-flagged vessels equal right to tranship in the CFTZs, irrespective of the vessels’ 
nationality or ownership.

3. Ensure the Effective Implementation of Global Sulphur Regulations
Ensure the effective implementation of the Global Sulphur Cap 2020, starting 1st January 2020, by 
communicating its enforcement with other maritime nations.
Support the work being done at the International Maritime Organization to help those affected by the 
Global Sulphur Cap 2020 and the global carriage ban on non-compliant fuels.
Clarify how the Global Sulphur Cap 2020 is going to be implemented in Chinese waters on foreign-
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Introduction to the Working Group
Logistics is an integral and vital part of global 
commercial activity, as it facilitates the distribution of 
products and services across the world according to 
customer demand. Today, logistics is no longer limited 
to just purchasing, storing or selling. In addition, a new 
trend has arisen in modern logistics with the emergence 
of e-commerce. Utilising online logistics, customers’ 
needs can be met at a lower cost, changing the core 
target of the industry. Responsible for transporting 
goods from supplier to receiver safely and efficiently, 
the logistics industry also plays a positive role in China’s 
economic development. The country’s ongoing efforts to 
develop its high-end manufacturing sector and increase 
consumption are set to further increase demand for 

The Logistics Working Group was founded in 2003 
and represents a diverse spectrum of logistics service 
providers in freight forwarding, including sea, air, land, 
express delivery, warehousing and distribution. At 
present, more than 200 member companies participate 
in the working group. As such, it is one of the largest 

the important role that transport and logistics play in 
society and international trade.

The working group provides a platform for companies 
to discuss and share best practices, experiences and 
recommendations, and to exchange views on the 
regulatory framework of the logistics industry. It also 
maintains a constructive dialogue between relevant 
governments and industry stakeholders to discuss and 

provide comments on regulations and standards.

The Logistics Working Group is also composed of the 
International Liner Shipping Sub-working Group, with 
core members from leading international maritime 
transport enterprises. Through regular dialogue with 
Chinese and European government officials, the 
International Liner Shipping Sub-working Group is 
dedicated to working towards a more effective and 
competitive maritime transport environment in China.

Recent Developments
Industry Development
In 2017, China’s logistics industry grew steadily. 

total value of social logistics in 2017 grew to Chinese 

year increase. Total revenue in the logistics industry 

trillion in 2017, an 11.5 per cent increase. At the same 
time, the cost-to-gross domestic product (GDP) ratio 
dropped to 14.6 per cent, a 0.3 per cent decrease.1 

The Regulatory Environment
Trade facilitation plays an extremely important role in 
cross-border transportation. However, trade flow still 

On 5th March 2018, the General Administration of 
Customs (GAC) issued the Measures for Improving 
Cross-border Trade Facilitation to reduce customs 

1   th February 2018, 
viewed 12th April 2018, <http://www.chinawuliu.com.cn/lhhkx/201802/06/328520.
shtml>

4. Standardise the Paperless Process for Non-vessel Operating Common Carrier 
Applications

Align local government requirements with those of the central government.
Implement the paperless system fully and phase out the hard copy submission process. 

5. Update Vessel Dimensions in the Port Design Standards and Norms to Allow 
for the Introduction of New Generations of Container Vessels that Call at 
Chinese Ports 

Revise the current vessel standards in the Port Design Standards and Norms
developments in shipbuilding.
Study the feasibility of using actual load conditions as criteria for port acceptance.



Logistics Working Group

Section Four: Services

321

European Business in China Position Paper 2018/2019

clearance costs and enhance customs clearance 
efficiency. With this recent issuance, the Logistics 
Working Group welcomes China’s efforts to simplify and 
improve trade facilitation activities.2

On 1st December 2017, the Ministry of Finance 
(MOF) reduced the import tax on 187 consumer 
goods, including food, groceries, healthcare products, 
medicine, clothing, household chemicals, cosmetics, 
household appliances and entertainment. The average 
import tax rate was reduced from 17.3 to 7.7 per cent.3  

reducing their costs and adding new categories of 
imported goods.

Congress and the Chinese People ’s  Pol i t ica l 
Consultative Conference (Two Sessions), the State 
Council’s plan for institutional restructuring was 
passed.4 Institutional reform measures included the 
consolidation of organisations that were tasked with 
various duties pertaining to entry and exit, inspection 
and quarantine. These responsibilities were previously 
under the purview of the former General Administration 
of Quality Supervision, Inspection and Quarantine 
(AQSIQ) and were shifted to the GAC. China Inspection 
and Quarantine (CIQ) was merged into customs and 

With China’s e-commerce market taking off, express 
delivery has been one of the fastest growing sectors 
in the logistics industry. On 23rd January 2018, the 

Guiding 
Opinions on Advancing the Collaborative Development 
of E-commerce and Express.5 The Logistics Working 
Group supports this effort by the Chinese Government 
to ensure the smooth and healthy development of the 
express delivery sector.

At the same time, some regulations that concerned real-
name registration, security screening and mailing, were 

2    GAC Issued 18 Measures to Improve Cross-border Trade Facilitation, GAC, 23rd 

March 2018, viewed 27th April 2018, <http://www.gov.cn/xinwen/2018-03/23/
content_5276751.htm>

3   Not ice on Reduction of Import Tax on Consumer Goods,  MOF, 22nd 
th April 2018, <http://gss.mof.gov.cn/zhengwuxinxi/

zhengcefabu/201711/t20171123_2755506.html>
4　State Council’s plan on Institutional Restructuring, Xinhua, 17th March 2018, 

viewed 12th April 2018, <http://www.xinhuanet.com/politics/2018-03/17/
c_1122552185.htm>

5  
Collaborative Development of E-commerce and Express
State Council, 23rd January 2018, viewed 12th April 2018, <http://www.gov.cn/
zhengce/content/2018-01/23/content_5259695.htm>

implemented. These recent changes resulted from the 
State Post Bureau’s (SPB’s) pronouncement that the 
Chinese Government will achieve nationwide coverage 
of the real-name receiving and sending of mail by the 
end of 2018. 

On 27th March 2018, the SPB issued the Administrative 
Measures for the Real-name Receipt and Delivery of 
Mails and Express Mails (Draft for Comments) for public 
consultation.6 These new measures are expected to be 
introduced in 2018 and require higher compliance costs 
for express delivery companies.

Key Recommendations
1. Customs Issues
1.1 Ensure the Implementation of the Trade 

Facilitation Agreement (TFA)

Concern
As a signatory to the World Trade Organization (WTO) 
Trade Facilitation Agreement, which came into force 
on 22nd February 2017, China needs a clearer plan for 
implementing this agreement.

Assessment
China formally ratified the WTO TFA in September 

facilitation measures before the agreement formally 
entered into force in February 2017. 

The implementation of the TFA is expected to positively 
impact China’s economy, as it is the world’s largest 
exporter of goods. However, its plan for implementing 
the TFA is not entirely clear. 

Recommendation
Work with industry to gather feedback, and design 
new policies and processes for implementing the 
TFA.

Single Window Platforms

Concern
Different cities use different single-window platforms 
that have distinct requirements and processes, which 

6   Measures for the Administration of the Real-name Receipt and Delivery of 
Mails and Express Mails (Draft for Comment), State Post Bureau, 27th March 
2018, viewed 12th April 2018, <http://www.spb.gov.cn/hd/yjzj_1/201803/
W020180327548687121642.pdf>
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creates an extra operational burden for businesses. 

Assessment
The single-window concept is an ‘intelligent’, cross-
border facility that allows parties involved in trade and 
transport to submit standardised information, mainly in 

export and transit-related regulatory requirements. 
While the Logistics Working Group acknowledges the 
progress China has made in recent years and sees 
pilot programmes being carried out in some local 
cities, discrepancies still exist in the implementation of 
single-window platforms. The Logistics Working Group 
recommends that the Chinese Government establish 

Recommendations
Continue efforts in promoting a united, consistent 
single-window platform across all provinces.
Streamline clearance procedures based on the 
principle of ‘one declaration, one inspection and one 
release’.

1.3  Provide Clear Guidance on the Interpretation 
and Implementation of the Regulations on 
Royalty and Transfer Pricing

Concern
Customs regulations on royalty payments and transfer 

comply.

Assessment
In recent years, China customs has been stricter 

to royalty payments and transfer pricing. Companies 
are required to assume the burden of proof and provide 
evidence and justification according to the customs 
regulations. This causes two major challenges. First, the 
required information—such as the existence of identical 
products or industry-wide profitability—is difficult to 
provide in practice. Second, the way that customs and 
tax authorities enforce related regulations sometimes 

Additionally, government guidelines on customs charges 
for dutiable goods are not as detailed as the ones 

in China. Moreover, the GAC’s Announcement on 

Adjusting the Requirements on the Customs Declaration 
on Import and Export ( ) 
strengthened the reporting requirements on royalty and 
transfer pricing whenever companies file a customs 
declaration, causing an additional administrative hurdle 
that companies must clear.7  

The Logistics Working Group suggests that customs 
authorities publish clear instructions on how companies 
can find their royalty and valuation determination 
and incorporate it into the company’s transfer price 
setting process. The Logistics Working Group also 
advocates for better coordination between the GAC 
and tax authorities to increase the predictability and 
transparency of law enforcement in customs.

Recommendations
Provide clear guidance on the interpretation and 
implementation of the regulations related to royalty 
and transfer pricing.
Improve inter-departmental coordination between 
customs and tax authorities to ensure predictable 
and transparent law enforcement.

1.4 Reduce Interruptions to Express Companies’ 
Business Operations due to the Frequent Upgrading 
of the Customs Cross-border Declaration System 
(H2010 System)

Concern
The frequent upgrading and maintenance of the customs 
cross-border declaration system disturbs the normal 
operations of international express delivery services.

Assessment
China’s current method of customs declaration is 
the simultaneous use of paper and electronic data. 
Informatisation is applied in the customs clearance 
process, utilising a nationwide import/export trade 
information management network, and containing the 
H2010 System and E-port System. The stability of the 

the business operations of a company.

The development of China’s electronic customs system 
began in 1988. The first-generation system, H883/
EDI, was applied nationwide in 1995 and then was 
7   Announcement on Adjusting the Requirements on the Customs Declaration 

on Import and Export ( ), GAC, 16th March 
2017,  v iewed 27 th Apr i l  2018,  <h t tp : / /www.cus toms.gov.cn /cus to
ms/302249/302266/302267/630783/index.html>
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replaced by the H2000 system in 2004. The H2010 
system currently being used is an upgraded version of 
the H2000 system that contains a greater number of 
customs supervision functions. 

The Logistics Working Group supports and understands 
the necessity of upgrading the maintenance system. 
However, the high frequency with which system 
maintenance takes place has a large impact on the daily 
business operations of express delivery companies. 
Information technology (IT) maintenance almost always 
takes place between 18:00–22:00, the peak hours for 
express companies’ cross-border clearance. Such 
maintenance occurs monthly and with only one day of 

business operations, causing delivery delays and 
manufacturer supply-chain disruptions.

Recommendations
Combine the upgrades of different cross-border 
declaration systems to reduce the high frequency of 
system maintenance.
Adjust the system maintenance time slot (for 
example, conduct maintenance on the weekends) 
to avoid doing it during peak hours of customs 
clearance.
Inform companies at least two to three days ahead of 
upcoming maintenance.
Consider regularising the date and time of conducting 
maintenance.

1.5 Simplify the China Compulsory Certification 
(CCC) Requirements and Processes

Concern
Some of the China Compulsory Certification (CCC) 
requirements and processes are neither reasonable nor 

for companies to import CCC items into China. 

Assessment
The importation of CCC items is often required for 
internal research or testing purposes in research and 
development (R&D) centres. However, the processes 

Exemption Certificate, are too complicated and time 
consuming to be practical, which may discourage R&D 
in China. In general, the volume of CCC items imported 
for R&D is smaller to that of regular commercial 
products. Therefore, an appropriate evaluation and 

credit mechanism should be established for R&D-
related imports.

Recommendations
Simplify the procedures and shorten the application 
time for CCC Certificates and CCC Exemption 

Consider granting a one-time CCC Exemption 
Certificate to companies with high compliance 
records, so they do not have to reapply for each 
shipment.

1.6 Simplify Importation Procedures for Second-
hand Equipment 

Concern
Current requirements and processes for the importation 
of second-hand equipment are still complicated and 
time consuming, and the prohibition on the importation 
of second-hand spare parts may obstruct R&D 
operations in China.

Assessment
The process of importing second-hand equipment is 
complicated, and it takes months to complete the entire 
process. Moreover, it is prohibited to import second-

common practice is to reuse and share some of the 
tools, equipment and spare parts among their factories 
or R&D centres globally. Due to existing restrictions in 
China it is challenging to arrange the reuse of second-
hand parts. This increases the overall cost of these 
industrial plants and influences investment decisions. 
For example, if R&D centres in the automotive industry 
cannot import used vehicles and parts, overseas orders, 
such as co-design work with international partners, 
would not be able to take place.

Recommendations
Simplify further the requirements for importing 
second-hand equipment for self-use in order to 
reduce the amount of time it takes to receive the 
goods. 
Allow the importation of second-hand spare parts 
into bonded zones if it is for self-use.
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1.7  Ensure the Smooth Transition to Phase Two of 
the Golden Customs Project

Concern
China Customs is deploying phase two of the Golden 
Customs project nationwide starting in 2018; however, 
the unsynchronised implementation of this project by 
local customs authorities, coupled with the resulting 
delay in submitting the required documentation, will 
complicate import/export procedures. 

Assessment
Phase 1 of the Golden Customs project was launched in 
2001, with the goal of promoting e-clearance. In 2012, 
Phase 2 was approved by the State Council, and in 
February 2018, it was announced that “Golden Customs 
Phase 2 passed the ministerial acceptance check”8 and 
has been approved for nationwide deployment. This 
will be a brand new, comprehensive customs system 
for customs management and for importers/exporters 
to engage in a variety of clearance and compliance 
activities. However, local customs authorities will roll 
this system out in a patchwork fashion, inconveniencing 
import/export businesses.

Additionally, not having any prior knowledge of what Phase 
2 of the Golden Customs project entails may prevent 
businesses from submitting required documentation and 
complying with the new requirements on time. A smooth 
transition is crucial, and the government needs to take 
immediate action not only to craft a business contingency 
plan, but also a solution that could be quickly implemented 
for all relevant businesses.

Recommendations
Ensure that Phase 2 of the Golden Customs project 
is connected with local systems by evaluating the 
different platforms used in local customs. 
Test and run necessary pilots before formally rolling 
out a new policy to ensure customs authorities’ 
readiness.  
Communicate clearly how new policies will be 
implemented in order to leave enough time for 
businesses to comply.
Work closely with the logistics industry to gather 
further feedback on the Golden Customs project.

8   Golden Customs Phase 2 Passed Ministerial Acceptance Check, GAC, 26th 

February 2018, viewed 27th April 2018, <http://www.customs.gov.cn/tabid/2433/
InfoID/881877/frtid/49629/settingmoduleid/126763/Default.aspx>

2. Express Delivery Services 
2.1 Avoid Over-regulating the Express Delivery 

Industry due to Security Concerns

Concern
Local  regulators f requent ly impose addi t ional 
compulsory requirements on express del ivery 
companies to submit local shipment data or connect to 
their data systems; these requirements, along with other 
strengthened security regulations, not only interrupt 
normal operations but also increase the workload and 
operational risks of express delivery companies in 
China.

Assessment
Since 2015, a series of security-related regulations 
have been imposed on express delivery companies in 
China. In January 2015, the SPB released the Safety 
Production Equipment Standard of Postal Sector, 
effective 1st September 2016.9 On 3rd February 2016, 
the SPB released the Safety Production Operation 
Standard of Express Delivery.10 Both standards 
are mandatory industry standards that apply to the 
entire express delivery sector in China. They include 
provisions for requirements related to real-name 
shipping, upon-shipping content inspection, x-ray 
scanner installation and for closed-circuit television 
(CCTV) monitoring systems to be connected to postal 
regulators.

The requirements for real-name shipping have caused 
serious problems for express delivery companies. 
While individual shippers may be reluctant to submit 
their personal data to couriers, couriers are not in the 
position to do so and do not have the capacity to verify 
the shippers’ personal data. Therefore, express carriers 
should not be held liable for potential security risks that 
may be incurred.

The requirement that express delivery companies shall 
inspect the contents of the shipments upon shipping is 
not feasible either, because couriers do not have the 
capacity or expertise to detect prohibited goods from 
normal shipments through sight alone, particularly if 
a shipper deliberately conceals the items in question. 

9　Safety Production Equipment Standard of Postal Sector, SPB, 2nd February 
2015, viewed 27th April 2018, <http://www.spb.gov.cn/jg/xxjjs/zyhd/201502/
t20150202_880530.html>

10 Safety Production Operation Standard of Express Delivery was released, 
SPB, 3rd February 2016, viewed 27th April 2018, <http://www.spb.gov.cn/xw/
dtxx_15079/201602/t20160203_718930.html>
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Instead, the responsibility for the final decision of 
detecting such goods should be taken by regulators 
or law enforcement agencies in collaboration with the 
industry.

The requirement for express delivery companies to install 
x-ray scanners in their own facilities is not reasonable 
in many cases. For example, express air packages are 
subject to x-ray scanning in the airport, which means 
that the duplicated installation of such equipment would 
lead to redundant costs for express delivery companies.

Since early 2014, a number of European express 
delivery companies have been requested by the SPB 
and local postal regulators to connect their internal 
CCTV monitoring appliances to the regulator’s system 
so postal bureaus can monitor companies in real-time, 
on a regular basis. These express delivery companies 
were also requested to bear the costs for network 
cables and equipment installation.

Meanwhile, local postal or public security regulators 
in some cities have imposed mandatory requirements 
on local branches, which require express delivery 
companies to readjust their national/global operations to 
connect to local regulators’ data systems. Considering 
that all express delivery companies have already 
connected their operations’ systems to the postal 
regulator for shipment data submission, the Logistics 
Working Group recommends the data be shared 
internally among different government authorities or 
regulators, to reduce the administrative costs being 
imposed upon express delivery companies. The industry 
cannot be expected to solve internal communication 
challenges among different government authorities.

With respect to security concerns, the Logistics 
Working Group recommends that regulators strike a 
balance between operational feasibility and security 
requirements to avoid over-supervision, which can 
impair the normal operations of the express delivery 
industry.

Recommendations
Adjust existing regulations to balance operational 
feasibility with security requirements.
Consider a r isk-based approach for security 
supervision.
Revoke the requirements for express delivery 
companies having to connect CCTV monitoring 

systems to postal regulators for real-time monitoring.
Enable effective coordination among different 
government authorities or regulators to share the 
operational data of express delivery companies in 
order to reduce the administrative costs borne by 
express delivery companies.

3. International Hub 
3.1 Establish a Clear Policy for International Hub 

Management 

Concern
Without a clear and unif ied policy for customs 
supervision at international hubs operating in China, 

in storage, transport and consolidation when handling 
different types of cargo, which will reduce their operational 

Assessment
The role of international hubs lies in gathering different 
manufacturing and service sectors to build a complete 
logist ics supply chain. They integrate different 
resources and help improve transportation efficiency. 
However, since international hubs’ operations involve 
collaboration among many different sectors, it poses 
a great challenge to management. The lack of a clear 
and unified policy on the operation and supervision 
of international hubs, particularly regarding shipment 
transfers, coordination between transfers involving local 
customs and IT system support, makes it impossible to 
act in a systematised way, which increases enterprises’ 
administrative costs and reduces their transportation 

Recommendations

transhipping companies when conducting business 
activities in international hubs. 
Give international logistics companies the opportunity 
to share their international hub management 
experience and make recommendations.
Put in place a clear policy for providing unified 
guidance on international hub operations by clarifying 
transfer procedures and the relevant facilitating 
measures.
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4. Dangerous Goods 
4.1  Improve the Supervision and Management Level 

of Dangerous Goods Transportation and Storage 

Concerns 
The imperfect dangerous goods classif icat ion, 
transportation and storage management system 

specialised dangerous goods transportation and storage 

as well as storage and handling requirements.

Assessment
As China continues to upgrade its industries, there is 
an increased need for various dangerous materials. 

is outdated, and local governments lack experience in 
the supervision and management of dangerous goods’ 
transportation and storage.

According to current regulations, the storage and 
transportation of dangerous goods must be handled 
by a supplier with the appropriate licence and facility, 
however, this differs by government department. Using 
the storage of lithium-ion batteries as an example, a 
supplier must acquire a dangerous goods licence to 
store them according to China’s Fire Bureau. However, 
lithium-ion batteries are not classified as dangerous 
goods according to the Safety Bureau’s regulations. 
This kind of situation confuses suppliers. Additionally, 
the legal basis for transporting dangerous goods by rail 
is immature and local rail terminals in places such as 
Xi’an and Changsha have little experience in handling 

suppliers to compete and provide sustainable solutions 
for clients in the long term. 

Recommendations
Update the list of dangerous goods and establish 
a unified and specific management system for the 
transportation and storage of dangerous goods.
Guide and support the local implementation of 
regulations that pertain to the transportation and 
storage of dangerous goods.
Build a national platform for dangerous goods in 
transportation management by utilising modern 
information technologies such as radio frequency 
identification, global positioning systems and 
geographic information systems, to mitigate risk and 
enhance supervision.

Abbreviations
AQSIQ General Administration of Quality, Supervision,   
 Inspection and Quarantine 

CCTV Closed-Circuit Television
CIQ China Inspection and Quarantine

GAC General Administration of Customs
GDP Gross Domestic Product
IT Information Technology

MOF Ministry of Finance

R&D Research and Development
SPB State Post Bureau
TFA Trade Facilitation Agreement
WTO World Trade Organization
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Introduction to the Sub-working Group
International liner shipping attempts to transport goods 

each tonne of cargo that is transported. Ocean shipping, 
as the major channel of global trade, transports nearly 
75 per cent of internationally traded goods, but was 
responsible for only 2.4 per cent of global greenhouse 
gas emissions per year from 2007–2012.1&2 It connects 
every corner of the world, enables people to enjoy 
an array of low-priced products and brings variety to 
business and our daily lives. As an industry, international 
liner shipping generates jobs and contributes to the 
global economy.

The International Liner Shipping Sub-working Group—
originally the Maritime Transport Working Group—was 
established in 2000 to represent international maritime 
transport enterprises operating in China. The objective of 

competitive China maritime transport environment. To 
accomplish this, the working group engages in dialogue 
with relevant Chinese and European government 

transportation industry and to promote the interests of 
European transportation companies in China.

Recent Developments
With about 70 per cent of global trade by volume 
carried by sea and handled by ports, the economic 
importance of maritime transport as a trade enabler 
cannot be overemphasised.3 As the European Union 
(EU) is China’s largest trading partner, and China is the 
EU’s second-largest trading partner, with trade volume 
exceeding United States dollar (USD) 1 million per 
minute,4 maritime transport is an essential and deeply 

1 Industry Issues: Carbon Emission FAQ, World Shipping Council, viewed 31st May 
2018, <http://www.worldshipping.org/industry-issues/environment/air-emissions/
faqs-answers/a1-why-is-the-liner-shipping-industry-so-important-economically>

2 , International Maritime Organization (IMO), 
p. 58, 2015, viewed 31st May 2018, <http://www.imo.org/en/OurWork/Environment/

3 
and Development, 2017, viewed 11th June 2018, <http://unctad.org/en/pages/

4 Premier Li Keqiang’s Speech at the 12th EU-China Business Summit, Xinhua News 
Agency, 3rd June 2017, viewed 5th May 2018, <http://news.cctv.com/2017/06/03/
ARTIOJETw6AxuL3fAEeeMd4i170603.shtml>

integrated element of EU-China economic relations. Its 
importance is further highlighted by China’s Belt and 
Road Initiative, in which the so-called 'maritime silk 
road' plays a key role. As such, the Chinese and global 
economy is dependent on a well-functioning and healthy 
maritime transport industry.

While the international liner shipping industry saw 
moderate growth in 2017, uncertainty remains as freight 
rates continue to remain low. The core reason for this 
is systemic overcapacity with more ships being built 

exacerbated by Chinese sale-and-leaseback funds which 
have grown explosively these past few years, along with 
loans to finance Chinese-built vessels using Chinese 
‘policy banks’ (such as the Export-Import Bank of 
China and the China Development Bank). These funds, 
sometimes made available to companies who might 
not be able to find financing in the normal commercial 
market, distorts supply and demand. 

In terms of infrastructure development, the International 
Liner Shipping Sub-working Group hopes that the 
relevant government authorities will continue to ensure a 
healthy balance between supply and demand regarding 
port capacity. The sub-working group welcomes a 
greater focus on supervision and enforcement when 
it comes to complying with maritime safety rules and 
the eradication of anticompetitive behaviour. The sub-
working group encourages further deregulation, enabling 
European maritime enterprises to provide commercial 
services on terms similar to those set for Chinese 
maritime enterprises, and similar to those enjoyed by 
Chinese businesses in the EU.

China intends to become a ‘maritime superpower’. To 
realise this, China has repeatedly emphasised, in the 13th 

transport and related services. While there can be some 
merit to governments engaging in maritime infrastructure 
improvement, the operation of liner ships should be 
conducted by companies that are fully responsible 
for their own profit/loss and balance sheets. This is a 
principle accepted by most countries. The success of 
the Chinese initiative to build a ‘maritime silk road’ is to a 
large extent dependent upon respecting this principle.

International Liner Shipping Sub-working Group
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The EU and China are global leaders not only in shipping 
but also in digitalisation. Given the high trade volume 
between China and Europe, digitalisation has the 

and improve the security of information flow between 
all stakeholders in the supply chain, customs, shipping 
lines, shippers and consignees. The EU and China have 
the potential to pioneer, together with EU and Chinese 
companies, digital solutions that may significantly 

logistics cost in international trade.

The International Liner Shipping Sub-working Group 
appreciates the annual EU-China Maritime Dialogue 
between the EU Commission and the Chinese Ministry 
of Transport. The dialogue is a ‘best practice’ of 
government-to-government communication, giving the 
opportunity for industries to provide input where possible 
and exchange views on a series of difficult and wide-
ranging topics. This model has proven successful and 
should be replicated in other industries.

Key Recommendations
1. Allow the Transport of International Cargo 

Between Chinese Ports (International 
Relay)

Concern
International relay may only be carried out by Chinese-
flagged vessels operated by wholly-owned Chinese 
companies, a market access barrier that remains an 
issue of the highest priority for the EU liner shipping 
community in China.

Assessment
International relay refers to the practice of a company 
carrying cargo from China to an overseas destination on 
its own vessels, and then transferring the cargo from one 
vessel to another vessel owned by the same company 
in a Chinese port. For example, a container transported 
from Dalian to Africa is loaded on a vessel in Dalian 
servicing Europe. When this vessel, en route to Europe, 
arrives in Shanghai, the container is moved to another 
vessel on an Africa-bound service.

At present, EU shipping lines are forced to route cargo 
originating in China via overseas ports. Permitting 

allowing them to optimise route networks, leading to 

shorter transit times, lower transport costs and less 
pollution. As a major shipping nation, China should take 

freight. Alongside supporting the domestic economic 

well.

It could produce more revenue for Chinese ports. A 
high volume of goods currently transhipped overseas, 
for example in Korea and Singapore, could potentially 
be transhipped in China.
It could more effectively utilise Chinese ports since 
Chinese ports have excess handling capacity. This 
could lead to the development of international hub 
ports in China and the full utilisation of their terminal 
capacity.
It could create a competitive advantage for the Chinese 
economy. Transit times and transportation costs to 
and from China will be reduced, encouraging the 
establishment of more direct maritime services and 
contributing to the success of the 'maritime silk road'.   

Permitting international relay would only have a marginal 
effect on domestic Chinese shipping lines. International 
shipping liners currently choose to tranship containers 
outside of China rather than use a domestic feeder 
service, which increases costs. This is in direct contrast 
to Chinese carriers, which freely transport containers 
between EU ports.

Recommendation
Support the development of more efficient Chinese 
shipping services by permitting international cargo 
relay.

2. Apply Nondiscriminatory Treatment in 
Chinese Free Trade Zones (CFTZs)

Concern
Foreign-f lagged vessels, which are owned by a 
Chinese company, may engage in international relay 
in the CFTZs, while foreign-flagged vessels owned by 
international companies may not, thus creating unfair 
competition.

Assessment
The establishment of the CFTZs was greeted with 
excitement by the EU shipping community, as it appeared 
to be a step in the right direction, shifting from a trade 
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facilitation policy to a market-access perspective. Hopes 
were high when it was announced that foreign-flagged 
vessels would be allowed to engage in international relay 
in the CFTZs.

To the disappointment of the EU shipping community, 
the Chinese Government went on to clarify that foreign-
flagged vessels would only be allowed to conduct 
international relay in Shanghai if the vessels were 
ultimately owned by a Chinese company. This diverges 
from the international rule of having the flag status, 
and not the nationality of the ship owner, determine 
market access. This Chinese practice allows Chinese 

to conduct international relay, which is otherwise not 

While the CFTZs improve a number of shipping related 
areas, the International Liner Shipping Sub-working 
Group regrets that they have also placed EU companies 
at a further disadvantage to Chinese companies, which 
may cause frictions in international trade and lead to 
reciprocal actions.

Recommendation

in the CFTZs, irrespective of the vessels’ nationality or 
ownership.

3. Ensure the Effective Implementation of 
Global Sulphur Regulations

Concern
In October 2016, the International Maritime Organization 
(IMO) decided that the Global Sulphur Cap 2020 for 
ships would enter into force on 1st January 2020.5 This 
new international regulation caps the content of sulphur 
in marine fuel from 3.5 per cent mass-by-mass (m/m) 
to 0.5 per cent m/m, which will raise shipping company 
costs.

Assessment
The International Liner Shipping Sub-working Group 
supports this regulation and the environmental/health 

5 IMO Sets 2020 Date for Ships to Comply with Low Sulphur Fuel Oil Requirement, 
International Maritime Organization, 27th-28th October 2016, viewed 5th May 
2018, <http://www.imo.org/en/MediaCentre/PressBriefings/Pages/MEPC-70-
2020sulphur.aspx>

importance that this regulation be followed by effective 
enforcement at all levels. Since the cost of low-sulphur 
fuel is significantly higher than ordinary bunker fuel, 
shipping companies that comply with fuel standards will 

switch. Therefore, it is essential that the penalties must 
be proportionate to the offences.

Recommendations
Ensure the effective implementation of the Global 
Sulphur Cap 2020, starting 1st January 2020, by 
communicating its enforcement with other maritime 
nations.
Support the work being done at the IMO to help those 
affected by Global Sulphur Cap 2020 and the global 
carriage ban on non-compliant fuels.
Clarify how Global Sulphur Cap 2020 is going to be 
implemented in Chinese waters on foreign-flagged 
vessels, tonnage owned and operated by Chinese 

4. Standardise the Paperless Process for 
Non-vessel Operating Common Carrier 
(NVOCC) Applications 

Concern

requirements vary from central to local governments, 
and the online application system set to replace the 
hard copy submission process has still not been fully 
implemented. 

Assessment

submit a hard copy of the relevant document to local 
government agencies for their review and eventual 
submission to the central government. Quite often, the 
local government will require information beyond what is 
required in the standard document list prescribed by the 
government. There is also a parallel online application 
system that was launched two years ago, causing 
confusion for the applicant. Additionally, if the local 
government has additional data requests this information 
cannot be uploaded into the online system, complicating 
the entire application process. 
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Recommendations
Align local government requirements with those of the 
central government.
Implement the paperless system fully and phase out 
the hard copy submission process. 

5. Update Vessel Dimensions in the Port 
Design Standards and Norms to Allow 
for the Introduction of New Generations 
of Container Vessels that Call at Chinese 
Ports

Concern
Container vessel dimensions included in the Port Design 
Standard and Norms are longer being applied to the 
latest generation of container vessels, and vessels that 

to call at Chinese ports. 

Assessment
The Port Design Standard and Norms was based on 
vessel types that were launched in 2013 that typically 
had a maximum weight of 200,000 deadweight tonnes 
(DWT). There has been significant development within 
shipbuilding since 2013, with more vessels every day 
being delivered with dimensions in excess of that 
prescribed size. According to current Chinese maritime 
regulations, vessels with dimensions in excess of the 
Port Design Standard and Norms will not be accepted 
in Chinese ports. As such, there is a significant need 
to revise the current set of standards before upgrading 
or constructing new terminals. There is also a need to 
consider whether port acceptance can be based on 
actual load conditions – for instance, a fully loaded 
vessel will not need the same depth of water as a 
vessel loaded to its theoretical maximum. If actual load 
conditions are used as the criteria for port acceptance, 
instead of theoretical ‘paper dimensions’, actual vessel 
operations could still take place within the scope of the 
Port Design Standard and Norms even if the theoretical 
maximum exceeds existing port standards. 

The working group has seen large container ports in 
Europe and Korea that are capable of accommodating 
even the largest of vessels. It is critically important for the 
industry that China, as the largest market for container 
shipping, is also able to accommodate such vessels. 
There is a pressing need to study the feasibility of using 
actual load conditions as criteria for port acceptance. 

Recommendations
Revise the current vessel standards in the Port 
Design Standards and Norms to reflect the latest 
developments in shipbuilding.
Study the feasibility of using actual load conditions as 
criteria for port acceptance.

Abbreviations
CFTZ    Chinese Free Trade Zone
DWT    Deadweight Tonne
EU    European Union
IMO    International Maritime Organization

USD    United States Dollar
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Financial Services

The Chinese economy is set to surpass the Eurozone economy in 2018. China’s gross domestic product is 
forecasted to reach approximately United States dollar (USD) 13.2 trillion in 2018, exceeding the USD 12.8 
trillion total of the 19 countries that use the euro (EUR).1  

Already in 2016, China surpassed the Eurozone as the world’s largest banking system by assets with a total 
of USD 33 trillion, compared to the Eurozone’s USD 31 trillion.2 By the end of 2017, China’s bank assets 

3 while the Eurozone’s were EUR 
30.4 trillion (USD 36 trillion).4 

China is still in the process of opening its capital account and has pledged to drop controls on capital 
movements and make the renminbi fully convertible. Over the course of 2017, total capital outflows 
exceeded USD 166 billion, which amounted to a drop of 67 per cent from USD 500 billion in 2016, and 

5 

super-regulator, the Financial Stability and Development Committee (FSDC), was launched.6 The FSDC sits 
atop the People’s Bank of China, the newly merged China Banking and Insurance Regulatory Commission, 
and the China Securities Regulatory Commission, to regulate China’s financial services sector, with an 
explicit mandate to check macroprudential risks.
 

ownership limit on any single foreign investor in a Chinese bank (with a cap of total foreign ownership at 25 
per cent)—as well as the ceiling for foreign ownership in joint-venture (JV) securities, futures brokerages 
and fund management companies will be raised from 49 to 51 per cent and then to 100 per cent in three 
years. The ceiling for foreign ownership of insurance JVs will be raised to 51 per cent in three years and 100 

7 These alterations to foreign ownership limits went into effect on 28th June 2018, with 

1    This Is The Year China’s Economy Passes The Eurozone, Bloomberg Businessweek, 7th March 2018, viewed 19th April 2018, <https://www.bloomberg.com/news/
articles/2018-03-07/this-is-the-year-china-s-economy-passes-the-eurozone>

2　China Overtakes Eurozone As World’s Biggest Bank System, Financial Times, 5th March 2017, viewed 4th May 2018, <https://www.ft.com/content/14f929de-ffc5-11e6-
96f8-3700c5664d30>

3   th February 2018, viewed 19th April 2018, <http://www.xinhuanet.com/english/2018-02/27/
c_137003904.htm>

4　Aggregated Balance Sheet of MFIs Database, Statistical Data Warehouse, European Central Bank, monthly updating, viewed 28th July 2018, <http://sdw.ecb.europa.
eu/reports.do?node=1000003154> 

5　 , 10th January 2018, viewed 17th July 2018, <https://www.chinamoneynetwork.

6　 , 8th th April 2018, <http://

7　 , 10th th July 2018, <https://www.reuters.com/article/us-china-investment/
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the publication of a new negative list,8 signalling the Chinese Government’s commitment to enacting these 
changes.9  

While these developments seemed encouraging at first, financial services companies have universally 
found them to be ‘too little, too late’. Had China enacted these changes 10 years ago foreign financial 

they buy majority stakes in their JVs. The European Chamber will continue to monitor any licensing issues 
that may arise.

In the European Chamber’s , 53 per cent 

10 – an increase of nine percentage points from 2017.11

22 per cent in 2017. Market access restrictions, obstacles to organic and nonorganic growth and a lack of 

factors contributing to their lack of growth and decreasing market share.

Some progress was also made regarding the EU-China Comprehensive Agreement on Investment, with 
market access offers being exchanged at the 2018 EU-China Summit on 16th July 2018. 

With regard to the increased opening of the financial services sector, European financial services 

that will be given out in due course. This is important, since Chinese regulators have experience with 
providing licences in a discretionary manner, in limited numbers, in batches, and with years in between, in 
order to not open too quickly and keep the market under control.

system.

8　Provisions on Special Management Measures for Foreign Investment Access (Negative List) (2018 Edition) th June 2018, viewed 29th June 2018, <http://
www.ndrc.gov.cn/xwzx/xwfb/201806/t20180628_890757.html>

9　China's move to ease foreign investment curbs leaves trade experts unimpressed, CNBC, 28th June 2018, viewed 29th June 2018, <https://www.cnbc.com/2018/06/28/
china-eases-investment-curbs-trade-critics-are-unimpressed.html>

10  , European Union Chamber of Commerce in China, 20th June 2018, viewed 22nd June 2018, <http://

11 , European Union Chamber of Commerce in China, 31st May 2017, viewed 22nd June 2018, <http://
www.europeanchamber.com.cn/en/publications-archive/516>
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Banking and Securities Working Group

Key Recommendations
1. Lift Restrictions on Ownership and Business Scope 

Foreign bank branches:
 Allow banks to convert funds borrowed from overseas under the new Scheme for Macro Prudential 

Management of Cross Border Financing. 
 Allow foreign bank branches to establish sub-branches. 
 Apply the China Banking Regulatory Commission (CBRC) Measures for the Management of Liquidity 

Risk for Commercial Banks only at group level.
 Exempt foreign bank branches from the CBRC Measures for the Administration of Large Risk 

Exposures for Commercial Banks (Draft).
Foreign incorporated banks 
 Accept applications from and award securities licences to European Union (EU) banks.
 Increase access to the bond underwriting market.
 Grant European banks the same rights as local banks, as is the case in the EU.
 Build the basic framework for a normal liquid government bond market with: active and liquid 

government bond futures markets; a broad range of liquid over the counter; a broad and active 
investor base, both onshore and offshore; and competitive tax rates.

 Allow locally-incorporated international banks to act as sub-holding entities in China and be able to 

2. Lift Restraints Affecting Organic Growth
2.1 Lift Restrictions on Ownership and Business Scope to Provide Opportunities for Foreign 

Banks’ Organic Growth

subsidiaries in China with a full futures licence and a full securities licence, comparable to that of 

subsidiaries in China with a full fund management licence, comparable to local Chinese fund 

2.2 Allow Easier Branch and Sub-branch Business Expansion
 Enable locally-incorporated banks to provide annual master plans for branch and sub-branch 

expansion to be pre-agreed to in principle. 
 Allow multiple, simultaneous branch and sub-branch expansion submissions.

2.3. Remove the Long-term Foreign Debt Quota

China. 
2.4 Refrain from Introducing People's Bank of China (PBOC) Loan Growth Quotas

 Allow for some leeway or provide exemptions from PBOC loan growth quotas in certain 
circumstances on the basis of established ‘know your customer procedures’, to verify that banks’ 
lending is in support of genuine economic activity.

 Abolish the mechanism for loan growth quotas or set different quota categories that are linked to the 
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size of banks’ balance sheets and the previous year’s loan growth rate.
2.5 Review Prudential Ratios

 Remove the net of long-term borrowings from current liabilities for overseas branches in order to 
compare assets and liabilities with the same tenor, and ensure equal treatment for Chinese and 
foreign banks.

2.6 Address Funding Limitations in the China Foreign Exchange Trade System Interbank Market
 Remove the two times capital limitation for all banks in China.

2.7 Allow Financial Institutions Flexibility in the Adaptation of their Local Set-up, Making it 

 Publish comprehensive, systematic guidelines for selling/closing a business.
2.8 Make it Easier for Subsidiaries and Branches of Foreign Banks to Issue Renminbi- (RMB-)

denominated Bonds for Funding Purposes and to Help Their Clients Do So
 Simplify the procedures for foreign banks to issue RMB-denominated bonds, i.e. panda bonds, so-

 Authorise foreign banks to underwrite corporate bonds issued in the interbank bond market.

their international credit rating.

without utilising the local foreign entity’s foreign debt quota.
 Allow for ‘T+2’ settlement options in Chinese markets.

3. Allow for the Development of the Shanghai Clearinghouse as a Qualifying 
Central Counterparty (QCCP)

 Continue with the development of the Shanghai clearinghouse as an internationally recognised QCCP.
 Improve the regulations of the Shanghai clearinghouse in line with the EU’s European Market 

Infrastructure Regulation, as espoused by the European Securities and Markets Authority.

4. Limit the Requirements for Banks to Move Information Technology (IT) Onshore, 
and Prevent the Implementation of Regulations Referring to IT Security and 
Controllability that Require Banks to Purchase Chinese Domestic Technology

 Refrain from mandating that banks localise their entire IT by moving it to China, and align any such 
requirements with international norms.

 Engage in timely consultation with both banks and IT providers on the revision of the CBRC’s 
Guidelines on the Application of Secure and Controllable IT to Strengthen Banking Industry Network 
Security and Informatisation, and incorporate their comments.

5. Refrain from Introducing Quotas and Continuing the Practice of ‘Window Guidance’ 
by the State Administration of Foreign Exchange (SAFE)

 Refrain from introducing quotas and continuing the practice of window guidance by the SAFE.
 Consider the disruptive effect of window guidance cases that have already taken place and withdraw them.
 Promulgate all regulations clearly in writing and make them public.
 Allow foreign banks to continue borrowing from overseas and swap into RMB to support onshore 

RMB loan portfolio growth and for RMB liquidity management purposes.
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Introduction to the Working Group
The banking industry and capital markets play a 
key role in helping the economy to allocate money 
efficiently. Banks operate payment systems, offer 
loans, take deposits, and help companies and private 
individuals with investments. However, in order for 
banks to function properly they need to be able to 
assess credit risk correctly and have access to a 
liquid and well-functioning interbank market, which is 
underpinned by the central bank’s policy rate. Banks 
are vital for a modern economy to function properly, 
but also for ordinary citizens to live a normal life, which 
is why the banking industry is so heavily regulated. 
Since banks cannot cover all the credit that is needed 
in an economy, debt capital markets, such as the bond 
market, also plays an important role. In Europe and 
China, more than two thirds of all credit in the economy 
is provided by banks, but in the United States (US) the 
bond market accounts for more than 80 per cent of all 
credit provided to corporates. Therefore, the importance 
of the banking market and debt capital markets differs 

in, but both are needed in order to create an efficient 
and vibrant economy.

The Banking and Securities Working Group represents 
more than 50 banking and securi t ies f inancial 
institutions in China. The working group engages with 
the China Banking Regulatory Commission (CBRC), 
which has been merged with the China Insurance 
Regulatory Commission (CIRC) into a new super-
regulator called the China Banking and Insurance 
Regulatory Commission (CBIRC); the People’s Bank 
of China (PBOC); the State Administration of Foreign 
Exchange (SAFE); and the newly-established Financial 
Stability and Development Commission (FSDC).

The Banking and Securities Working Group aims to 
help improve the operating conditions for European 
banks and securities enterprises in China, the security 
of the Chinese financial system and the country’s 
continued economic development. The working group’s 
recommendations should be taken in the spirit of mutual 
cooperation. 

Recent Developments
The Chinese economy is set to surpass the Eurozone 

economy in 2018.1 China’s gross domestic product is 
forecasted to reach approximately United States dollar 
(USD) 13.2 trillion in 2018, exceeding the USD 12.8 
trillion combined total of the 19 countries that use the 
euro (EUR).2 Already in 2016, China surpassed the 
Eurozone as the world’s largest banking system with 
bank assets totalling USD 33 trillion, compared to the 
Eurozone’s USD 31 trillion.3 By the end of 2017, China’s 

(USD 39.9 trillion),4 while the Eurozone’s assets stood 
at EUR 30.4 trillion (USD 36 trillion).5 

 Chinese Banking Market Overview
Seven of the world’s 25 largest banks are Chinese 
(based on total assets), nine are European and four 
are American.6 

of 2017 grew six per cent, year-on-year, to a total net 
7 

The total assets, both in renminbi (RMB) and foreign 
currency, of China’s banking financial institutions 

per cent year-on-year growth. Total liabilities, both in 

with a growth of 8.4 per cent year-on-year.8 
The total assets of large commercial banks reached 

the total assets, equal to an increase of 9.2 per cent 

trillion, accounting for 36.74 per cent of the total, 
equal to a growth of 7.05 per cent year-on-year.9 

1　 , 7th March 2018, 
viewed 19th April 2018, <https://www.bloomberg.com/news/articles/2018-03-06/
china-s-economy-is-set-to-overtake-combined-euro-area-this-year>

2　 This Is The Year China’s Economy Passes The Eurozone, Bloomberg 
Businessweek, 7th March 2018, viewed 19th April 2018, <https://www.bloomberg.
com/news/articles/2018-03-07/this-is-the-year-china-s-economy-passes-the-
eurozone>

3　 China Overtakes Eurozone As World’s Biggest Bank System, Financial Times, 
5th March 2017, viewed 4th May 2018, <https://www.ft.com/content/14f929de-
ffc5-11e6-96f8-3700c5664d30>

4　 th February 
2018, viewed 19th April 2018, <http://www.xinhuanet.com/english/2018-02/27/
c_137003904.htm>

5　 Aggregated Balance Sheet of MFIs Database, Statistical Data Warehouse, 
European Central Bank, monthly updating, 28th July 2018 <http://sdw.ecb.
europa.eu/reports.do?node=1000003154> 

6　 Bank Rankings - Top Banks In The World, Accuity, 30th January 2018, viewed 
2nd July 2018, <https://accuity.com/resources/bank-rankings/>

7    
, 11th July 2018, viewed 7th August 2018, <http://

8　 , 2017, CBRC, 9th 

February 2018, viewed 9th August 2018, <http://www.cbrc.gov.cn/chinese/home/
docView/D4B5FFABD3024CBF8CB99E0ACFF67F46.html>

9   , CBRC, 9th February 2018, viewed 9th August 
2018, <http://www.cbrc.gov.cn/chinese/home/docView/44E986F2C2344E50845
6A3D07BC885B6.html>
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The liquidity ratio is 50.03 per cent, a 2.48 per cent 
increase starting from the beginning of 2017. The 
loan-to-deposit ratio reached 70.55 per cent, a 2.94 
per cent increase through 2017.10 

Breakdown of Market Share by Type of Bank, 2017

Type of Institution
Total assets Share (per 

cent)
92,814 36.77

Joint stock banks 44,962 17.81

City commercial banks 31,721 12.57
32,820 13.00
50,085 19.84

Total  252,404 100

BoCom.

cooperatives, rural cooperative banks and new rural financial 
institutions 

institutions and postal savings banks

Source: Former CBRC11 

Status Quo for Foreign Banks in China
By the end of 2016, the total number of foreign banking 
institutions in China reached 1,031 banks from 44 
countries and regions, including 39 locally-incorporated 
institutions, 121 foreign bank branches, and 556 
branches and subsidiaries of locally-incorporated 
institutions. Foreign banks maintained outlets in 27 
provinces and 70 cities.12 

In 2016, the total assets of foreign banks increased by 

trillion. 

Foreign banks’ market share in terms of total assets 
continued to decline, from 1.62 per cent in 2014, to 

10  , CBRC, 9th February 2018, viewed 9th August 
2018, http://www.cbrc.gov.cn/chinese/home/docView/44E986F2C2344E5084
56A3D07BC885B6.html; Regulatory Statistics Of 2016, CBRC, 22nd February 
2017, viewed 9th August 2018, <http://www.cbrc.gov.cn/chinese/home/docView/
A676043248BD4BEC896B4DDDFFCDF6D7.html>

11   , CBRC, 9th February 2018, 
viewed on 10th May 2018, <http://www.cbrc.gov.cn/chinese/home/docView/44E
986F2C2344E508456A3D07BC885B6.html>

12  CBRC 2016 Annual report, CBRC Publicity Department, China Financial 
Publishing House, Beijing, 2017, viewed 10th May 2018, <http://zhuanti.cbrc.
gov.cn/subject/subject/nianbao2016/2.pdf>

1.38 per cent in 2015 and 1.29 per cent in 2016.13 This 
is extremely low when compared to other emerging 
markets (e.g. 30 per cent in Indonesia, 22 per cent in 

for Economic Co-operation and Development’s 
(OECD’s) average of 20 per cent.14 

Policy and Market Developments

super-regulator, the FSDC, was launched.15 The FSDC 
sits atop the PBOC, the newly created CBIRC, and the 
CSRC, to regulate China’s financial services sector, 
with an explicit mandate to check macroprudential risks.

limits for foreign banks in China—a 20 per cent 
ownership limit on any single foreign investor into a 
Chinese bank (with a cap of total foreign ownership at 
25 per cent)—would be removed.16 This announcement 
was followed by the publication of a new negative list, 
on 28th June 2018,17 which included commitments to 
abolishing these limits.18 

These limitations have restricted foreign banks’ capacity 
to grow in the Chinese market ever since they were 
first introduced in China’s World Trade Organization 
accession agreement in 2001. These limitations have 
been one of the chief reasons—besides the slow 
approval process for expanding and awarding new 
branch licences—why the total market share of foreign 
banks was only 1.29 per cent by the end of 2016.  

ceiling for foreign ownership in joint-venture (JV) 

13  CBRC 2016 Annual report, CBRC Publicity Department, China Financial 
Publishing House, Beijing, 2017, viewed 10th May 2018, <http://zhuanti.cbrc.
gov.cn/subject/subject/nianbao2016/2.pdf>

14 Foreign Banks: Trends, Impact and 
Financial Stability, International Monetary Fund, January 2012, viewed 28th July 
2018, http://www.imf.org/external/pubs/ft/wp/2012/wp1210.pdf>

15  
ministries, South China Morning Post, 8th th April 
2018, <http://www.scmp.com/news/china/economy/article/2119001/chinas-

16 China widens foreign access to its giant financial sector, Reuters, 10th 

th July 2018, <https://www.reuters.com/article/us-
china-investment/china-widens-foreign-access-to-its-giant-financial-sector-

17  Provisions on Special Management Measures for Foreign Investment Access 
(2018 Edition) th June 
2018, viewed 29th June 2018, <http://www.ndrc.gov.cn/xwzx/xwfb/201806/
t20180628_890757.html>

18  China's move to ease foreign investment curbs leaves trade experts unimpressed, 
CNBC, 28th June 2018, viewed 29th June 2018, <https://www.cnbc.com/2018/06/28/
china-eases-investment-curbs-trade-critics-are-unimpressed.html>
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securities and futures brokerages will be raised from 
49 to 51 per cent, effective from June 2018.19 This 

list,20 which included this as a commitment.21 

While these developments may sound encouraging, 
financial services companies have universally found 
them to be ‘too little, too late’. If China had started 
opening up like this 10 years ago, foreign banks would 
still have been able to increase their stakes in JVs as 
valuations were not as high as today. Moreover, it is 
still uncertain to what extent foreign banks will be able 
to obtain licences if they buy a majority stake in their 
JV banks. Some recent regulatory proposals, including 
the CSRC’s Administrative Measures on Equity Interest 
in Securities Company,22 suggest that this may not yet 
be a done deal. The Banking and Securities Working 
Group will continue to monitor any licensing issues that 
may arise.

The business scope of a securities joint venture (SJV) 
is still limited to underwriting and distributing securities. 
For brokerage services, SJVs are restricted to B-share 
trading (which is subject to the SAFE’s foreign 
exchange operation permit). Compared to the type of 
business that is undertaken by a domestic securities 
company, there are other limitations: for example, 
warrants, convertibles, exchange-traded commodities 

which are inaccessible to SJVs.

What role do banks play in the economy?
China needs foreign banks as they can help allocate 
capital by disseminating loans in a productive way. 
Banks make loans to businesses commensurate with 
their productivity and creditworthiness. In this regard, 
banks—especially when they are free to lend according 
to market conditions and not government decree—are 
important for ensuring that capital is allocated to its most 
productive use. More importantly, the banking sector did 

19    Chart: China’s Financial Opening-Up, Caixin Global, 17th April 2018, viewed 24th 
April 2018, <https://www.caixinglobal.com/2018-04-17/chart-chinas-financial-
opening-up-101235602.html>

20   Provisions on Special Management Measures for Foreign Investment Access 
(2018 Edition) th June 
2018, viewed 29th June 2018, <http://www.ndrc.gov.cn/xwzx/xwfb/201806/
t20180628_890757.html>

21  China's move to ease foreign investment curbs leaves trade experts unimpressed, 
th June 2018, viewed 29th June 2018, <https://www.cnbc.com/2018/06/28/

china-eases-investment-curbs-trade-critics-are-unimpressed.html>
22　Administrative Measures on Equity Interest in Securities Company (Draft for 

Comments), CSRC, 30th March 2018, viewed 20th April 2018, <http://www.csrc.
gov.cn/pub/zjhpublic/zjh/201803/t20180330_336014.htm>

for the market economy what the industrial revolution 
did for innovation, by moving from a barter system that 
had limited application to one based on monetary value 
that has created endless new opportunities.

Key Recommendations
1. Lift Restrictions on Ownership and Business 

Scope 

Concern
Foreign banks, whether they are branches or locally 
incorporated, still face various constraints to growing 
their business in the Chinese market.

Assessment

Guangyao, former vice minister of finance, that the 
ownership l imits on Sino-foreign JV’s in banks, 
securities and futures brokerages would be raised and 
majority foreign ownership allowed, most of the working 
group’s previous issues that stemmed from these 
limitations were addressed.23 These changes came into 
force with the publication of a new negative list on 28th 
June 2018.24 That being said, there are still concerns 
about whether foreign financial services firms will be 
allowed to access all business areas and obtain the 
required licences for doing so.

Foreign bank branches
Quota of two times operative capital for borrowing 
Foreign bank branches can only borrow two times their 
operative capital in the online interbank market, which 
is operated by the PBOC. This has restricted foreign 
bank branches’ ability to grow, as many Chinese banks 

agreements. There is also a price discrepancy between 

to be more expensive. Furthermore, offline funding 
normally involves a more complex ‘know your customer’ 

both time consuming and troublesome.

Converting funds borrowed from overseas 
Foreign banks under limited RMB funding sources 

23  , 10th 

2017, viewed 22nd May 2018, <https://www.reuters.com/article/us-china-investment/

24   Revised Description of Special Management Measures for Foreign Investment 
Access (2018 Edition) th 

June 2018, viewed 3rd July 2018, <http://www.ndrc.gov.cn/xwzx/xwfb/201806/
t20180628_890757.html>



Banking and Securities Working Group

Section Five: Financial Services

339

European Business in China Position Paper 2018/2019

used to rely on cross-currency swaps to gain stable 
RMB funding onshore, which is a standard derivative 
product under the former CBRC’s regulations that 
govern derivative business. This is no longer a reliable 
funding option after the SAFE stopped approving the 
conversion of short-term funds borrowed from overseas 
sources under the new Scheme for Macro Prudential 
Management of Cross-border Financing, introduced 
by the PBOC in , and retroactively 
revoked already approved conversions. While there 
is no ‘hard limit’ on the amount of short-term funds (in 
foreign currency) that can be borrowed from overseas 
sources, the SAFE should still allow these funds to 
be converted into RMB, as most branches need local 
currency funding. 

Foreign bank branches setting up sub-branches
If a foreign bank establishes a branch in China, it is 
then not allowed to establish sub-branches in the 
country. This is contrary to banking practices in the 
EU’s common market, where a bank’s branch can cover 
clients throughout the 28 EU Member States. This adds 

burdens on banks, and decreases their competitiveness 
vis-à-vis Chinese banks that do not face this burden in 
China or the EU.

Instead, foreign branches should be allowed to establish 
sub-branches in any Chinese province no matter where 
their branch is located in China. They should also be 
allowed to engage in the same operating activities as 
their home branch.

Various measures by the former CBRC (now CBIRC) 
On 25th May 2018, the CBIRC published the Measures 
for the Management of Liquidity Risk for Commercial 
Banks.25 To the working group's understanding, 
these measures only cover banks that are locally 
incorporated in China, and the Shanghai CBIRC has 
sent a formal statement to banks saying that it is not a 
"hard requirement" for foreign bank branches. However, 
foreign bank branches still need to report the ratios 
to the CBIRC, despite not needing to follow them. 
Whatever the case, banks should not be obliged to do 
the reporting as it creates a lot of extra administration 
costs.

25  Measures for the Management of Liquidity Risk for Commercial Banks, 
CBIRC, 25th May 2018, viewed 14th August 2018, <http://www.gov.cn/
zhengce/2018-05/25/content_5293767.htm> 

On 4th May 2018, the former CBRC promulgated 
the Measures for the Administration of Large Risk 
Exposures for Commercial Banks.26 The working group 
thinks that foreign bank branches should be exempted 
from this regulation, which should generally be applied 
only at the group level as well. The reason for this 
is that a foreign bank branch is a full branch—not a 
subsidiary—of its parent bank that was incorporated 
overseas. Therefore, the measurement of risk exposure 
relative to the amount of capital one has should be 
measured at the parent bank level rather than based 
on the local operative capital of individual foreign bank 
branches.

Foreign incorporated banks
Securities licences
European banks need to get licences in order to access 
business lines in the securities business. On 28th April 
2018, the CSRC released the Administrative Measures 
for Foreign-invested Securities Companies,27 which 
effectively enabled the opening up of the securities 
sector. It not only lifted the foreign ownership cap 
but also expanded the scope of SJV’s and simplified 
relevant requirements. In early May 2018, several 
non-EU banks had already submitted applications to 
the CSRC in order to establish SJV’s with a majority 
shareholding. Several locally incorporated EU banks 
are also preparing their applications for establishing 
SJV’s.

European banks can help improve the efficiency of 
the Chinese capital market, with their expertise in 
derivatives. This skill will be increasingly needed, as the 
Chinese regulatory environment actively implements 
new regulations that reduce banks’ shorter-term 
investments in favour of longer-term investments 
by asset management companies that operate 
separately from banks. These new rules forbid “implicit 
guarantees”28—which had previously been given by 
Chinese banks—so financial institutions will have to 
find other ways to hedge their risks (and their clients’ 
risks). Giving securities licences to EU banks could 
help support Chinese financial players and provide 
alternatives to implicit guarantees that can stabilise 

26   Measures for the Administration of Large Risk Exposures for Commercial Banks 
CBIRC, 4th May 2018, viewed 6th August 2018, <http://www.cbrc.gov.cn/chinese/ne
wShouDoc/338115BD0E6C43AAA979221670632DC5.html>

27   Administrative Measures for Foreign-invested Securities Companies, CSRC, 
28th April 2018, viewed 11th July 2018, <http://www.csrc.gov.cn/pub/zjhpublic/
zjh/201803/t20180309_335026.htm>

28　Ibid.
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investment products provided by Chinese asset 
management companies.

Following these changes to the regulatory environment 
as a result of the Administrative Measures for Foreign-
invested Securities Companies, the Chinese derivatives 
market is expected to expand considerably, particularly 
after 2020 when the equity caps will be completely 
removed, which would also bode well for European banks.

In this regard, European banks expect and hope that 
they will obtain a licence in the first batch given. This 
is important, as Chinese regulators have experience 
providing licences in a discretionary manner, in limited 
numbers and stretched out over a number of years in 
order to open gradually and keep the market under 
control.

Increase Access to the Bond Underwriting Market
The Banking and Securities Working Group thinks that 
access to the bond underwriting market is difficult to 
obtain and subject to a number of strict limitations that 
are not always transparent.

European banks have difficulties serving their clients 
using loans that are restricted in terms of capital (they 
cannot loan more than 10 per cent of their equity) and 
access to capital sourced from depositors. They cannot 
compete with Chinese banks to access cheap sources 
of funding, as Chinese banks have the ability to raise 
funds by utilising thousands of branches. Another 
way they can get and serve clients is through helping 
companies to raise funds on the Chinese market, 
through bond issuing. 

After a certain relaxation of foreign investors' access 
to China's Interbank Bond Market (CIBM) in 2015,29 a 
further step was taken in February 2016, with the PBOC 
promulgating ,30 which opened 
the CIBM market to foreign institutional investors 
(complementing the existing QFII and RQFII schemes). 

As of now, only two foreign banks have a senior underwriting 
licence for corporate bonds, while three others have 

29   On 14th July 2015, the PBOC promulgated the Circular on Certain issues 
Concerning Foreign Central Banks, International Financial Institutions and 
Sovereign Funds Making RMB Investment into the CIBM, allowing these three 
types of entities to engage in bond trading, bond repurchasing, bond lending, 
bond futures, interest rate swaps and other trades permitted by the PBOC, 
without PBOC approval or any quota restrictions.

30    , PBOC, 2016, viewed 11th 

July 2017, <http://www.fdi.gov.cn/1800000121_23_72846_0_7.html>

junior underwriting licenses.

Chinese Government Bond (CGB) underwriting is under 
the scope of the Ministry of Finance (MOF), the PBOC 
and the CSRC. There are approximately 50 member 

foreign bank obtained CGB underwriting membership 
in 2004, with two others being granted in early 2008. 
Specific requirements for membership are given in 
written form, but regulators also apply stricter criteria to 
keep the total number under 60, and these criteria are 
not disclosed.

The PBOC bills underwriting market is only available 

been stated that the total number of PDs would not 
change, as the current number is already large by 
international standards. There are strict requirements 
to become a qualified PD, and again, in practice, the 
actual requirements are stricter than those provided in 
written form. Also, the requirements are even stricter 
for foreign banks than for domestic ones. Out of the 48 
current PDs, only three are foreign banks.31 

rules for corporate bonds in 2010, and granted a sub-
underwriter licence to one foreign-invested bank in 
2011. It improved the application scoring mechanism 
and accepted the application of several foreign banks in 

being granted to any foreign banks since then, a 
number of local applicants without a demonstrable track 
record were approved. The results of the scoring-based 
review have not been transparently communicated 
with the foreign banks that applied, so it is unclear 
why they failed and what improvements or additional 

Onshore and cross-border custodian business licences
European banks are seeking to be among the first 
banks to obtain cross-border and onshore custodian 
licences. With the opening up of the stocks and bonds 
markets in China and the inclusion of Chinese stocks 

the Chinese market will increase. Investors following 
the indices will have to invest in Chinese securities. 

31    , PBOC, 
30th March 2018, viewed 11th May 2018, <http://www.pbc.gov.cn/zhengcehuobi
si/125207/125213/125431/125469/3510280/index.html>
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The role of a financial institution with a custodian 
licence is to safeguard a customer’s assets until the 
corresponding payment is received and the deal can be 
cleared. The bank providing the custodian services will 
have information about investment flows that can be 
useful, not only for itself, but for customers as well.

There are two types of custodian licences: 

2. The second is an onshore licence with a capital 

excessive according to the industry. 

As of July 2018, no foreign bank has been given the on-

of its application process), while several foreign banks 
from the US, the United Kingdom (UK) and continental 
Europe have obtained cross-border licences.

The difficulty in receiving a licence for cross-border 
activities is that this licence is managed by two different 
authorities: the CSRC and the CBIRC. Licences are 
ultimately granted by the CSRC, which favours its own 
institutions (securities houses), making it difficult for 

for onshore activities is the high capital requirement. 
While it may be targeted at smaller Chinese banks, its 
capital requirement effectively excludes foreign banks 
from obtaining it.

The reasons why European banks should obtain 
these licences are clear. The Chinese markets would 

information by not relying on a geographically-
narrow set of players. In turn, they would also benefit 
from European banks’ experience and expertise 
in the custodian business. Having more European 
banks operating as custodian businesses would also 
incentivise more EU investors to invest in Chinese 
financial markets by providing them with custodian 
services from one of their ‘own’ banks. 

EU banks are be interested in obtaining these licences 
in order to expand their business in China, serve EU 
client companies better by having one EU bank provide 
investment and custodian services and receive valuable 

to oversee transactions and know who purchases what 
and in what quantities, which benefits both the bank 

and its customers. 

It is in the interest of European companies to be able 
to channel their investments through European banks. 
This is particularly important due to ‘Brexit’, and the 
associated risk that the UK will no longer have an 
‘EU passport’ when it comes to engaging in financial 
services, and after trade tensions have increased 
between China and the US. 

However, there are still hurdles to overcome. Coordination 
between the two authorities that are responsible 
for granting the licence, the CSRC and the CBIRC, 
needs to improve and the CSRC will also need to start 
awarding licences to banks as well. They also need 
to allow big EU banks to apply for onshore licences 

based on their overall size.

Holding structures
Currently, European—and more generally, international—
locally-incorporated banks are not able to act as sub-
holding entities in China and directly own equity stakes in 
either Chinese financial institutions or their JVs (banks, 
securities, asset management companies, consumer 
finance companies, leasing companies). However, the 
same does not hold true for Chinese banks. 

Recommendations
Foreign bank branches:

Allow banks to convert funds borrowed from overseas 
under the new Scheme for Macro Prudent ia l 
Management of Cross Border Financing. 
Allow foreign bank branches to establish sub-
branches. 
Apply the CBRC Measures for the Management of 
Liquidity Risk for Commercial Banks only at group 
level.
Exempt foreign bank branches from the CBRC 
Measures for the Administration of Large Risk 
Exposures for Commercial Banks.

Foreign incorporated banks 
Accept applications from and award securities 
licences to EU banks.
Increase access to the bond underwriting market.
Grant European banks the same rights as local 
banks, as is the case in the EU.
Build the basic framework for a normal liquid 
government bond market with: active and liquid 
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government bond futures markets; a broad range of liquid 
over the counter; a broad and active investor base, both 
onshore and offshore; and competitive tax rates.
Grant EU financial companies/banks custodian 
licences for cross-border and onshore activities.
Allow locally-incorporated international banks to 
act as sub-holding entities in China and be able 
to directly own equity stakes in Chinese financial 
institutions and their Chinese JVs.

2.  Lift Restraints Affecting Organic Growth
2.1 Lift Restrictions on Ownership and Business Scope 

to Provide Opportunities for Foreign Banks’ Organic 
Growth

Concern
Foreign banks, futures brokers, securities houses 
and fund management companies are currently still 
prevented from setting up 100 per cent self-owned 
subsidiaries in China with licences comparable to that of 

Assessment
Foreign banks, futures brokers, securities houses and 
fund management companies are currently still limited 
to setting up operations together with a local JV partner 
and are limited to a minority stake of 51 per cent at 
most. 

In January 2017, a British asset management company 
became the first foreign asset management company 
to obtain a so-called ‘private fund licence’, allowing 
it to set up a 100 per cent wholly foreign-owned asset 
management institution.32 

A private fund licence enables foreign asset management 
companies to trade in the secondary markets without 
the need for a Chinese majority JV partner. The 
working group hopes that more foreign futures brokers, 
securit ies houses and fund asset management 
companies will be allowed to obtain such licences and 
set up wholly-owned subsidiaries in China, through 
the implementation of , 
but also particularly in light of the comparatively easier 
regulatory environment that Chinese securities houses 

32     5th January 
2017, viewed 28th July 2018, <http://www.international-adviser.com/news/1033446/

Chinese securities houses setting up in Europe
In September 2015, Haitong Securities purchased 

known as Banco Espirito Santo.33 The new bank, 
called Haitong Bank, has since expanded across 
Europe and procured securities licences in the 
following EU Member States: the UK (London Stock 
Exchange), Spain (Madrid Stock Exchange), Portugal 
(Euronext Lisbon with access to Euronext and thus 
Paris, Brussels, Amsterdam) and Poland (Warsaw 
Stock Exchange). This has happened without any 
restrictions being placed on Haitong Bank.

The working group believes that foreign futures brokers, 

contribute a great deal to China’s capital markets, as 
they are highly sophisticated and experienced investors. 
Having more such investors in the marketplace would 
improve the fair valuation of listed securities and 
ultimately lead to less volatile markets.

Recommendations
Allow foreign banks, futures brokers and securities 
firms to set up 100-per-cent-owned securities 
subsidiaries in China with a full futures licence and 
a full securities licence, comparable to that of local 

up 100-per-cent-owned fund management subsidiaries 
in China with a full fund management licence, 
comparable to local Chinese fund management 

2.2 Allow Easier Branch and Sub-branch Business 
Expansion

Concern
Foreign banks face difficulties in business planning 
and resource management due to a complex system of 
submissions required to expand their branch and sub-
branch network.

Assessment
There are a number of complex and often unnecessary 
submissions that need to be made in order to expand 
a locally-incorporated bank’s branch and sub-branch 
network. These submissions are time-consuming for 

33   Portugal's Novo Banco completes BESI sale to China's Haitong, Reuters, 7th 

September 2015, viewed 11th May 2018, <http://www.reuters.com/article/
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both the bank and the regulator and do not provide 

the bank.

Furthermore, the official wording of the regulations 
does not lend itself to a clear interpretation. Banks often 
lack a thorough understanding of how many branches 
they can apply for each year, and how concurrent 
applications will be treated. This uncertainty is contrary 
to China’s objective of increasing foreign participation 
and developing the banking sector in the country’s 
western and northeastern provinces. European banks 
have an interest in expanding into Western China; 
however, many may be reluctant to apply for branches if 
these risks cause unplanned delays to their expansion 
strategies in China’s eastern provinces. 

While the working group understands the need for 
detailed submissions, it recommends a planned 
strategic approach whereby multiple branch and sub-
branch applications will be allowed on an annual basis 
to facilitate the locally-incorporated bank’s branch 
network expansion strategies in a more transparent and 
planned manner. 

By comparison, there are few obstacles for Chinese 
banks to open a branch network within the EU. 

The following case study highlights this asymmetry:

Chinese Banks Setting-up Operations in Europe
The Member States’ regulations on this matter are 
based on European directives that have to be 
transposed into their national legal systems in 
order to establish a harmonised framework. The 
basic rule is that licence approval has a silent/tacit 
authorisation after a certain period of time (i.e. 120 
days in the case of most EU Member States) starting 
from the moment one applies. Although there could 
be a need for requesting more than one licence, if 
different banking businesses are covered, each of 
them follows the same terms.

The Cases of the Industrial and Commercial Bank 
of China (ICBC) and the Bank of Communications 
in Europe
On 21st January 2011, ICBC opened their Milan 
Branch. In that same week, it opened four other 
branches in Madrid, Amsterdam, Paris and Brussels.

It took just one month to obtain the licence for the 

Milan Branch. This is due to the fact that European 
regulations allow the establishment of a subsidiary 
with much shorter application procedures if that 
entity has already been established in another EU 
country.

If ICBC wanted to establish a new independent 
branch (as opposed to a sub-branch dependent on 
the Luxembourg subsidiary), it would have to wait 
for approximately seven months – though this still 
shorter than what many foreign banks face in China.

Communications opened four branches in London, 
Luxembourg, Rome and Paris.34 

Recommendations
Enable locally-incorporated banks to provide annual 
master plans for branch and sub-branch expansion 
to be pre-agreed to in principle. 
Allow multiple, simultaneous branch and sub-branch 
expansion submissions.

2.3 Remove the Long-term Foreign Debt Quota

Concern
The limitations imposed by the long-term foreign debt 
quota are an obstacle to serving businesses with 

Assessment
While China has now moved to a new, so-called macro-
prudential framework and abandoned the short-term 
debt quota, the long-term debt quota still exists under 

strict quota limits. These limitations make foreign 
currency funding unnecessarily expensive for foreign 
and Chinese enterprises.

The access to liquidity provided by foreign currency 
interbank international markets is of paramount 
importance for proper and prudent asset and liabilities 
management. Foreign banks are concerned about 
funding genuine, trade-related financing as the 
onshore foreign currency market is at a comparative 
disadvantage to the offshore market due to a lack of 
liquidity for tenors above one week. 

34   Bank of Communications opens branches in Europe, China Daily, 12th

2016, viewed 12th July 2018, <http://www.chinadaily.com.cn/business/2016-11/12/
content_27356017.htm>
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The working group commends the regulations that have 
been promulgated to remove lending for less than 90 
days from the quota for trade-related uses. Banks are 
willing to move towards onshore funding. However, 
unless the onshore market presents a competitive and 
liquid position at tenor (up to at least one year), banks in 
China will depend on access to the international market. 
Clients that have genuine foreign currency funding 
needs currently see their related costs significantly 
increased because foreign banks are unable to meet 
the foreign currency funding requirements from inter-
group sources. 

liquidity ratio requirement limits the available funding for 
clients.

Besides the foreign debt quotas of banks, foreign-
invested enterprises (FIEs) are very much restricted in 

operating in Europe, which is a clear demonstration of 
uneven treatment of European banks – the rules that 
hinder European banks from expanding in China are 
the following:

Direct financing through foreign shareholder loans 
is restricted through the foreign debt quota for FIEs. 

in foreign exchange has a term longer than one year 
or is currently consumed by any foreign loan in RMB. 
Once the foreign debt quota is consumed, it cannot 
be renewed under the current regulations.
Financing for FIEs, especially small and medium-
sizes enterprises within China, often depends on 
collaterals by guarantee of foreign banks or their 
parent companies. Since foreign guarantees to secure 

borrower’s net assets, the methods of local financing 
are also strongly limited, making it impossible for FIEs 
that have already used their foreign debt quota to 

Recommendation
Remove the long-term foreign debt quota and 

China.

2.4 Refrain from Introducing PBOC Loan Growth 
Quotas

Concern
Loan growth quotas have made business increasingly 
unpredictable for banks, with it resulting in some banks 
being unable to extend loans to clients.

Assessment
The PBOC’s greater reliance on ad hoc loan growth 
quotas, which started in January 2017, has become 
a great concern for the Banking and Securities 
Working Group, as it has made business increasingly 
unpredictable for banks, resulting in some banks being 
unable to extend loans to clients. Moreover, for some 
banks the monthly loan growth quota is set at zero, 
forcing them to forecast on a daily basis. 

Operating under severe constraints, banks are 
incentivised to give preferential treatment to their most 
important clients under this quota regime. However, 
this inevitably leads to long queues of corporate clients 
vying for access under the quotas. This situation is 
made even worse when a bank’s balance sheet and 
customer portfolio are relatively small and the portfolios 
are much less dynamic in terms of re-payments—as 
is the case for foreign banks—than those of domestic 
Chinese banks, which are much larger and more 

diversified than those of their Chinese peers, as their 
clients are mostly foreign companies with similar needs 
and loan patterns.

Recommendations
Allow for some leeway or provide exemptions from 
PBOC loan growth quotas in certain circumstances 
on the basis of established ‘know your customer 
procedures’, to verify that banks’ lending is in support 
of genuine economic activity.
Abolish the mechanism for loan growth quotas or set 
different quota categories that are linked to the size 
of banks’ balance sheets and the previous year’s 
loan growth rate.

2.5 Review Prudential Ratios

Concern

branches are treated as current liabilities, which 
unnecessarily reduces the liquidity ratio, as the current 
assets only cover short-term lending. 
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Assessment
The purpose of liquidity ratios is to ensure a bank’s 
ability to pay short-term obligations. To achieve this 
in an efficient manner, it is essential that the ratio 
captures actual solvency. It is international practice to 
compare assets and liabilities with the same tenor. In 
the absence of large retail customer deposits, foreign 
banks, especially smaller branches, rely on overseas 
intragroup funding, including long-term borrowing. 

Even handled under the long-term foreign debt quota 

from overseas branches is treated as current liability. 
This reduces the liquidity ratio in an unfair way, 
although no immediate demand for repayment is given. 
Additionally, no similar rules are imposed on Chinese 
banks operating in Europe.

Recommendation
Remove the net of long-term borrowings from current 
liabilities for overseas branches in order to compare 
assets and liabilities with the same tenor and ensure 
equal treatment for Chinese and foreign banks.

2.6 Address Funding Limitations in the China Foreign 
Exchange Trade System (CFETS) Interbank 
Market

Concern
Access to the CFETS interbank market is limited to two 
times the RMB capital of banks in China, which heavily 
impacts foreign bank branches, as these, by nature, 
have limited RMB capital in China.

Assessment
The two times capital restriction is preventing many 
foreign banks from more actively participating in this 
market. Lifting the restriction would result in a more 

all banks. 

Recommendation
Remove the two times capital limitation for all banks 
in China.

2.7 Allow Financial Institutions Flexibility in the 
Adaptation of their Local Set-up, Making it Possible 

Segments / Locations

Concern
While applying for a new licence is a long and complex 
process, the process of exiting some activities is even 
more complex and lacks clear rules, which results in 
financial institutions often being forced to continue 
providing banking services even though there is no 
more group support.

Assessment
Below are two areas where foreign market participants 
encounter problems in exiting: 

- After having obtained a licence for a branch in a local 
province, it is almost impossible to close it, even 
if after several years it has not become profitable. 
Financial institutions are expected to demonstrate 
to the province their long-term commitment and 
maintain an overly-large minimum set-up – usually 
around 10 people, including branch manager, deputy-

relationship managers.
- The same applies to new products or client segments. 

prohibited from selling some portfolio (client consent 
is required, and a tri-partite agreement needs to be 
signed), transferring some assets to other institutions, 
or ceasing some activities for which a licence had 
been obtained. 

Exit barriers—in addition to the other barriers mentioned 
here—are resulting in foreign institutions being 
considered non-performing in China and are reducing 
institutions’ risk appetite to explore opportunities in new 
locations, clients or products. 

To improve this situation, there should be comprehensive 
guidelines for selling or closing a business with a step-
by-step approach that takes into consideration the 
following:

A minimum investment period before the decision to 
restructure or close is possible. 
Restructuring branches with a very minimal set up 

Setting timelines for the government or regulators to 
organise it.
Two years’ trial period for sell down (better for the 
clients). 
Systematic authorisations after two years.
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Recommendation
Publish comprehensive, systematic guidelines for 
selling/closing a business.

2.8 Make it Easier for Subsidiaries and Branches of 
Foreign Banks to Issue RMB-denominated Bonds 
for Funding Purposes and to Help Their Clients 
Do So

Concern
Subsidiaries and branches of foreign banks face 
several problems associated with the issuance of RMB-
denominated debt instruments in China—be it their own 

their business.

Assessment
The market for RMB-denominated bonds can be divided 
into three distinct segments: onshore bonds issued 
by onshore (i.e. China-based) issuers, onshore bonds 
issued by offshore (i.e. foreign-based) issuers (the so-
called ‘panda bonds’), and bonds issued offshore (i.e. in 
third countries such as Singapore) by both onshore and 
offshore issuers (e.g. dim sum, Formosa or Lion City).35 

However, foreign banks face problems associated with 
the issuance of these types of debt securities depending 
on whether they are incorporated in China or operating 
as a branch. In this regard, the working group would like 

and panda bonds.

CNY bonds
While locally-incorporated foreign banks are legally 
allowed to issue debt securities and onshore asset-
backed securities (ABS) in the Chinese interbank bond 
market for funding purposes—as long as they can 
meet regulatory requirements and receive pre-approval 
from the CBIRC and the PBOC36&37—it is currently still 
impossible for foreign banks’ branches to do so. The 
idea behind issuing such a bond in China, is to have 
access to the local market in order to support activities 
in China.

35   Emerging Market Focus – Panda: from zero to a USD2trn market in ten years 
, Credit Agricole Corporate & Investment Bank, 3rd May 2016, 

viewed 24th June 2018. Please note that this was a non-public client note 
courtesy of Credit Agricole.

36    Foreign Bank Regulations, CBRC and the PBOC, 11th December 2006, viewed 
11th May 2018, <www.cbrc.gov.cn/chinese/home/docView/2855.html>

37   National Bond Market Issuance Regulations for Financial Bonds, CBRC and the 
PBOC, 1st June 2005, viewed 11th May 2018, <http://www.chinabond.com.cn/
Info/843356>

Furthermore, whereas locally-incorporated foreign 
banks are legally allowed to issue their own bonds for 
funding purposes in the Chinese interbank bond market, 
they cannot underwrite bonds issued by their clients. 

At present, only two locally-incorporated foreign 
banks are allowed to underwrite corporate bonds. 
However, even these two banks can only act as junior 
underwriters and cannot be appointed by their clients 
as the lead underwriter, i.e. they can only act under 
the global supervision of and in coordination with the 
Chinese bank or the Chinese security house company 
acting as the lead underwriter. As such, the Chinese 

Panda bonds
All foreign banks have the right to issue panda bonds, 
yet they have to present their balance sheet according 
to Chinese Generally Accepted Accounting Principles 
(GAAP) or Hong Kong GAAP.38 However, they report 
their balance sheets globally according to International 
Financial Reporting Standards (IFRS). In theory, the 
requirement to convert their balance sheet from IFRS 
to local GAAP in order to issue panda bonds makes 
it exceedingly burdensome and unattractive for them 
to do so. However, in practice this requirement is not 
an issue as qualifying banks can get a panda bond 

and thus not transparent. In this regard, it would be 
helpful for the development of China’s markets to have 
transparent regulations allowing foreign corporates 
and financial institutions willing to issue panda bonds 

International Accounting Standards GAAP (IAS GAAP).
In September 2015, the PBOC started drafting new 
rules, set to allow a greater variety of foreign issuers 
to sell bonds in Mainland China.39 It also stated that 
controls on the use of proceeds from the sales, 

In this regard, two foreign banks—Hong Kong-based 
subsidiaries of a UK bank and a Chinese bank—issued 
panda bonds in September 2015. However, these 

38    Interim Measures for the Issuance of RMB Bonds by International Development 
Institutions (2010 Revision) th 
September 2010, viewed 11th May 2018, <http://www.gov.cn/zwgk/2010-09/30/
content_1713915.htm>

39   China to issue new rules easing panda bonds restrictions – sources, Reuters, 
24th September 2015, viewed 28th June 2018, <http://de.reuters.com/article/
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GAAP already, in virtue of being based in Hong Kong. 
Similarly, a Russian aluminium producer listed in Hong 
Kong, issued panda bonds in February 2017, in order to 
use the funds to pursue opportunities related to the Belt 
and Road Initiative.40 

Furthermore, South Korea, a sovereign lender, issued 
a panda bond, and others may follow.41 Previously, 
only global development institutions, such as the 
International Finance Corp or the Asian Development 
Bank, had been allowed to issue RMB-denominated 

Sovereign and quasi-sovereign issuers of panda bonds 
benefit from a specific and distinct process compared 
to all the other foreign issuers and do not need to 
present their financial statements in Chinese or Hong 
Kong GAAP. They get a special approval in this regard, 
directly from the PBOC, and do not need approval from 

The working group believes that as long as foreign 
banks that are locally incorporated in China are not 
allowed to underwrite corporate bonds, and as long as 
foreign issuers continue to be required to publish their 
financials in accordance with Chinese or Hong Kong 
GAAP, the Chinese onshore interbank bond market will 
not attract a lot of foreign issuers and foreign investors 
and the panda bond will remain a side show.

Asset-back securities (ABS)
In the case of issuing an ABS, the commercial bank—
as the originator of the ABS—first has to obtain the 
qualification to issue different types of ABS from the 

subsequent ABS issuance. Similarly, the trustee of the 
ABS needs to obtain the approval of the PBOC and the 
CSRC for the issuance of an ABS in the interbank bond 
market. In addition, the originator can only securitise 
assets that comply with the PBOC’s requirements.42 

T+1 and T+2 settlement methods

40  More bond issuance underway to bankroll Belt and Road Initiative, China 
Daily, 12th May 2017, viewed 25th June 2018, <http://www.chinadaily.com.cn/
business/2017-05/12/content_29322870.htm>

41   
Times, 9th April 2016, viewed 25th June 2018, <http://www.ft.com/intl/cms/s/0/

42  Financial Institutions, Credit Asset Securitisation Pilot Supervision and 
Management Measures, CBRC and the PBOC, 2005, viewed 11th June 2018, 
<http://www.cbrc.gov.cn/chinese/home/docDOC_ReadView/1723.html>

There is a difference in the settlement methodologies 
used by European and Chinese banks. China settles 
transactions on the following week day—the so-called 
‘T+1’ method of settlement—whereas the international 
standard is ‘T+2’.

Recommendations
Simplify the procedures for foreign banks to issue 
RMB-denominated bonds, i.e. panda bonds, so-

Authorise foreign banks to underwrite corporate 
bonds issued in the interbank bond market.
Allow foreign corporations and financial institutions 
willing to issue panda bonds to do so,  based on their 
international credit rating.
Allow foreign financial institutions issuing panda 
bonds to pass on the proceeds to their local entities 
without utilising the local foreign entity’s foreign debt 
quota.

3. Allow for the Development of the Shanghai 
Clearinghouse as a Qualifying Central 
Counterparty (QCCP)

Concern
The pace of development of the Shanghai clearinghouse 
is still slow and the competent Chinese authorities 
need to do more to facilitate its internationalisation and 
recognition by international regulators.

Assessment
There is currently a dedicated team at the PBOC trying 
to ensure that the Shanghai clearinghouse is recognised 
internationally—particularly by China’s international 
trading partners, such as the EU’s European Securities 
and Markets Authority (ESMA) and the US’ Commodity 
Futures Trading Commission (CFTC)—as a QCCP, 
i.e. an entity that has a licence to function as a central 
counterparty (CCP) and has the permission to clear 
products offered in this regard.43 

According to the Bank for International Settlements 
(BIS), extending such a licence is “subject to the 
provision that the CCP is based and prudentially 
supervised in a jurisdiction where the relevant regulator/
overseer has established, and publicly indicated that 

43   Capital requirements for bank exposures to central counterparties, Bank for 
International Settlements, July 2012, viewed 11th May 2018, <http://www.bis.
org/publ/bcbs227.pdf>
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it applies to the CCP on an ongoing basis, which are 
domestic rules and regulations that are consistent with 
the Principles for Financial Market Infrastructures44 of 
the Committee on Payment and Settlement Systems 
and the Technical Committee of the International 
Organization of Securities Commissions.”45 

In order for the Shanghai clearinghouse to be regarded 
as a QCCP by the ESMA, it has to be recognised as 
complying with the rules laid down in the European 
Market Infrastructure Regulation (EMIR).46 The PBOC 
is apparently planning to submit separate applications 
for recognition as a QCCP to the ESMA and the CFTC. 
However, a host of issues still needs to be addressed if 
this endeavour is to be successful. 

Currently, the only mandated items the Shanghai 
clearinghouse can deal with are interest rate swaps. 
The PBOC should allow for more products such as 
foreign exchange options and other derivatives to be 
cleared in Shanghai. 

Other issues, such as the introduction of a functioning 
bankruptcy law, and the political will to actually let 
companies go into bankruptcy, will also need to be dealt 
with. However, this is outside the PBOC’s reach.

Recommendations
Continue with the development of the Shanghai 
clearinghouse as an internationally recognised 
QCCP.
Improve the regulations of the Shanghai clearinghouse 
in line with the EU’s EMIR, as espoused by the ESMA.

4. Limit the Requirements for Banks to Move 
Information Technology (IT) Onshore, 
and Prevent the Implementation of 
Regulations Referring to IT Security and 
Controllability that Require Banks to 
Purchase Chinese Domestic Technology

Concern
The ongoing efforts of the CBIRC to mandate banks 
to move their IT onshore, as well as the potential 

44  Principles for financial market infrastructures, Technical Committee of the 
International Organization of Securities Commissions and Bank for International 
Settlements, April 2012, viewed 11th May 2018, <http://www.bis.org/cpmi/publ/
d101a.pdf>

45  Capital requirements for bank exposures to central counterparties, Bank for 
International Settlements, July 2012, viewed 11th May 2018, <http://www.bis.
org/publ/bcbs227.pdf>

46   Derivatives /EMIR, European Commission, 2018, viewed 11th May 2018, <http://

issues with new laws and regulations, such as the 
Cybersecurity Law, serve to significantly increase 
foreign banks’ operational risks and associated costs.

Assessment
European banks continue to encounter a host of 
problems within the Chinese regulatory environment 
with regard to their IT systems, including requirements 
on data localisation, restrictions on cross-border data 
transfer and the mandated procurement of specific IT 
products.

Many of these issues are related to the 1st June 2017 
introduction of the Cybersecurity Law and associated 
legislation such as the Measures on the Security 
Review of Network Products and Service, issued by 
the Cyberspace Administration of China (CAC) in 
May 2017, or the draft Administrative Measures on 
the Security Assessment of the Overseas Transfer of 
Personal Information and Important Data issued on 
11th April 2017. They are of concern to the Banking 
and Securities Working Group. Communication by 
the authorities regarding the effort to implement the 
Cybersecurity Law in the banking sector has not been 
very clear. For more information, please refer to the 
Cybersecurity Position Paper.

Localisation of IT
While certain requirements to localise both operations 
and parts of a bank’s critical IT infrastructure (e.g. 
databases and servers) within the jurisdiction of 
the country in which the bank is operating are the 
international norm, China is the only large country that 
asks banks to localise all of their IT.

Changing one’s IT infrastructure would be extremely 
disruptive to banks’ global IT systems integration 
and incur high switching costs. Furthermore, the 
requirements to report every IT glitch or other incident 
to the CBRC are burdensome. 

Regulations regarding the procurement of IT
Concerns about IT procurement are related to the 
network security screening regime as proposed by 
the CAC in May 2014, which emphasises the security 
and controllability of products and services used for 
government procurement and critical industries “related 
to national security”.47 This regime is also mentioned 

47   For more information, please see Key Recommendation 1 of the Cybersecurity 
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prominently in the Cybersecurity Law, which came into 
force on 1st June 2017.

This comes on the back of concerns about a supposed 
regime to govern the procurement of IT products in the 
banking sector, as per the Guidelines for Promoting the 
Application of Secure and Controllable IT in Banking 

(CBRC Guidelines) and its annex, 
the 

, 
dated December 2014.48 While the initial introduction of 
the latter was halted in April 2015,49 the working group 
is continually monitoring this situation. 

The working group is concerned about Chinese regulators 
mandating the adoption of particular IT systems for 

adopted systems would likely not be interoperable with 
their proprietary in-house IT systems, thus effectively 
creating a rift between their China-based and their 
global IT infrastructure. This would incur significant 
costs, not only for foreign banks, but also for Chinese 
banks expanding internationally. 

Recommendations
Refrain from mandating banks to localise their entire IT 
by moving it to China and align any such requirements 
with international norms.
Engage in timely consultation with both banks and 
IT providers on any revision of the CBRC Guidelines 
and incorporate their comments.
Refrain from mandating banks to use specific IT 
systems that would risk disrupting the integration 
of their China-based operations into their global 

5. Refrain from the Introduction of Quotas 
and Window Guidance by the SAFE

Concern
Approvals on cross-border payments by the SAFE—
often given through window guidance—are highly 
disruptive to the day-to-day operations of European 
banks and companies alike, an issue that became 

48  , European Union Chamber of 
Commerce in China, 2015, viewed 17th June 2018, <http://www.europeanchamber.
com.cn/en/publications-archive/369/Information_Security_Posit ion_
Paper_2015_2016>

49  , European Union Chamber of 
Commerce in China, 2016, viewed 11th May 2018, <http://www.europeanchamber.
com.cn/en/publications-archive/449/Banking_and_Securities_Working_Group_
Position_Paper_2016_2017>

particularly pronounced in late 2016.

Assessment
The issue of window guidance by the SAFE was 
prevalent from June 2016 to April 2017. It became more 

started requiring banks to apply for its approval for 
any cross-border payment, such as the remittance of 
dividends, the repayment of foreign shareholder-loans—
if either of these items amount to over USD 5 million or 
the equivalent amount in Chinese currency—as well as 
on contributions to an offshore cash-pooling facility, for 
which the stipulated threshold was reduced to 30 per 
cent of the company’s equity value. In late December 
2016, stipulated inflow/outflow quotas required a 

These developments were troubling, as the working 
group had not seen any dividend payments stopped or 
delayed since 2001. 

While the situation became more relaxed in April 2017, 
the working group remains vigilant and is concerned 
that regulatory agencies may resort to adopting the 
same window guidance approach again. 

Most European companies need to transfer money 
out of China for perfectly legitimate reasons, including 
the scheduled payment of dividends, the repayment 
of foreign loans, or contributions to cross-border cash 
pools that banks and companies use to optimise their 
liquidity management. By restricting these activities, this 
also limits the avenues for both foreign and Chinese 

to mitigate their currency risks.

Recommendations
Refrain from introducing quotas and continuing the 
practice of window guidance by the SAFE.
Consider the disruptive effect of window guidance 
cases that have already taken place and withdraw 
them.
Promulgate all regulations clearly in writing and 
make them public.
Allow foreign banks to continue borrowing from 
overseas and swap into RMB to support onshore 
RMB loan portfolio growth and for RMB liquidity 
management purposes.
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Abbreviations
ABS  Asset-backed Security
BIS  Bank for International Settlements
BOC  Bank of China
CAI  Comprehensive Agreement  on   
  Investment
CBRC  China Banking Regulatory Commission
CBIRC  China Banking and Insurance Regulatory  
  Commission
CCP  Central Counterparty
CDB  China Development Bank
CFETS  China Foreign Exchange Trade System
CFTC  Commodity Futures Trading Commission
CGB  Chinese Government Bonds
CIRC  China Insurance Regulatory Commission

CPSS  Committee on Payment and Settlement  
  Systems
CSRC  China Securities Regulatory Commission
EMIR  European Market Infrastructure   
  Regulation
ESMA  European Securities and Markets   
  Authority
FDI  Foreign Direct Investment

FSDC   Financial Stability and Development  
  Commission
GAAP  Generally Accepted Accounting Principles
IAS   International Accounting Standards   
ICBC  Industrial and Commercial Bank of China
IFRS  International Financial Reporting   
  Standards
IT  Information Technology
JV  Joint Venture
MIIT  Ministry of Industry and Information   
  Technology
MOF  Ministry of Finance

  Institutional Investors

  Commission
OECD  Organisation for Economic Co-operation  
  and Development
OTC  Over the Counter
PBOC  People’s Bank of China 
PD  Primary Dealer
QCCP  Qualifying Central Counterparty
RMB  Renminbi

SAFE  State Administration of Foreign Exchange
SAT  State Administration of Taxation
SJV  Securities Joint Venture
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Consumer Finance and Non-banking Financial 
Institutions Working Group

Key Recommendations
1. Funding

1.1. Increase the Number of Funding Channels Available to Capitalise Consumer Finance 
Companies (CFCs)

Allow CFCs to issue asset-backed securities on securities markets and explicitly allow CFCs 

Stipulate clearly in the relevant regulations on CFCs that they are allowed to borrow from both 
domestic and international institutions. 

1.2. Allow Auto Finance Companies (AFCs) to Take Deposits from their Non-fully-owned 

Revise the current AFC rules to allow wholly foreign-owned AFCs to take deposits from their 
Chinese joint ventures.

2. Align all CFC and AFC Branch Registration Requirements Set Forth by 
Different Regulatory Bodies

Introduce a clear and aligned regulatory framework from the China Banking and Insurance 
Regulatory Commission and local Administrations of Industry and Commerce related to the branch 
registration of AFCs and CFCs.

3. Provide a Clear Mechanism for CFCs to Sell 90-Plus-Days Delinquent Assets 
(and Other Bad Assets) in Larger Batches to Asset Management Companies 

Relax restrictions on batch transfers of bad consumer loans.

Allow the opening up of the primary bad assets market to more participants.

4. Allow Capital Injection with Intangible Assets  
Allow CFCs to make capital contributions in cash or in kind, such as intellectual property, land use 
rights and other non-cash properties, which can be valuated and transferred in accordance with 
the law. 

5. Allow Yin Jan Fa [2018] No. 7 to Apply to CFCs and AFCs 

reserves and provision coverage requirements as banking institutions, as per 

6. Lower the Capital Adequacy Ratio (CAR) Requirement Placed on AFCs in a 
Macro Prudential Assessment (MPA)
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Lower the MPA-CAR requirement for AFCs by increasing the corresponding tolerance scale.

7. Allow Foreign-invested Enterprises (FIEs) Access to the Credit Information 
Market on an Equal Footing with Domestic-invested Entities 

Provide further clarity on whether FIEs are allowed to operate as ‘credit reporting agencies’ and on 
the regulations and procedures for FIEs to enter into business.

Clarify if other consumer credit bureau licensing applications (similar to the Baihang application) may 
be presented to the People’s Bank of China and if FIEs may be eligible for such licensing.
Enable third parties to access alternative datasets and the traditional banking credit information 
database to carry out scoring analysis.
Clarify regulations that apply to the permitted business scope of credit investigation and rating 
services as per the
Clarify ownership parameters that apply to the business scope of credit investigation and rating 
services. 
Clarify the credit reporting regulation framework and ensure that international players face healthy 

8. Implement Homogeneous Regulation of the Cash Loan Market  

Introduction to the Working Group
Consumer credit makes it possible for consumers to 
buy products before they have saved the full amount of 
money required. As such it helps stimulate economic 
growth as it leads to higher consumption. In China, 
consumer credit still has great potential to grow and 
play an instrumental role in China’s shift from an export-
orientated model to one based more on domestic 
consumption. Regulated by the China Banking and 
Insurance Regulatory Commission (CBIRC), consumer 

provide consumption-purpose loans, excluding car loans 

The development of the consumer finance industry is 
vital for improving the consumption structure of Chinese 
citizens, for promoting quality consumption and for 
helping to realise the ‘Chinese dream’.1 Increasing the 
scale of consumer credit and stimulation of consumer 
demand can be a catalyst for stabilising Chinese 
economic growth in the era of the so-called ‘new 
normal’. 

1 The ‘Chinese dream’ refers to China’s collective efforts towards building a 
moderately prosperous society and realising national rejuvenation. 

The social benefits of consumer finance products 
include the following: 

They help customers make purchases they could not 
otherwise afford, allowing them to pay the amount 
back in affordable instalments.
They give customers easier access to durable 
goods, improving their standard of living.
The demand for goods is increased and the economy 
is stimulated as a whole. 

loan repayment.  

2008. It includes leading European consumer finance 
specialists who operate consumer finance companies 
(CFCs), auto finance companies (AFCs), small loan 
companies and other entities engaged in consumer 
finance services in cooperation with third parties (e.g. 
guarantee companies) in China. The establishment 
of this working group is a reflection of the importance 

China, its relevance to the State Council’s major policy 
objectives and the attention European players pay to 
this agenda.
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Recent Developments
On 13th

announced that the CBIRC would replace the China 
Banking Regulatory Commission (CBRC) and the 
China Insurance Regulatory Commission.2 On 8th April 
2018, the CBIRC was formally listed.3 The notice on the 
merger of these two regulatory bodies mentioned that 
the purpose was to deepen reform, clarify regulatory 
objectives and prevent financial risks. The working 
group believes that such a move should increase 
efficiency and tighten governmental control and 
supervision. 

Consumer finance has become a part of China’s 
economic system and is an important catalyst in 
promoting China’s transition to a consumption-driven 
economy, rather than relying purely on investments 
and exports. It helps to meet consumers’ consumption 
needs, promotes the upgrading of consumption, 
increases consumption awareness and boosts the 
economy overall.4  

During the ‘Two Sessions’ in 2018,5 Premier Li Keqiang 
mentioned in his Government Work Report that China 
will “vigorously expand consumption and promote 
effective investment”. It is expected that consumer 

next few years. 

year-on-year rise of 30 per cent,” according to Zeng 

Development Laboratory.6

According to Research on China’s Consumer Credit 
customers of consumer credit services 

2 China unveils cabinet restructuring plan, China Daily, 14th March 2018, 
viewed 28th Apri l  2018, <http://www.chinadaily.com.cn/a/201803/14/
WS5aa7ffd3a3106e7dcc141675.html>

3 
and Insurance Regulatory Commission, CBIRC, 8th April 2018, viewed 28th April 
2018, <http://www.cbrc.gov.cn/chinese/newShouDoc/EB7840D7EA7344CEBFA
D044E5CDE33DA.html>

4 China will have more consumption finance unicorns, eeo.com.cn, 27th March 
2018, viewed 7th April 2018, <http://www.eeo.com.cn/2018/0327/325431.shtml> 

5 The Two Sessions refers to the annual plenary sessions of the national 
People's Congress and the national committee of the Chinese People's Political 
Consultative Conference.

6 How will consumer finance industry cross the threshold of 100 billion CNY? 
Scxxb.com, 29th March 2018, viewed 7th April 2018, <http://www.scxxb.com.cn/
html/2018/jjsh_0329/482831.html>

mainly consist of people between the ages of 18–29, 
are highly educated and receive what is considered a 
low income (70 per cent of them have a monthly income 

credit service, they consider the companies’ scale, their 
business transparency level, their degree of compliance 
and convenience. Statistics show that consumers 
are becoming increasingly open to consumer credit 
services7 (see the chart on the next page).

Experience has shown that companies that register 
early and develop along government lines are the ones 
with the best performance. This results from innovating 

systems and improving product design and customer 
experience. 

will continue, but it is expected to slow down moderately 
in the short term due to stricter regulations.8 Meanwhile, 
the whole industry faces increased competition from 
banks and a loss of funding, which drives up the cost of 

Updates on ‘Cash Loan’ Businesses
A new business pattern developed with the advent of 
the Internet, as ‘cash loans’ are now playing a large 
role in meeting the normal credit needs of certain social 

social risks. In order to deal with this situation, in 2017, 
the relevant authorities issued several documents to 
strengthen regulations on the cash loan market:

On 7th April 2017, the CBRC released the Guiding 
Opinions on Risk Prevention and Control of the 
Banking Sector, which continually improves the risk 
management of peer-to-peer (P2P) platforms and 

as well.9 

7 China Will Have More Consumption Finance Unicorns, eeo.com.cn, 27th March 
2018, viewed 7th April 2018, <http://www.eeo.com.cn/2018/0327/325431.shtml>

8 Two Tendencies of Consumer Finance Industry 2018, Science.China.com, 23rd 

March 2018, viewed 7th April 2018, <http://science.china.com.cn/2018-03/23/
content_40262565.htm>

9 Guiding Opinions on Risk Prevention and Control of the Banking Sector, CBRC, 
7th April 2017, viewed 7th April 2018, <http://www.cbrc.gov.cn/chinese/home/docV
iew/717B009106CB42BBBD9D6422BD67DC29.html>　
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10,11&12

10 sohu, 11th January 2018, viewed 17th April 2018, <http://www.sohu.com/a/216074230_740270>.　
11 sohu, 25th July 2018, viewed 12th April 2018, <http://www.sohu.com/

a/159802863_234429>　
12  CBRC, 25th December 2017, viewed 28th April 2018, <http://www.cbrc.gov.

cn/chinese/home/docView/xzxk_2FEF4FC723A943F39913D3D6A82C1250.html>　

Company Registered Capital Time of acquiring license Location

1
Bank of China Consumer Finance Co, 

Ltd
0.5 6.1.2010 Shanghai

2
Bank of Beijing Consumer Finance 

Co, Ltd
0.3 6.1.2010 Beijing

3
Sichuan Jincheng Consumer 

Finance Co, Ltd
0.32 6.1.2010 Chengdu

4 Home Credit 8 12.2.2010 Tianjin

5
Merchants Union Consumer Finance 

Co, Ltd
2 28.8.2014 Shenzhen

6 Industrial Consumer Finance Co, Ltd 0.3 14.10.2014 Quanzhou

7 Haier Consumer Finance Co, Ltd 0.5 3.12.2014 Qingdao

8 Suning Consumer Finance Co, Ltd 0.3 11.12.2014

9 Hubei Consumer Finance Co, Ltd 0.3 16.12.2014 Wuhan

10
Mashang Consumer Finance Co, 

Ltd
0.3 30.12.2014 Chongqing

11 PSBC Consumer Finance Co, Ltd 1 1.6.2015 Guangzhou

12
Bank of Hangzhou Consumer 

Finance Co, Ltd
0.5 7.7.2015 Hangzhou

13 Huarong Consumer Finance Co, Ltd 0.6 23.10.2015 Hefei

14 Jinshang Consumer Finance Co, Ltd 0.5 24.2.2016 Taiyuan

15 Shengjing Bank Consumer Finance 0.3 24.2.2016 Shenyang

16
Shaanxi Changyin Consumer 

Finance Co, Ltd
0.36 16.6.2016 Xi'an

17
Harbin Bank Consumer Finance Co, 

Ltd
0.5 13.9.2016 Harbin

18
Shanghai ShangCheng Consumer 

Finance Corporation Ltd
1 25.11.2016 Shanghai

19
Finance Corporation Ltd 

0.5 19.12.2016 Zhengzhou

20 0.3 21.12.2016 Baotou

21
Hunan Changyin 58 Consumer 

Finance Corporation Ltd
0.3 27.12.2016 Changsha

22
Hebei Happy Consumer Finance 

Co, Ltd
0.3 13.8.2017 Shijiazhuang

23 1 9.1.2017 Zhuhai

24 Jin Mei Xin Xiamen 0.5 5.5.2018 Xiamen
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On 14th

for the Special Campaign against Peer-to-Peer 
Lending Risks issued the Notice on Carrying out the 

, 
along with its supplementary explanation.13  
On 23rd August 2017, the General Office of the 
CBRC released the Guidelines for the Disclosure 
of Information on the Business Activities of Online 
Lending Information Intermediary Institutions, which 
established the ‘1+3’ regulatory framework of the 

internet loan industry.14 

‘1+3’ regulatory framework of the internet 
loan industry15 

On 21st

Group for the Special Campaign against Internet 
Financial Risks released the Notice on Immediately 
Suspending Approving Internet  Smal l  Loan 
Companies (Notice) 16 The Notice bans authorities 
at all levels from approving internet small-loan 
companies, the main providers of cash loans, and 
from approving small-loan companies from carrying 

13
zxcs.org, 21st April 2017, viewed 7th April 2018, <http://www.zxcs.org/html/2017-
04-21/10198.html>　

14 Guidelines for the Disclosure of Information on the Business Activities of Online 
Lending Information Intermediary Institutions, CBRC, 23rd August 2017, viewed 
7th April 2018, <http://www.cbrc.gov.cn/govView_C8D68D4C980A4410B9F4E21
BA593B4F2.html>　

15  CBRC, 25th 
August 2017, viewed 7th April 2018, <http://www.cbrc.gov.cn/chinese/home/
docView/DEAF23AEBF564ABEB8479FEA4E25F185.html >　

16 Notice of the Office of the Leading Group for the Special Campaign against 
Internet Financial Risks on Immediately Suspending Approving Internet Small 
Loan Companies, China.cnr.cn, 21st th April 2018, 
<http://china.cnr.cn/yaowen/20171202/t20171202_524047135.shtml>

Title
Effective 

date

1

Interim Measures for the 
Administration of the Business 

Activities of Online Lending 
Information Intermediary Institutions

24.8.2016

2

Guidelines for the Online Lending 
Fund Depository Business

22.2.2017

Guidelines for the Disclosure 
of Information on the Business 

Activities of Online Lending 
Information Intermediary Institutions

23.8.2017

Guidelines for the Administration of 
Recordation Registration of Online 
Lending Information Intermediary 

Institutions

30.11.2017

out trans-provincial small loan business. 

On 1st December 2017, the Office of the Leading 
Group for the Special Campaign against Internet 
Financial Risks and the Office of the Leading 
Group for the Special Campaign against Peer-to-
peer Lending Risks jointly released the Notice on 

Business, specifying the principles of carrying out 
cash loan business and implementing pertinent 
clearance and rectification measures.17 It provides 
comprehensive guidance for regulat ing and 
rectifying cash loan business in the following six 
areas: implementation principles, internet small 
loan clearance and rectification, regulating banking 

online lending information intermediary institutions, 
intensifying disposal efforts toward illegal acts and 
paying attention to implementation. 

 
On 7th

of the CBRC issued the Letter on Forwarding the 
Notice on the Regulation and Rectification of the 
‘Cash Loan’ Business,18 requiring local offices 
to regulate and rectify the cash loan business of 

Before its issuance, there were four sources of 
cash loan business: internet small loan companies, 
banking financial institutions, P2P Internet loan 
information intermediary institutions and CFCs. In 
fact, the People’s Bank of China (PBOC) and the 
CBRC referenced how the rapid development of 
the cash-loan industry had created problems, such 
as overlending, repeated borrowing, improper debt 
collection, abnormally high interest rates and privacy 
violations. These concerns were escalated with the 
high-profile initial public offerings of several major 
Chinese micro-loan and P2P lenders in the United 
States. Moreover, there were reports that some 
of these microloans were channelled through the 
property market, contributing to the soaring house 
prices.19

17 Notice on the Regulation and Rectification of the “Cash Loan” Business, 
p2pfy, 3rd December 2017, viewed 7th April 2018, <http://www.p2pfy.
com/20171203/3383.html> 

18
Loan” Business, sohu, 15th December 2017, viewed 7th April 2018, <http://www.
sohu.com/a/210772303_726972>

19 Microlenders Choose Flight over Fight, Caixin, 7th December 2017, viewed 28th 
April 2018, <https://www.caixinglobal.com/2017-12-07/microlenders-choose-
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These developments led to many P2P companies 
exiting the market and have forced small companies 
to transform their businesses in order to be compliant, 
particularly when seeking a new CFC licence. The 
interest cap constitutes another example of regulatory 
development which has greatly impacted consumer 

should be a dialogue between the regulator and market 
participants to develop a regulatory framework that 
adjusts the charged interest based on a CFC's clearly- 

Key Recommendations
1. Funding
1.1 Increase the Number of Funding Channels 

Available to CFCs

Concern
Despite the fact that funding has a major impact on the 
daily operations of CFCs', access to funding currently 

different players when it comes to the availability of 
funding channels. 

Assessment
From a prudential regulatory viewpoint, it is important 

strategy with strong asset/liability management. 

The working group recommends that CFCs be permitted 

from institutional investors by way of issuing large-

same system that was introduced for commercial banks.

The only purpose of CFCs’ deposit taking and issuance 
of LDCDs should be to attract direct funds that they can 
use as a source of liquidity for disbursing consumer 
loans to customers. CFCs should not be given a variety 
of options on how to use these attracted funds, instead, 
they should be explicitly restricted to using them only for 

Large-sum deposits taken by CFCs under LDCDs 
should also receive deposit insurance according to the 
current regulations.

Asset-backed Securities (ABS) Market
Compared to other consumer finance loan providers, 

platform20 or on the securities market. There is no 
explicit regulation that prohibits CFCs from issuing 
ABS on these markets, however, the CBIRC's view on 

borrower of a consumer loan needs to re-sign the 
contract with the new investor. This is the requirement 
for credit asset transfers according to item 6 of the 
Notice of the China Banking Regulatory Commission on 
Further Regulating the Credit Asset Transfer Business 
of Banking Financial Institutions (
102)  However, the working group considers this a 

each borrower re-signs the consumer loan contract, 
which is practically impossible considering the nature 

 and would be 

The working group encourages the authorities to allow 
CFCs to issue ABS on the securities market and to 

a beneficiary rights transfer instead of a credit asset 
transfer.

Borrowing from Overseas Financial Institutions
The former CBRC's Administrative Measures on the 
Pilot Programme for Consumer Finance Companies 

of consumer finance companies and stipulates that 
CFCs are only allowed to borrow money from domestic 
institutions. At the same time, there is no restriction on 
such activities from the State Administration of Foreign 
Exchange (SAFE). Also, other market players (e.g. 
financial leasing companies and AFCs) are allowed 
to enjoy overseas sources of funding. There does 
not seem to be any substantial reason for denying 
the same right to CFCs, which by now have become 
well established and experienced players in China’s 
domestic funding market.

As an addi t ional  measure to improve funding 
opportunities for CFCs, and to enable those with main 
shareholders overseas to fully utilise the negotiating 
strength of their parent groups with international 

20
centre.　
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lenders, the working group proposes that CFCs be 

This will also further remove some differences in 

respect to overseas borrowing.

Recommendations

million and above from institutional investors) by way 
of issuing LDCDs.
Allow CFCs to issue ABS on securities markets and 

considering the nature of the consumer finance 
business. 
Stipulate clearly in the relevant regulations on CFCs 
that they are allowed to borrow from both domestic 
and international institutions. 

1.2 Allow AFCs to Take Deposits from their Non-

Concern
According to prevailing rules, AFCs are only allowed to 

the same group, whereas group finance companies—
the main competitors of AFCs—are not restricted in the 
same way.

Assessment
The current rules hinder AFCs from taking deposits 
from their joint venture (JV) partners in which they hold 
equity. This has resulted in wholly foreign-owned AFCs 
being treated unfairly when compared to their Chinese 
partners, especially in terms of equal access to JV 
liquidity.

Recommendation
Revise the current AFC rules to allow wholly foreign-
owned AFCs to take deposits from their Chinese 
JVs.

2. Align all CFC and AFC Branch Registration 
Requirements Set Forth by Different 
Regulatory Bodies 

Concern
Although it is now necessary for CFCs to establish 
regional functional administrative branches, there are 

no detailed practical implementation measures for how 
this should be done.

Assessment
Due to recent industry developments, an increasing 
number of CFCs find themselves having to establish 
regional administrative branches to locate supporting 
functions, such as customer service centres. 

Article 13 of the Interim Measures for Administration 
of Consumer Finance Companies, revised and issued 
by the then CBRC in 2013, states the following: “A 
consumer finance company may establish branches 
in light of its business development needs, but subject 
to approval of the CBRC. The specific criteria for the 
establishment of branches will be prescribed by the 
CBRC separately.”21 At the same time, the CBIRC 
grants national licences for CFCs, and there are no 
geographical limitations to where CFCs may operate 
consumer f inance businesses. Therefore, both 
regulators—the CBIRC as the licensing body and the 
Administration of Industry and Commerce (AIC) as the 
registration body—should reach an agreement on the 
mechanism for CFCs’ local business registration.

However, such branches should be established 
according to CFCs’ own needs and this suggestion 
does not mean that CFCs have branches in all locations 
where points-of-sales (POSs) are. It is important 
to emphasise that branches are needed for purely 
managerial purposes (e.g. to locate telesales staff), but 
not to carry out POS business, and registering local 
branches should not become a precondition to carry out 

Recommendation
Introduce a clear and aligned regulatory framework 
(from the CBIRC and the local AICs) related to the 
branch registration of AFCs and CFCs.

3. Provide a Clear Mechanism for CFCs to 
Sell 90-Plus-Days Delinquent Assets (and 
Other Bad Assets) in Larger Batches to 
Asset Management Companies (AMCs) 

Concern
According to current regulations, CFCs can only 

21 Interim Measures for Administration of Consumer Finance Companies, CBRC, 
2013, viewed 17th April 2018, <http://www.cbrc.gov.cn/chinese/home/docView/93
BDC11D2846408CAB26E6FD615DEE4B.html>



Consumer Finance and Non-banking Financial Institutions Working Group

Se
ct

io
n 

Fi
ve

: F
in

an
ci

al
 S

er
vi

ce
s

358 $

sell bad debt in batches of three loans or less—
which is inconvenient and impractical considering 
the large number of individual loans in a consumer 

AMCs or locally-recognised AMCs. 

Assessment
CFCs’ business is essentially about granting small ticket 
loans to multiple individual borrowers. Considering this, 

the Administrative Measures on Non-Performing Batch 
Transferral of Financial Enterprises,22 are aimed mainly 
at preventing the loss of state-owned assets and do 
not cover foreign-funded financial enterprises. It is 
recommended that the Administrative Measures on 
Non-Performing Assets Batch Transferral of Financial 
Enterprises
enterprises. Additionally, current regulations do not 

company other than financial AMCs and local assets 
management companies. However, in the working 

Recommendations
Relax restrictions on batch transfers of bad consumer 
loans.

Allow the opening up of the primary bad assets 
market to more participants.

4. Allow Capital Injection with Intangible 
Assets  

Concern
Currently, intangible non-monetary assets, such as 
trademark rights, do not count as capital contributions 
to the registered capital of CFCs.  

Assessment
The Company Law stipulates that “shareholders may 
make capital contribution in cash or in kind such as 
intellectual property, land use rights and other non-
cash properties, which can be valuated and transferred 

22 Administrative Measures on Non-Performing Assets Batch Transferring of 
Financial Enterprises, the Ministry of Finance and the CBRC, 18th January 2012, 
viewed 3rd May 2018, <http://www.waizi.org.cn/law/19744.html>

in accordance with the law, except for properties 
prohibited by laws and administrative regulations 
to be used for capital contribution”.23 However, the 
Administrative Measures on the Pilot Programme for 
Consumer Finance Companies stipulates that “the 
registered capital of a consumer finance company 
shall be one-off paid-up capital’’,24 which rules out the 
possibility of any other property being recognised as a 
capital investment source.  

The working group believes that should the laws and 
regulations allow intangible assets to be recognised 
as an investment method, CFCs’ shareholders would 
be allowed to inject more capital, aside from cash, 
benefiting companies’ operational and compliance 
requirements. 

Recommendation
Allow CFCs to make capital contributions in cash 
or in kind, such as intellectual property, land use 
rights and other non-cash properties, which can be 
valuated and transferred in accordance with the law. 

5. Allow Yin Jan Fa [2018] No. 7 to Apply to 
CFCs and AFCs 

Concern
Following the most recent regulatory developments for 

should be allowed the same opportunity as commercial 
banks to release more funds for business purposes 
through loan loss reserves and adjustments to provision 
coverage. 

Assessment
On 28th February 2018, the CBRC issued the Notice 
Regarding the Adjustment of Regulatory Requirements 
on Commercial Banks’ Loan Loss Reserves (Yin Jian 

) 25 According to the notice, provision 
coverage may be dropped from 150 per cent to 
somewhere ranging from 120 to 150 per cent, and 
loan loss reserves from 2.5 to 1.5 per cent for banking 
institutions that meet certain regulatory indicators, such 

23 Company Law of the People's Republic of China, OpenLaw.cn, 28th December 
2013, viewed 3rd May 2018, <http://openlaw.cn/law/891905ddcc67490b998def44
c87a1bc0>

24 Administrative Measures on the Pilot Programme for Consumer Finance 
Companies, CBRC, 14th rd May 2018, <http://www.
cbrc.gov.cn/govView_BF43063613224B3D95891FF396CF0570.html>

25 Notice on Adjusting Supervision Requirements for Loan Losses of Commercial 
 banklaw.com.cn, 28th February 2018, viewed 

4th May 2018, <http://www.banklaw.com.cn/smartrule/Web/portal/index.jsp?c=20
&id=77d053ae4801d7741a8ec765882a1cf187bb>
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as loans classification accuracy, initiative for handling 

This regulatory adjustment is expected to have a very 
positive impact on commercial banks that qualify, as 

funds for actual business transactions and has a 

Similar to commercial banks, CFCs and AFCs contribute 
26 and the upgrading of 

consumption, as well as the implementation of prudent 
bad asset management policy. Therefore the working 
group recommends they receive similar regulatory 
treatment as banks. 

Recommendation

the same loan loss reserves and provision coverage 
requirements as banking institutions, as per Yin Jian 

. 

6. Lower the Capital Adequacy Ratio 
(CAR) Requirement Placed on AFCs in 
a Macro Prudential Assessment (MPA)

Concern
The MPA imposes stricter loan growth restrictions and 
higher CAR requirements on AFCs, which undermines 
AFCs’ capability to serve car buyers, dealers and 
manufacturers.

Assessment
The MPA—a comprehensive regulatory assessment 
index system with 14 key indicators covering several 
areas, such as capital and leverage, asset and liability, 
l iquidity, and credit policy implementation—was 
introduced by the PBOC in 2016. MPAs are applied to 
commercial banks, rural banks, financial companies, 

China’s auto finance industry witnessed an annual 

years, which is significantly higher than commercial 
banks’ 13 per cent. In this regard, the auto finance 

26 Affordable financial services and products for low-income people and micro, 
small and medium companies.

by its current penetration rate of approximately 35–40 
per cent in China compared to 60–80 per cent in 
developed countries. Although there is some slight 
differentiation in the assessment, depending on the type 
of financial institution, it still does not fully reflect the 

Considering the potential positive effects of auto 
financing on upgrading domestic consumption and 
supporting the automotive industry, such restrictions 
may undermine the potential of AFCs to serve the real 
economy.

By the end of 2017, the stock value of automotive 
loans by AFCs accounted for approximately 0.7 per 
cent of the total loan balance of all commercial banks. 
Since the automotive finance industry is of relatively 
low systemic importance, the working group believes 
that appropriate loosening of loan growth restrictions 
for AFCs would have no negative impact on the whole 

Recommendation
Lower the MPA-CAR requirement for AFCs by 
increasing the corresponding tolerance scale.

7. Allow Foreign-invested Enterprises 
(FIEs) Access to the Credit Information 
Market on an Equal Footing with 
Domestic-invested Entities 

Concern
Market access barriers stemming from existing 
regulations are preventing the creation of a sound and 
inclusive credit information sharing system in China.

Assessment
In force since March 2013, the Regulation on the 
Credit Reporting Industry, sometimes referred to as 
the Regulation on the Administration of the Credit 
Investigation Industry,27 was established with the 
purpose of promoting the construction of China’s 
social credit system and industry, cultivating the credit 
information market and promoting sound development 
of the credit information industry under the jurisdiction 
of the PBOC.

27  
State Council, 21st January 2013, viewed 13th March 2018, <http://www.pbccrc.

ed64f48914a652da1d8fdc3.pdf>　
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However, this raises substantial doubts and restricts the 
creation of an effective level playing field in the credit 
information ecosystem: 

On the PBOC website,28 it states that “according 
to the Regulation on the Credit Reporting Industry, 
which took effect on 15th March 2013, the commercial 
and consumer credit reporting system is to be a 

by the State.” The working group wonders whether 
the Regulation on the Credit Reporting Industry is 
only meant to be applicable to the Credit Reference 
Centre of the PBOC or if it can also be applied to non-
state-owned and foreign-invested credit reporting 
companies. 

Unequal treatment: procedures for being granted 
a licence established under the Regulation on the 
Credit Reporting Industry and the PRC Company 
Law (revised in 2013) are clearer, faster and easier 
to comply with for Chinese-owned companies when 
compared to procedures that apply to FIEs, which 
have a separate legal regime. 

For instance, pursuant to Article 45 of the Regulation 
on the Credit Reporting Industry, FIEs are subjected 
to additional conditions that “shall be developed by 
the Credit Reporting Regulatory Authority (CRRA) in 
conjunction with relevant departments of the State 
Council and approved by the State Council.”29 Chinese 
government policies and regulations still firmly favour 

In early 2016, the PBOC and the Ministry of 
Commerce (MOFCOM) announced that foreign-
invested credit information companies (consumer 
and commercial credit information) shall comply 
with the PBOC’s Regulation on the Credit Reporting 
Industry and also with the Administrative Measures 

30 However, these 
measures remain silent on ‘foreign entities’. 

28 About Us - Credit Reference Centre of the People’s Bank of China, Credit 
Reference Centre, PBOC, 2018, viewed on 14th March 2018, <http://www.pbccrc.
org.cn/crc/zxgk/index_list_list.shtml>

29   refers to the PBOC as “the 
Regulatory Authority of the State Council on Credit Reporting Industry, CRRA”.

30 To meet the requirement of “setting up a sound social credit system” made 
by the Third Plenary Session of the 18th Communist Party of China Central 
Committee, and to better implement the Regulations on Administration of the 
Credit Reference Industry, the PBOC issued the Administrative Measures for 
Credit Reference Agencies, which complement the regulations and provide 
greater detail. 

There is a lack of transparency within the framework 
of China’s Social Credit System. So far, the 
government has granted licences to eight domestic-
invested enterprises to develop their credit scoring 
systems, using online data sources such as shopping 
behaviour and information from social media sites. 
The working group wonders whether this means that 
the Social Credit System licensing is open to new 
scoring companies and whether FIEs are eligible. 

On 4th January 2018, the PBOC accepted the 
“consumer credit bureau” licensing application 

Association (Baihang).31 The working group also 
wonders if consumer credit bureau licensing is open 
to other credit bureau companies, and whether FIEs 
are eligible.

Third part ies are not al lowed to access the 
PBOC’s functional department data from the Credit 
Information System Bureau to offer value-added 
services to the market. Access to this database 
would enable companies (including international 
businesses) to offer value-added services to the 
market, such as scoring analysis. The working group 
wonders whether such access would be conceivable. 

parties (including international businesses) will be 
allowed to access data from the newly licensed 
Baihang Credit Bureau. 

the amended Catalogue for the Guidance of Foreign 
Investment Industries (Foreign Investment Catalogue 

.32

In the , the item 
“credit investigation and rating services” has been 
moved from the ‘restricted’ to the ‘permitted’ category. 

potential. Although being moved to the permitted 
category does not guarantee investment approval, it can 

However, these changes raise questions over whether 

31 
Finance Agency, 5th January 2018, viewed 3rd

com/html/Industries/Finance/2018/356970.shtml> 　
32 The Catalogue for the Guidance of Foreign Investment Industries th 

June 2017, viewed 17th April 2018, <http://www.ndrc.gov.cn/zcfb/zcfbl/201706/
t20170628_852857.html> 
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new regulations are to be expected, or if the Regulation 
on the Credit Reporting Industry and the Administrative 
Measures for Credit Reference Agencies will be 
enforced against international businesses.

Another question raised by this update, in June 2017, 
pertains to ownership. In the services sector, foreign 
investment cannot exceed 50 per cent, however, this 
does not include e-commerce which can be wholly 
foreign owned. This differs in the market investigations 
sector, with investments being realised either through 
an equity JV or a cooperative JV. Another example 
concerns the ‘ratings survey’ of radio or television 
broadcasting, since the majority shareholder must be 
the Chinese party. 

The latest cybersecurity and data security regulations 
will make it a challenge for businesses to enter China, to 
engage in global trade and innovate. These regulations 
may also pose a threat to the companies themselves if 
they decide to pull out of China, as they raise questions 
over whether companies that leave China will still have 
to store their gathered information in China.

The working group welcomes the Chinese Government’s 
recent efforts to regulate data security, as it is essential 
for a healthy credit reporting industry.33 It is undoubtedly 
a step in the right direction, since the World Bank 
ascertained that legal risks are generally greater where 
there is an absence of rules and regulations covering 
credit reporting systems and their related activities.34 

Best practice also indicates that credit reporting systems 
benefit from a legal and regulatory framework that is 
clear, predictable, non-discriminatory, proportionate 
and supportive of data subjects and consumer rights. 
The working group acknowledges the encouraging 
steps made in the recent issuance of the Personal 
Information National Standards,35 but it cannot refrain 
from pointing out that such standards are not backed 
by the force of law, since they are ‘recommended’ as 
opposed to ‘mandatory’ national standards. Obviously, 
its importance cannot be underestimated, even if 
international best practice insists on the establishment 

33 General Principles for Credit Reporting, World Bank, September 2011, viewed  
4th April 2018, <http://documents.worldbank.org/curated/en/662161468147557554/
pdf/70193-2014-CR-General-Principles-Web-Ready.pdf> 

34 Ibid.
35 Information security technology - Personal information security specification, 

th 

January 2018, viewed 3rd May 2018, <https://www.tc260.org.cn/uplo
ad/2018-01-24/1516799764389090333.pdf>

of consumer rights and a framework addressing 
consumer concerns with credit reporting data.

In conclusion, the working group appreciates the 
efforts of the Chinese Government in widening the 
scope of business (Foreign Investment Catalogue 

) and enacting new regulations. However, FIEs 
need clearer procedures that explain how to enter the 
Chinese market and which authorisations are required. 
Provisions that delay international players from entering 
the market discourage competition on the quality and 
breadth of data collection and services innovation.

The working group hopes for rules that ensure a fair, 
competitive and efficient market for credit reporting 
services, and the rights and obligations of different 
participants in the credit reporting system (credit 
reporting companies, data providers, data subjects and 
users).36

Recommendations
Provide further clarity on whether FIEs are allowed 
to operate as 'credit reporting agencies' and on the 
regulations and procedures for FIEs to enter into 
business.
Clarify if new licences will be granted to FIEs so they 

Clarify if other consumer credit bureau licensing 
applications (similar to the Baihang application) 
may be presented to the PBOC and if FIEs may be 
eligible for such licensing.
Enable third parties to access alternative datasets 
and the traditional banking credit information 
database to carry out scoring analysis.
Clarify regulations that apply to the permitted 
business scope of credit investigation and rating 
services per the Foreign Investment Catalogue 

.
Clarify ownership parameters that apply to the 
business scope of credit investigation and rating 
services. 
Clarify the credit reporting regulation framework 
and ensure that international players face healthy 
competition and that China’s credit reporting industry 

36  Credit Reporting Knowledge Guide, World Bank, January 2012, viewed 4th April 
2018, <http://documents.worldbank.org/curated/en/873561468320947849/pdf/9
41600WP0Box380IC00credit0reporting.pdf>



Consumer Finance and Non-banking Financial Institutions Working Group

Se
ct

io
n 

Fi
ve

: F
in

an
ci

al
 S

er
vi

ce
s

362 $

8. Implement Homogeneous Regulation of 
the Cash Loan Market  

Concern
The large variety of online and offline cash loan 
prov iders  a re  sub jec t  to  d i f fe ren t  regu la to ry 
requirements, creating an unlevel playfield, promoting 
unfair competit ion and raising concerns from a 
consumer rights point of view. 

Assessment
Issued on 1st December 2017, the Notice on the 
Regulation and Rectification of the 'Cash Loan' 
Business
industry.37 The working group suggests that regulators 
should continue the process of creating a level playing 

comes to regulatory requirements, pricing regulations, 
access to funding channels and licensing, among 
others. 

The working group believes that the regulators' hard 
stance on the online and offline cash loan market is 
a significant part of the overall approach to financial 
risk management. The working group believes that 
a consistent, unified regulatory approach to all cash 
loan market players will eliminate previous problems, 
such as lending, repeat borrowing, improper debt 
collection, abnormally high interest rates and privacy 
violations. Should all cash loan providers receive the 
same supervision and compliance criteria, the market's 
reputation will improve, underrating practices will be 
strengthened, customers' rights and data privacy will 
be protected, and fair competition among duly licensed 
lenders will be promoted. A market shaped by compliant 
and licensed companies will act as a solid foundation 
for the healthy development of the consumer finance 
industry. 

Recommendation
Continue the implementation of homogenous 

37 Notice on the Regulation and Rectification of the 'Cash Loan' Business, 
st December 2017, viewed 3rd May 2018, <http://www.

Abbreviations
ABS  Asset-Backed Security
AIC  Administration of Industry and   
  Commerce
AFC  Auto Finance Company
AMCs  Asset Management Companies
CAR  Capital Adequacy Ratio
MPA  Macro Prudential Assessment
CBRC  China Banking Regulatory    
  Commission
CBIRC  China Banking and Insurance   
  Regulatory  Commission
CFC  Consumer Finance Company

CRRA  Credit Reporting Regulatory Authority
FIE  Foreign-Invested Enterprise
JV  Joint Venture

  Deposit
MOFCOM Ministry of Commerce

P2P  Peer-to-Peer
PBOC  People’s Bank of China
POS  Point-Of-Sales
PRC  People’s Republic of China
SAFE  State Administration of Foreign   
  Exchange
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Insurance Working Group

Key Recommendations
1. Clarify the Rules of Foreign Ownership in Insurance Services 

Clarify the administrative method for calculating the equity share of foreign-funded insurance 
companies.

2. Allow Foreign Insurance Players to Establish Holding Companies in China
Allow foreign insurance players to establish holding companies in China. 

3. Facilitate Foreign Investment in Health Insurance Companies and Integrated 
Healthcare

Introduce policies and administrative measures to facilitate the investment of qualified foreign 
insurers in China’s health insurance industry. 
Introduce a platform to support the expansion of foreign health insurers to the health provision 
sector, leveraging their international expertise in integrated healthcare. 
Increase the maximum amount of premiums that are eligible for tax deductions to realise the 
growth potential of tax-deductible health insurance products.

4. Reinsurance
4.1. Simplify the Process for Establishing Reinsurance Branches/Subsidiaries 

Abolish the requirements for companies to have been in business for 30 years and to have United 
States dollars (USD) 5 billion in total assets. 
Simplify the application and approval process, by shortening the different stages and accelerating 
the review and approval time frames. 

4.2. Treat Onshore and Offshore Reinsurance Equally Under C-ROSS 
Treat onshore and offshore reinsurers conducting business in China equally under the China Risk 
Orientated Solvency System (C-ROSS).
Allow foreign reinsurer branches in China to continue using their parent companies’ solvency ratio 
for satisfying China Banking and Insurance Regulatory Commission (CBIRC) solvency supervision.

5. Create More Opportunities for Foreign Insurers to Contribute to China’s 
Pension Reform

Create more opportunities for foreign insurers to contribute proposals for China’s pension reform.
Grant the licence for pension insurers or enterprise annuity trustees to select foreign insurers (even 
on a trial basis) for new pension schemes.
Consider progressively expanding the investment scope of enterprise annuity to the offshore 
market, which will allow foreign insurers and asset managers to participate.



Insurance Working Group

Se
ct

io
n 

Fi
ve

: F
in

an
ci

al
 S

er
vi

ce
s

364

6. Clarify the Rules Governing Internet Insurance Businesses 
Allow foreign insurance players to set up internet insurance companies.
Ensure the equitable and prudent supervision of insurance and technology companies. 

7. Reduce Constraints on Foreign Insurance Companies’ Capital 
Widen the investment scope of capital contributions to more investment categories and clarify the 
way capital funds can be used for operations.
Release precise rules for the capital already paid in convertible currencies that regulatory bodies 
can release, with respect to the possibility of changing those funds into renminbi (RMB), so that 
insurance companies have a clear view of the material and application process required by the 
State Administration of Foreign Exchange (SAFE) and can make plans accordingly.

8. Facilitate Creditor Protection Insurance (CPI) as a New Type of Product 
Covering Investors and their Families

Allow CPI as a new type of product.

Introduction to the Working Group
Modern societies cannot function without efficient 
insurance industries. Insurance is vital for securing the 
well-being of both individuals and businesses by actively 
promoting the health and security of the economy and 
business environment, as it provides protection from 
financial loss. It is also a form of risk management, 
primarily used to hedge against the risk of a contingent, 
uncertain loss. Insurance involves pooling funds from 
many insured entities (known as exposures) to pay for 
the losses that might incur. The insured entities are 
therefore protected from risk, for a fee. The price of this 
protection depends upon the frequency and severity of 
particular events that incur loss. 

President Xi Jinping’s key goals include the alleviation 
of poverty and the tackling of financial risk. A healthy 
insurance industry, which protects individuals and 
corporations from risk instead of fuelling speculative 
investments, is key to achieving these goals. From 

boosting consumption by reducing the amount of money 
ordinary working families set aside in case of illness to 
underpinning corporate risk, European insurers can use 
their experience gained on the European continent to 
help in China.

The Insurance Working Group represents leading 
European insurers, brokers and other insurance 
service providers engaged in life, non-life, reinsurance 
and speciality insurance. Its members have different 
operational structures, but all of them consider China 
a long-term priority market. They are fully committed to 
contributing to the sustainable growth of the Chinese 
insurance market. They are aware of the crucial 
role commercial insurance plays, not only in China’s 
economy, but in society as well. To this end, they are 
willing and prepared to provide added value to the 
industry by introducing best practices and technical 
know-how.



Insurance Working Group

Section Five: Financial Services

365

European Business in China Position Paper 2018/2019

Original Insurance Premium of Property Insurance 
Companies in China 20174  
                 

The Operational Performance of the Insurance 
Industry in China 20175  

4 , 
Heuxn, 6th March 2018, viewed 7th April 2018, <http://insurance.hexun.com/2018-
03-06/192566184.html>

5 , Hexun, 
6th March 2018, viewed 7th April 2018, <http://insurance.Hexun.com/2018-03-
06/192566183.html>

Recent Developments
Market Overview

Insurance Statistics in China 20171

Total Original Insurance Premium in China 20172     
                 

Original Insurance Premium of Personal Insurance 
Companies in China 20173  
                 

1 , China Banking and Insurance Regulatory 
Commission, 6th March 2018, viewed 7th April 2018, <http://bxjg.circ.gov.cn/web/
site65/tab5257/info4101484.htm>

2 , Sina, 6th March 2018, viewed 
7th April 2018,  <http://finance.sina.com.cn/money/insurance/bxfg/2018-03-06/
doc-ifxipenn7399620.shtml>

3 , 
Hexun, 6th March 2018, viewed 7th April 2018, <http://insurance.hexun.com/2018-
03-06/192566426.html>

Items
Value (CNY 

billion)
Growth

Original insurance 
premium

3,658.101

payments
1,118.079

Balance of capital 
utilisation 

14,920.621 the beginning of the 

year)

Total assets 16,748.937 the beginning of the 

year)

1,884.505 the beginning of the 

year)

Original 
insurance 
premium

Insurance
holder’s 

new
investment

Unit-linked
insurance

independent
account 
increase

Domestic 
insurers

2,410.6 560.0 43.8

Foreign 
insurers

193.4 29.2 3.2

Total 2,604.0 589.2 47.0

Original insurance premium
Domestic insurers 1,033.5

Foreign insurers 20.6

Total 1,054.1

Items Value
1 Original insurance 

premium
3,658.1

(1) Property insurance 983.5

(2) Personal insurance 2,674.6

1) Life insurance 2,145.6

     2) Health insurance 438.9
       3)  Personal accident 

              insurance 
90.1

2 Insurance holder’s new 
fees of investment

589.2

3 Unit-linked insurance 
independent account 
increase

47.0

4 Claim payment of 
original insurance 

1,118.1

(1) Property insurance 508.7

(2) Personal insurance 609.3

1) Life insurance 457.5

    2) Health insurance 129.5
        3) Personal accident         
            insurance

22.4

5 Operation and 
management fee

428.8

6 Bank loans 1,927.4

7 Investment 12,993.2

8 Total assets 16,748.9

Total
Property 

insurance
Life 

insurance
Accident 
insurance

Health 
insurance

3,658.1 983.5 2,145.6 90.1 438.9
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Policy and market developments 
Last year, China’s insurance sector focused on fending 
off risks and strengthening regulation. The major 
developments in policymaking and the marketplace 
were the following:

In March 2017, the then China Insurance Regulatory 
Commission (CIRC)6 released the Notice on Matters 
Concerning Improving the Public Inquiry System of 
Insurance Regulation.7 
In April 2017, the CIRC released the Notice on 
Further Strengthening Insurance Regulation and 
Maintaining the Stable and Healthy Development 
of the Insurance Industry;8 the Notice on Further 
Strengthening the Risk Prevention and Control of 
the Insurance Industry;9 the Notice on Issuing the 
Guidelines for the Bylaws of Insurance Companies;10  
and the Notice on Enhancing Insurance Regulation, 
Cracking Down on Violations of Laws and Regulations 
and Addressing Market Irregularities.11

In May 2017, the CIRC released the Notice on Fixing 
Weakness in Regulation and Developing a Rigorous, 
Effective Insurance Regulatory System,12 the Notice 
on Conducting a Special Campaign to Check Risks 
in the Use of Insurance Funds,13 the Notice on 
Regulating the Product Development and Design of 
Personal Insurance Companies,14 and the Notice on 
Issuing the List of Retained Items of Intermediary 
Services for Administrative Approval.15 

6 After the government restructuring in March 2018, the China Banking Regulatory 
Commission and the CIRC merged to become the China Banking and Insurance 
Regulatory Commission (CBIRC).

7 Notice on Matters Concerning Improving the Public Inquiry System of Insurance 
Regulation, State Council, 15th March 2017, viewed 7th April 2018, <http://www.
gov.cn/xinwen/2017-03/15/content_5177654.htm>

8 Notice on Further Strengthening Insurance Regulation and Maintaining 
the Stable and Healthy Development of the Insurance Industry, CIRC, 20th 
April 2017, viewed 27th August 2018, <http://www.cs.com.cn/xwzx/201704/
t20170420_5251603.html> 

9 Notice of the China Insurance Regulatory Commission on Further Strengthening the 
CIRC. 23rd April 2018. viewed 

7th April 2018. <http://xizang.circ.gov.cn/web/site0/tab5216/info4066092.htm>
10 Notice on Issuing the Guidelines for the Bylaws of Insurance Companies, CIRC, 

26th April 2017, viewed 7th April 2018, <http://liaoning.circ.gov.cn/web/site0/
tab5216/info4066626.htm> 

11 Notice on Enhancing Insurance Regulation, Cracking Down on Violations of 
Laws and Regulations and Addressing Market Irregularities, State Council, 
28th April 2017, viewed 7th April 2018, <http://www.gov.cn/xinwen/2017-04/29/

12 Notice on Fixing Weakness in Regulation and Developing, State Council, 
7th May 2017, viewed 7th April 2018, <http://www.gov.cn/xinwen/2017-05/07/
content_5191586.htm>

13 Notice on Conducting a Special Campaign to Check Risks in the Use of 
Insurance Funds, CIRC, 9th May 2017, viewed 7th April 2018, <http://liaoning.circ.
gov.cn/web/site0/tab5216/info4068735.htm>

14 Notice on Regulating the Product Development and Design of Personal 
Insurance Companies, 163 news, 23rd May 2017, viewed 7th April 2018, <http://
news.163.com/17/0523/17/CL4TH4MP00018AOQ.html>

15 Notice on Issuing the List of Retained Items of Intermediary Services for 
Administrative Approval, State Council, 27th May 2017, viewed 7th April 2018, 
<http://www.gov.cn/xinwen/2017-05/28/content_5197770.htm>

In September 2017, the CIRC released the Opinions 
on Strengthening the Warning of Insurance Consumption 
Risk.16 At the same time, the CIRC held a meeting  
with executives from 10 foreign insurance companies, 
during which former CIRC Vice Chairman Chen 
Wenhui stated that institutions that had already been 
operating in the Chinese market were encouraged 
to enter more sectors, including casualty, retirement 
and healthcare insurance.17

In October 2017, the CIRC released the Notice on 
Matters Concerning the Implementation of the Interim 
Measures for the Retrospective Administration of 
Insurance Sales Practices.18

Results of 
the Assessment of Insurance Companies’ Service.19  
Zhu Guangyao, finance vice minister, announced 
that China will remove foreign ownership limits on 

stakes in local securities ventures, fund managers 
and life insurance companies.20 In December 2017, 
the CIRC released the Notice on Organising and 
Conducting the Special Action of Combating Sale 
Chaos and Cracking down on Illegal Business 

21

In January 2018, the CIRC released the Notice of 
the China Insurance Regulatory Commission on 
Matters Concerning the Establishment of Equity 
Investment Plans with Insurance Funds.22 China also 
launched the first insurance company specialising 
in technology sector services – Taiping Technology 
Insurance.23  
In February 2018, ZhongAn launched its big data 

16 Opinions on Strengthening the Warning of Insurance Consumption Risk, CIRC, 
20th September 2017, viewed 7th April 2018, <http://liaoning.circ.gov.cn/web/
site0/tab5168/info4081857.htm>

17 Insurance Sector to Open Further, China Daily, 7th September 2017, viewed 7th 
April 2018, <http://www.scio.gov.cn/32618/Document/1562924/1562924.htm>

18 Notice on Matters concerning the Implementation of the Interim Measures for the 
Retrospective Administration of Insurance Sales Practices, CIRC, 31st October 
2017, viewed 7th April 2018, <http://liaoning.circ.gov.cn/web/site0/tab5216/
info4086581.htm>

19 Results of the Assessment of Insurance Companies’ Service, State Council, 24th 
th April 2018, <http://www.gov.cn/xinwen/2017-11/26/

content_5242308.htm>
20 , 11th

2017, viewed 23rd May 2018, <https://uk.reuters.com/article/uk-china-investment/

21 Notice on Organising and Conducting the Special Action of Combating Sale 
Chaos and Cracking down upon Illegal Business Relating to Personal Insurance, 
CIRC, 29th December 2017, viewed 7th April 2018, <http://shanxi.circ.gov.cn/web/
site31/tab1805/info4093896.htm>

22 Notice of the China Insurance Regulatory Commission on Matters concerning the 
Establishment of Equity Investment Plans with Insurance Funds, State Council, 
5th January 2018, viewed 7th April 2018, <http://www.gov.cn/xinwen/2018-01/06/
content_5253801.htm >

23 China launches f i rst  special ist  insurance company on technology, 
Xinhua ,  10th Jan 2018, viewed 7th Apri l  2018, <http:/ /www.ecns.cn/
business/2018/01-10/287690.shtml>



Insurance Working Group

Section Five: Financial Services

367

European Business in China Position Paper 2018/2019

platform for the vehicle sector,24 and the Ping An 

lab in China.25 The CIRC then released the Decision 
to take over Anbang Group,26 and the Decision to 
Amend Four Sets of Rules Including the Detailed 
Rules for the Implementation of the Regulation of the 
People's Republic of China on the Administration of 
Foreign-funded Insurance Companies.27

In March 2018, the then CIRC released the 
Administrative Measures for Equities of Insurance 
Companies.28 The CIRC and the CBRC were merged 
to become the CBIRC, with Guo Shuqing named its 
commissioner.29 The working group believes that this 

financial sector supervision. Insurance Working 
Group members hope that the merger will not affect 

within 60 days, as stated in the insurance regulations.

On 10th April 2018, President Xi Jinping made special 

sector in his keynote speech at the opening ceremony of 
the Bo’ao Forum for Asia Annual Conference: 

“On services, financial services in particular, an 
important announcement was made at the end of last 
year on measures to raise foreign equity caps in the 
banking, securities and insurance industries. We will 
ensure that these measures are materialised and at the 
same time make more moves toward further opening, 
including accelerating the opening-up of the insurance 
industry, easing restrictions on the establishment of 
foreign financial institutions in China and expanding 
their business scope, and opening up more areas of 
cooperation between Chinese and foreign financial 
markets.”30

24 , 1st February 2018, 
viewed 7th April 2018, <http://www.ecns.cn/business/2018/02-01/291050.shtml>

25 Ping An Group launches first smart insurance risk-control lab, China 
Daily, 2nd February 2018, viewed 7th April 2018, <http://www.ecns.cn/
business/2018/02-01/291097.shtml>

26 Decision to Take over Anbang Group, CIRC, 23rd February 2018, viewed 7th April 
2018, <http://insurance.hexun.com/2018-02-23/192492324.html>

27 Decision to Amend Four Sets of Rules Including the Detailed Rules for the 
Implementation of the Regulation of the People's Republic of China on the 
Administration of Foreign-Funded Insurance Companies, CIRC, 23rd February 
2018, viewed 7th April 2018, <http://liaoning.circ.gov.cn/web/site0/tab5214/
info4099689.htm>

28 Administrative Measures for Equities of Insurance Companies, CIRC, 2nd March 
2018, viewed 7th April 2018, <http://liaoning.circ.gov.cn/web/site0/tab5176/
info4101516.htm>

29 Guo Shuqing named head of merged banking-insurance regulator, Global 
Times, 21st March 2018, viewed 7th April 2018, <http://www.globaltimes.cn/
content/1094531.shtml>

30 Transcript: President Xi Addresses the 2018 Boao Forum for Asia in Hainan, 
th April 2018, viewed 18th April 2018, <https://www.uscnpm.org/

blog/2018/04/11/transcript-president-xi-addresses-2018-boao-forum-asia-hainan/>

On 11th

Bank of China (PBOC), announced a timeline for further 

He said, that in the next few months several measures 
will go into effect in the insurance industry:31

The foreign ownership cap will be raised to 51 per 
cent for securities companies, fund managers, 
futures companies and life insurers, with the cap 
removed completely in three years.
Eligible foreign investors will be allowed to provide 
insurance agent and loss adjuster services in China.
Restrictions on the business scope of foreign-
invested insurance brokerage companies will be 
lifted, granting them equal treatment to their Chinese 
counterparts.

Additionally, he mentioned that the requirement to have 
a representative office in China for two consecutive 
years prior to establishing a foreign-invested insurance 
company will be removed by the end of the year. The 
working group supports this development, but it believes 
the CBIRC should clarify the role and responsibilities 
of representative offices. Members believe that  
representative offices could help represent foreign 
shareholders in China, coordinate with companies’ 
board of directors and provide technical assistance from 
foreign shareholders.

The working group views these announcements 
positively but is still slightly sceptical about how these 
changes will be implemented. 

The working group has noticed that the CBIRC just 
recently granted a full operating licence to the first 
foreign insurance brokerage firm in China, in May 
2018.32 

31 Governor Yi Gang Announced Measures and Timetable for Further Financial 
Sector Opening-up in Bo’ao Forum for Asia, PBOC, 11th April 2018, viewed 17th 

April 2018, <http://www.pbc.gov.cn/goutongjiaoliu/113456/113469/3517821/
index.html>

32 
licence, Asia Insurance Review, 16th May 2018, viewed 28th May 2018, <http://

eDaily/China-Willis-Towers-Watson-is-first-global-insurance-broker-to-be-
granted-full-licence>
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Key Recommendations
1. Clarify the Rules of Foreign Ownership 

in Insurance Services 

Concern
The Administrative Measures for Equity Interests 
in Insurance Companies 33 l imits the maximum 
shareholding percentage to one third for any single 
shareholder, however, it is not clear whether this also 
applies to foreign insurers, as the current foreign equity 
cap remains at 25 per cent.

Assessment
The Administrative Measures for Equity Interests in 
Insurance Companies (Measures), released in March 
2018, limits the maximum shareholding percentage 
to one third for any single shareholder. The Measures 
specify that an investor is only allowed to be the 
controlling shareholder in one insurance company 
engaging in the same type of business. Overall, an 
investor can only be the controlling and strategic 
shareholder of no more than two insurance companies. 
However, an exception could be made for innovation 
or a special line of business, but in this case one 
investor is not allowed to be a strategic shareholder 
if they already are the controlling shareholder of two 
insurance companies. It is not clear whether the limit of 
total controlling and strategic shareholders also applies 
to the equity held by a foreign insurance investor in a 
foreign-funded company.

Limiting foreign players to being two controlling and 
strategic shareholders in the insurance industry 
means that they would only be able to engage in the 
management of two types of insurance companies. 

(life, health, pension, property and casualty, internet 
insurance company, etc), it would be in China’s interest 
to engage qualified foreign insurance investors with 
operational experience to bring their global experience 
into the Chinese market.

Recommendation
Clarify the administrative method for calculating the 
equity share of foreign-funded insurance companies.

33 Administrative Measures for Equities of Insurance Companies, CBIRC, 7th 
March 2018, viewed 7th May 2018, <http://bxjg.circ.gov.cn//web/site0/tab5224/
info4101516.htm> 

2. Allow Foreign Insurance Players to 
Establish Holding Companies in China 

Concern
Despite announcements that national treatment will be 
afforded to both Chinese and foreign insurance entities, 
there is no regulation that supports foreign insurance 
players who wish to establish insurance holding 
companies that are registered in China. 

Assessment
Most Chinese insurance players have set up their 
insurance groups with various insurance businesses 
under one roof. Consequently, there is a new trend to 
sell more than one type of product by combining them 
in a customised way to suit each client’s need. This 
way, by using several companies of the same group, 
a client is offered a combination of products. This is a 
new selling point for Chinese insurers, particularly the 
top 10, as foreign players are often limited and less 
competitive when it comes to product offerings.

A centralised management and back office can also 
save on both manpower and costs. It is not only 
about basic functions and strategic management, 
nowadays such centralisation is also necessary for data 
management, data analysis and the management of a 
company’s salesforce. 

In a scenario where different financial areas are 
increasingly integrated and technology is developing at 
a fast pace, a business model with a centralised back 
office and centralised strategic management is highly 
desirable for companies that have invested in various 
operations in the Chinese market.

In total, there are 12 insurance holding groups 
established in China, all of which are Chinese-funded 
entities. They cover all the top-10 life and non-life 
insurance companies and make up more than 60 
per cent of the market. There is a clear lack of equal 
treatment between domestic and foreign players, which 
prevents fair competition and product innovation.
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Approved insurance holding companies and their 
licensed businesses

Over the past few decades, foreign players have 
gradually enlarged their investments. Many leading 
international insurance corporations have set up more 
than one type of insurance business in China, and 
some of them have also obtained licences to engage 
in other kinds of financial business. However, the 
current regulatory landscape does not support the 
establishment of foreign-funded insurance holding 
companies. In fact, some working group members have 
seen their application rejected. According to them, 

owner is the largest obstacle to establishing a foreign-
funded insurance holding company in China. 

Although China is tightening the supervision of 
insurance company equity, the working group believes 
that the ultimate controller of this equity remains the 

of the investment and its impact on future operations. 
If the definition of the equity holder follows the ‘look-
through’ principle and takes into consideration the 
final controller, the working group believes that the 
aforementioned issue could be solved.

Recommendations
Allow foreign insurance players to establish holding 
companies in China. 
Follow the look-through principle to define the final 
controller.

3. Facilitate Foreign Investment in Health 
Insurance Companies and Integrated 
Healthcare 

Concern
Foreign specialist health insurance companies have 

China’s health insurance market, due to the complexity 
of the licensing process and the restrictions on foreign 
ownership. 

Assessment
The Chinese Government has highl ighted the 
importance of the commercial health insurance industry 
in realising health objectives put forth by the Healthy 

 (Outline).34 The Outline 
calls for the implementation of preferential policies 
that encourage consumers to acquire commercial 
health insurance and promote cooperation between 
commercial  insurance companies and medical 
institutions. Within this context, a series of policies have 
been put in place to support the sector’s development.

European specialist health insurers have a strong track 
record of not only offering well-designed products to 
hundreds of millions of customers around the world, but 
also empowering them to manage their health via the 
services offered by these specialists. The working group 
is very keen to bring this expertise and experience to 

34 , State Council, 25th October 2016, viewed 
7th May 2018, <http://www.gov.cn/zhengce/2016-10/25/content_5124174.htm> 

Insurance holding company Business licence

China Life  
life, property and casualty 

(P&C), pension, assets 
management

life, P&C, pension, 
agricultural, health, assets 

management

Ping An 

life, P&C, pension, health, 
assets management, 

banking, securities, trust, 

PICC 
life, P&C, health, assets 

management, reinsurance 

Taiping 
life, P&C, pension, assets 

management, banking, 

Anbang 

life, P&C, pension, health, 
assets management, 
insurance agency and 

insurance broker, banking, 

Fonde 
life, P&C, assets 

management, insurance 
agency

China Insurance Company 
Holding (formerly 

China United Insurance 
Company)

life, P&C, pension, assets 
management, e-commerce

Sunshine Insurance
life, P&C, assets 

management 

Huatai 

life, P&C, assets 
management, fund 

management, insurance 
agency, insurance broker  

China Re
reinsurance, P&C, assets 
management, insurance 

broker, loss adjuster
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However, working group members have been facing 

complexity of the licensing process and the restriction 
on foreign ownership. According to previous practices, 
health insurance companies fall into the same category 
as personal insurance companies where the 50 per 
cent limit on foreign ownership applies. With the 
relaxation/removal of this restriction, as per the timeline 

encourages the Chinese Government to also introduce 
supporting policies and administrative measures to 
simplify the licensing/approval process of foreign 
companies’ investment in China’s health insurance 
sector. 

Offering integrated healthcare to local consumers is 
the working group’s long-term vision for China. Many 
successful international health insurance companies 
have established a footprint in health provision 
businesses to coordinate care for customers. This 
is also a rising trend among insurance companies in 
China. The working group encourages the Chinese 
Government to introduce a platform for supporting 
the expansion of foreign health insurance companies 
into the health provision sector, so that members 
can leverage their international expertise to provide 
enhanced care for Chinese consumers.

As one of the major measures that promote the 
uptake of commercial health insurance, the Chinese 
Government launched tax-deductible health insurance 
products nationwide in July 2017. While widely 
supported by the public, the products’ uptake ratio 
appears to be below expectations, with one of main 
causes for this being the relatively low deduction limit 

the working group recommends that the Chinese 
Government raise the deduction limit to realise its 
growth potential. 

Recommendations
Introduce policies and administrative measures to 

in China’s health insurance industry. 
Introduce a platform to support the expansion of 
foreign health insurers to the health provision sector, 
leveraging their international expertise in integrated 
healthcare. 
Increase the maximum amount of premiums that 
are eligible for tax deductions to realise the growth 
potential of tax-deductible health insurance products.

4. Reinsurance
4.1 Simplify the Process for Establishing Reinsurance 

Branches/Subsidiaries 

Concern
The China Risk Orientated Solvency System (C-ROSS)35 
penalises offshore reinsurance companies that do 
not have local operations in China; however, foreign 
reinsurers applying to establish operations in China 
must undergo an extremely lengthy process that takes 
nearly three years.

Assessment
Foreign reinsurance companies who wish to establish 
a local operation in China, either by way of branch or 
subsidiary, are required to meet certain criteria. They 
must:

have been in the business for over 30 years;
have total assets of at least United States dollar 

meet any other conditions the CBIRC deems 
necessary.

The working group welcomes the recent announcement 

requirement that foreign insurance companies must 
have had representative offices for two years before 
they set up their business in China.36 The working 
group believes that  the requirement of having a local 
representative office in China for at least two years, 
in order to qualify for applying to establish a branch/

willing to open local operations in China and, therefore, 
views this announcement as a positive development.
 
Offshore reinsurers who apply for a l icence to 
incorporate a branch or a subsidiary in China have 
previously developed a sound reinsurance portfolio 
through years of support and commitment to China's 
insurance market, building-up their extensive knowledge 
of the particularities of the market.

The working group considers the current application and 
approval process to be too lengthy. Preparation of the 
required materials are to be submitted during the first 

35 China Risk Oriented Solvency System Conceptual Framework, CIRC, 5th March 
2014, viewed 7th May 2018, <http://circ.gov.cn/web/site0/tab4566/info3905736.
htm> 

36 Central Bank Governor Bares Details, Timetable to Open up Financial Sector, 
People’s Daily, 12th April 2018, viewed 23rd May 2018, <http://en.people.cn/
n3/2018/0412/c90000-9448603.html>
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stage of the ‘application for preparatory establishment’, 
which takes several months to complete. Once this 
documentation has been submitted and accepted by 
the CBIRC, current regulations stipulate a period of 
six months for the CBIRC to conduct a review. The 
reality is that it usually takes more than a year before 
the regulator issues Stage I approval. Afterwards, the 
period of preparations is 12 months, then four months 
for the regulator to review and grant final approval, and 

to obtaining the business licence from the then State 
Administration for Industry and Commerce (now the State 
Administration for Market Regulation). Therefore, the 
complete process takes nearly three years. 

By comparison, in Hong Kong and Singapore, both 
major financial hubs in the Asia Pacific Region, the 
same process for establishing a local reinsurance 
branch/subsidiary is not subject to any threshold 
eligibility criteria (30 years of operating history, USD 
5 billion in total assets) and the whole application and 
approval process can be completed within one year. 
If China wants to effectively compete with Hong Kong 
and Singapore, it should also take into consideration 
these important aspects and facilitate the establishment 
process by eliminating threshold eligibility criteria 
and simplifying and accelerating the application and 
approval process. 

Recommendations
Abolish the requirements for companies to have 
been in business for 30 years and to have USD 5 
billion in total assets. 
Simplify the application and approval process, by 
shortening the different stages and accelerating the 
review and approval time frames. 

4.2 Treat Onshore and Offshore Reinsurance 
Equally Under C-ROSS 

Concern
The C-ROSS penalises reinsurance companies with 
no local presence in China, since their Chinese clients 
must face more stringent capital requirements when 
ceding premiums to offshore reinsurers.

Assessment
Reinsurance companies from European Union (EU) 
Member States are subject to the European Solvency 
II regime and prudential supervision in their home 

countries as well. Reinsurers domiciled in safe 
jurisdictions, such as EU countries, are already subject 
to regulations that entail strict supervision and have a 
level of solvency that cannot be questioned.

Besides, offshore reinsurers conducting business in 
China are subject to minimum rating requirements 
issued by international rating agencies. In the case of 
reinsurance treaty leaders, at least one of the following 
ratings is required:

In the case of reinsurers, at least one of the following 
ratings is required:

However, C-ROSS penalises reinsurance companies 
with no local presence in China, since their Chinese 
clients must face more stringent capital requirements 
when ceding business to offshore reinsurers, therefore 
Chinese insurers face credit risk charges on all cessions 
based upon solvency ratios and collateralised assets of 
the reinsurer. The charges applied to foreign offshore 
reinsurers are greater than those applied to domestic 
reinsurers. In order to avoid a credit risk charge of 58.8 
per cent for all cessions, foreign offshore reinsurers will 
need to collateralise their reinsurance assets. Doing 
so will lower the credit risk charge they face to 8.7 
per cent, assuming they meet the additional solvency 
requirement.

Asking for col lateral in any form consti tutes a 
discriminatory requirement for cross-border foreign 
reinsurance. Besides damaging the interests of 
numerous offshore reinsurers who have been 
supporting the Chinese market for many years, this 
situation can also disrupt market competition and 
limit reinsurance capacity. It will make reinsurance 

Rating agency Rating
S&P A-

A.M. A-

Moody’s A3

Fitch A

Rating agency Rating
S&P BBB

A.M. Best B++

Moody’s Baa

Fitch BBB
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ultimately leading to higher prices and a reduced 
number of products that are available to customers.

Furthermore, under China's first-generation solvency 
supervision regime foreign reinsurer branches in China 
were permitted to use their parent companies' solvency 
ratio to satisfy CBIRC solvency supervision. However, 
under C-ROSS, foreign reinsurers’ branches in China 
are required to establish their own solvency ratios in 
accordance with the applicable C-ROSS codes. This 
constitutes a discriminatory barrier that affects the 
establishment of branches by foreign reinsurers.

Recommendations
Treat onshore and offshore reinsurers conducting 
business in China equally under C-ROSS.
Allow foreign reinsurer branches in China to continue 
using their parent companies’ solvency ratio for 
satisfying CBIRC solvency supervision.

5. Create More Opportunities for Foreign 
Insurers to Contribute to China’s Pension 
Reform 

Concern
China’s three-pillar pension system—conceptually 
similar to many European countries but far more 

adequacy—is not equipped to cater to China’s rapidly 
ageing society.

Assessment

reform the existing pension system, with a focus on the 
development of non-public pillars – this includes the 
second pillar (enterprise annuity) and the third pillar 
(private pension insurance). Life and pension insurers 
are expected to benefit from reforms and to expand 
their pension businesses accordingly.

However, non-public pillars are still underdeveloped. 
Enterprise annuity only covered less than 10 per cent 
of urban employees in 2015, not to mention private 
pension insurance, the volume of which is negligible. 
Furthermore, virtually no foreign insurers (including joint 
ventures with Chinese partners) are actively engaged in 
China’s pension system.

As many European countries are already confronting 
the challenges that come with an ageing society, their 
experience using the three-pillar pension system is 
more mature and balanced. The central government 
plays a vital role in building up such a system and 
facil i tating the development of the second and 
third pillars by offering tax breaks and subsidies to 
the insured. Moreover, in some countries, such as 
Germany, the government leads the establishment 
of special private pension schemes with rigid criteria 
for qualified pension providers and prudent risk 
management. This has greatly encouraged insurers to 
participate in these schemes and has proven effective 
in improving the non-public pillars.

The Insurance Working Group believes that European 
life insurers can play a proactive role in supporting 
China’s pension system reforms by leveraging their 
experience and expertise gained in Europe. The 
members of the working group support the top-down 
design of a new pension system and the introduction of 
more mature pension product concepts and schemes 
into China, which they believe will eventually benefit 
the development of the non-public pillars.

Recommendations
Create more opportunities for foreign insurers to 
contribute proposals for China’s pension reform.
Grant the licence for pension insurers or enterprise 
annuity trustees to select foreign insurers (even on a 
trial basis) for new pension schemes.
Expand the investment scope of enterprise annuity 
progressively to the offshore market, which will allow 
foreign insurers and asset managers to participate.

6. Clairfy the Rules Governing Internet 
Insurance Businesses 

Concerns
The licensing criteria for Internet insurance companies 
is not clear due to the lack of policies and regulations in 
this area, and there is a considerable gap between the 
supervision of insurance and technology companies.

Assessment
Since the launch of the pilot project for Internet 
insurance companies in 2014, four licences have 
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been granted.37 However, none of them involved any 
foreign player which could have combined international 
underwriting and risk management techniques with 
locally developed and fast-developing information 
technologies. One application from a foreign player 
looking to set up an internet insurance company has 
been pending approval for almost two years. 

The working group is concerned about future regulatory 

setting up of an internet insurance company and the 
reluctance of regulators regarding foreign investment 
entering this sector. The Insurance Working Group 
strongly advocates that both domestic and foreign 
entities should be treated equally with respect to 
licensing for internet insurance companies, and foreign 
insurance companies should also be approved, in the 
ongoing pilot, to set up internet insurance companies in 
China.

Such object ives, as expressed in government 
documents, such as the 13th

quality underwriting and risk management techniques, 
which need to be encouraged and fostered in China. 
China-licensed foreign players, many of them having 
over 30 years of international operational experience, 
possess some of the most advanced techniques and 
know-how regarding distribution and client protection. 
Moreover, their well-disciplined and mature risk 
management expertise deserves to be evaluated 
equally with domestic entities when establishing 
licensing criteria and supporting the expansion of 

promoting protection-orientated insurance as a sound 
instrument for solving societal and economic issues, 
along with wealth management.

Technology companies and technology-based service 
providers, with their large number of clients that 
include private customers and small and medium-sized 
enterprises, are looking to enter the insurance business. 
This is the result of their ability to collect large amounts 
of data that allows them to set the price of insurance 
products. 

A closer integration between insurance and technology 
is clear. However, insurance companies and online 
platforms are currently engaged in serious competition 

37 Qiu, Xiangyu, Only four Internet insurance licenses nationwide, Iyiou, 18th April 
2016, viewed 4th May 2017, <http://www.iyiou.com/p/26213>

to control the sector. The working group considers 
it necessary to align regulations between financial 
and technology authorities. This would ensure equal 
treatment of all parties that are engaged in insurance 
operations and the establishment of a risk prevention 
mechanism for all insurance operations.  

Recommendations
Allow foreign insurance players to set up internet 
insurance companies.
Ensure the equitable and prudent supervision of 
insurance and technology companies. 

7. Reduce Constraints on Foreign Insurance 
Companies’ Capital 

Concern
Capital contributions paid by foreign shareholders 
in renminbi (RMB) are still subject to capital account 
limitations as per limited currency convertibility.

Assessment
A regulation published by the PBOC in 2013, Circular 

,38 clarified and eased capital contributions by 
foreign companies in RMB.

However, capital  contr ibut ions paid by foreign 
shareholders in RMB are still curtailed by China’s capital 
account limitations as per limited currency convertibility. 
For instance, these funds can only be used for short-
term investments in bank deposits. Considering the 
current investment environment in China, and the high 
minimum capital requirements for insurance companies, 
these limitations negatively impact foreign-funded 
insurance companies’ business in comparison to their 
Chinese peers.

The working group considers that if articles (xiii) and (xiv) 
of the Notice of the State Council on Several Measures 
on Promoting Further Openness and Active Utilisation 
of Foreign Investment39 are effectively implemented, 
it would broaden the investment scope of insurance 

38 Notice of the People's Bank of China on Issues Concerning RMB Settlement for 

th , viewed 24th June 2015, 
<http://www.pbc.gov.cn/huobizhengceersi/214481/214483/214692/2870337/
index.html>

39 Notice of the State Council on Several Measures for Expanding Opening Up and 
Vigorously Using Foreign Capital, State Council, 17th January 2017, viewed 7th 

May 2018, <http://www.gov.cn/zhengce/content/2017-01/17/content_5160624.
htm>
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Recommendations
Widen the investment scope of capital contributions 
to more investment categories and clarify the way 
capital funds can be used for operations.
Release precise rules for the capital already paid 
in convertible currencies that regulatory bodies can 
release, with respect to the possibility of changing 
those funds into RMB, so that insurance companies 
have a clear view of the material and application 
process required by the SAFE and can make plans 
accordingly.

8. Facilitate Creditor Protection Insurance 
(CPI) as a New Type of Product Covering 
Investors and their Families

Concern
When a private investor becomes sick or dies, the 
lender will sell the asset and ask the family to provide 
compensation for any loss, which poses a threat to the 
borrower and his family and limits the capacity of people 
to invest in the real economy.

Assessment
Currently, when a borrower wants to invest in an asset, 
he/she has not only to manage his/her business, but 
he/she also remains exposed to life risks. In the event 
of an undesirable situation occurring, such as disability, 
death or unemployment, he/she will not be in a position 
to pay back the loan to the lender. The lender will then 
have to sell the asset and may suffer a loss. Ultimately, 
it is the family who will have to provide compensation 
for this loss.

In the past few years, the bancassurance channel has 
contributed to the insurance industry, acting as the main 
provider for growth. Recent regulatory developments 

the borrower to protect both the insured investment 
and his/her family, while also protecting the lender, an 
arrangement that is more mature and sustainable.

Recommendation
Allow CPI as a new type of product.

Abbreviations
CBRC       China Banking Regulatory Commission
CBIRC       China Banking and Insurance    
       Regulatory Commission
CIRC       China Insurance Regulatory    
       Commission

CPI       Creditor Protection Insurance
C-ROSS       China Risk Orientated Solvency System
EU       European Union
PBOC       People’s Bank of China
P&C       Property and Casualty
PICC       People’s Insurance Company of China
RMB       Renminbi
SAFE       State Administration of Foreign Exchange
SAIC       State Administration for Industry and Commerce
USD       United States Dollar
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Corporate Social Responsibility Forum

The Corporate Social Responsibility (CSR) Forum is an event-driven platform that regularly organises meetings, training 
courses and events of interest to all European Union Chamber of Commerce in China (European Chamber) members. 
Established in 2005, it is now comprised of more than 250 member companies that cover a wide range of corporate 
functions, such as sustainability/CSR, marketing and communications, public relations, government relations, corporate 
governance and compliance, human resources, the environment and health and safety. 

The Corporate Social Responsibility Forum promotes best practices already established by European companies and 
emphasises the importance of a strategic and innovative approach to CSR. This forum fosters CSR collaboration and co-
innovation between the European Chamber, Chinese government agencies, professional organisations and local non-
governmental organisations.

During its 13 years of operation, the Corporate Social Responsibility Forum has effectively engaged in constructive dialogue 
with the Chinese Government on a host of concepts. 

In 2017/2018, the forum held 18 activities, in both Beijing and Shanghai, including forum meetings, seminars and 
conferences. Regular forum meetings covered a wide range of topics, including: corporate sustainability strategy planning, 
CSR transparency initiatives, corporate volunteerism, the positive impact of CSR programmes on access to education, 
corporate inclusion employment, sustainable agriculture, and internal communications on corporate sustainability.  

high-level discussions on the importance of incorporating sustainability and innovation into strategic decision-making to 
improve companies’ bottom lines. 

Meanwhile, the European Chamber established partnerships with governmental stakeholders such as the Dutch Embassy, 
British Embassy and German Embassy to help promote CSR in the business community. The European Chamber also 
proposed a joint initiative with the Chinese People’s Association for Friendship with Foreign Countries on CSR collaboration 
between multinational corporations and local businesses. To better promote sustainable trade in China, a cooperative 
project was also launched with amfori,1 a Brussels-based business association that promotes open and sustainable trade 
around the world. 

In 2018/2019, the Corporate Social Responsibility Forum will continue to foster dialogue between European Chamber 
member companies and Chinese stakeholders in order to promote best European CSR practices and explore new, 
innovative ways to act sustainably. 

1　amfori is headquartered in Brussels with a strong network of representatives based across 14 countries, viewed 22nd March 2018, <http://www.amfori.org/>
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Government Affairs Forum

Government Affairs Forum

Established in 2011, the Government Affairs Forum consists of government affairs (GA) professionals from member 
companies, that represent a wide range of industries. Most of the forum’s participants have a great deal of experience in 
government affairs and policy advocacy at the local and national level in both Europe and China.

By hosting quarterly meetings that feature speakers from academia, various industries and the Chinese Government, the 
forum has established itself as a platform where best practices in GA can be exchanged. By attending, members can learn 
more about recently-enacted policies and the latest trends in GA.

The overall aim of the Government Affairs Forum is to promote a fair and transparent regulatory environment in China, while 
helping members gain a better understanding of China’s regulatory processes. It achieves this by facilitating information 
sharing among member companies and helping them to navigate China’s challenging regulatory landscape, an area of 
Chinese governance that often lacks transparency and predictability. This forum is open to all members of the European 
Union Chamber of Commerce in China (European Chamber).

By connecting members with government, the Government Affairs Forum helps them to keep abreast of key policy changes 
in China. Over the past year and a half, it analysed and translated a series of key documents, subsequently making them 
available to all members of the European Chamber. These included the full text of President Xi Jinping’s speech delivered 
at the 19th Party Congress, the Notice of the State Council on Several Measures on Promoting Further Openness and Active 
Utilisation of Foreign Investment Notice of the State Council on Several 
Measures of Promoting Foreign Investment Growth State Council’s 

 and the .

. A discussion 
China’s Negative List System for Market 

Access and the outcomes of the 19th Party Congress. Government affairs specialists from multiple industries regularly 
attend these meetings in order to share best practices and receive up-to-date information on GA, not only in China but 
around the world as well. 

The forum also actively organised and coordinated seminars on hot policy topics that enabled members to engage in 

Taxation, the State Administration of Industry and Commerce, and the Ministry of Commerce of the People's Republic of 
China. These meetings featured presentations on the Environmental Protection Tax Law, legislation on advertising in China, 
and , among others.
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Marketing and Communications Forum

Members of the Marketing and Communications Forum are marketing and communications professionals that span a wide 
range of industries. This forum provides a platform to exchange information, experiences and best practices among member 
companies on the use of marketing and communications to achieve their business objectives in China. Through regular 
meetings and events, the forum identifies opportunities for helping to improve China’s marketing and communications 
industry. 

In May 2017, the Cyberspace Administration of China (CAC) issued the Revised Administrative Measures on Internet News 
Information Services. In response, the Marketing and Communications Forum hosted an event titled China's New Online 
Content Provisions, to interpret the related regulations. Subsequently, the CAC released a series of regulations related to 
social media platforms and the Internet more generally, that detailed stricter requirements for companies wishing to publish 
content online. These regulations included: 

Regulative Measures on Internet Forums and Community Services and the Regulative Measures on Internet 
Reposting and Commenting Services (August 2017); 

Regulative Measures on Public Accounts Information Services and the Regulative Measures on Internet Group 
Information Services (September 2017); and 

Regulative Measures on Microblog Information Services  (February 2018). 

This forum will continue to follow these and any future relevant regulations in order to keep members abreast of any new 
developments.

Throughout 2017, events were also held in Beijing and Shanghai to help members understand innovative marketing 
technologies. These included 
My Brand Leverage the Heat? and Using MarTech to Increase ROI and Achieve Business Development. 

Other events that were organised included the International Media in China Panel Discussion and Content with ROI: Seizing 
the Opportunity of Media Monitoring and China KOLs, B2B Marketing in the Digital Age, How Brands Can Leverage Recent 
Developments of WeChat, WeChat Marketing for B2B and Develop Your Crisis Communication Strategy in Times of New 
Media.

interest in AI continuing to build, the forum will continue to provide cutting-edge insights on this and other industry trends 
throughout 2018.
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Manufacturing Forum Position Paper 

Manufacturing Forum

faced by European manufacturing companies in China.

The forum functions as a platform to share practical information between its nearly 200 members and to support their 
businesses in China. Its membership includes companies from a wide range of industries such as automotive, healthcare, 
pharmaceuticals, home appliances, consumer goods, chemicals, electrical goods, electronics, energy, and consultancies 
who support manufacturers with an environmental focus, lean management and quality services.

In 2017, 15 activities were organised including networking dinners, general managers’ meetings, factory tours, seminars 
and training courses. Speakers at these events spoke on a wide array of topics, which included: cost control strategies 

health and safety (EHS) management; automation and Industry 4.0; and subsidies given by the Chinese Government.

Meetings were held with manufacturing general managers in order to help companies benchmark, improve their knowledge  
and gain competitive advantages. Manufacturing Forum members also organised visits to their respective production plants. 
There were a total of nine factory tours, as well as a seminar featuring successful industrial processes.

The forum has also developed a manufacturing WeChat group, which is only accessible to general managers of 
manufacturing companies. 

Topics for discussion found in the WeChat group, include:

As environmental issues become increasingly important, the Manufacturing Forum is looking to develop its own EHS group. 
In this group, through meeting with experts EHS managers will be able to understand not only what the local environmental 
standards are, but how to meet them as well. 

In 2018/2019, the Manufacturing Forum will continue to develop the above-mentioned activities and enlighten members 
on topics such as automation, existing subsidies and strengthened EHS regulations. In particular, EHS management and 
automation in manufacturing will be the main focus of the forum over the next year.
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Small and Medium-sized Enterprise Forum 

The Small and Medium-sized Enterprise (SME) Forum was established in 2005 to provide a platform for European SMEs to 
share their experiences and gain practical information on how to successfully operate their business in China. This forum is 
comprised of more than 300 SMEs that span a wide range of industries. Relevant stakeholders also include European and 

the China Intellectual Property Rights (IPR) SME Helpdesk.

There are many challenges faced by SMEs in today’s increasingly competitive market. With the aim of overcoming them, 
the forum provides a strong network for companies that conduct business in China to share resources and gather and 
disseminate information on the regulatory environment. This forum cooperates with relevant European Chamber working 
groups to ensure that specific requirements and concerns of SMEs are voiced in the European Chamber’s advocacy 

talent attraction and retention, and IPR.

In 2016/2017, the Small and Medium-sized Enterprise Forum held 15 activities in the European Chamber’s Beijing, 
Shanghai and the South China Chapters. The themes of some of these activities included employee retention, management 
costs, intellectual property protection and business solutions. Legal experts also provided clarity on topics like labour law, 
and outlined how changes to visa and tax policy could impact EU SMEs in China.

In 2018/2019, the forum will continue to provide regular advice on how new visa regulations will affect EU SMEs in 
China and organise seminars and training sessions on labour employment management, best practice sharing and new 
regulations and guidelines that impact SME operations. The forum will continue to provide a strong network for SMEs to 
share solutions to commonly faced problems in their respective industries. 
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Abbreviations

3GPP  Third Generation Partnership Project
ABS  Asset-Backed Security
ACEA  European Automobile Manufacturers’ Association
ACS             Auto Component Supplier
ADM   Accelerated Depreciation Method
AEO   Authorised Economic Operator
AFC  Auto Finance Company

AIC  Administration for Industry and Commerce
AICM  Association of International Chemical Manufacturers
AMCs  Asset Management Companies
AMEA   Anti-Monopoly Enforcement Authority 
AML           Anti-Monopoly Law
AMR  Administration of Market Regulation
APP  Aviation Partnership Project
AQSIQ   General Administration of Quality Supervision, Inspection and Quarantine

AV                        Automated Vehicle
BASA   Bilateral Aviation Safety Agreement

BEV  Battery Electric Vehicle
BIA   Budget Impact Analysis 
BIS  Bank for International Settlements
BMCT  Beijing Municipal Commission of Transport
BOC  Bank of China
BRI   Belt and Road Initiative
BTS  Basic Telecoms Services
CAAC   Civil Aviation Administration of China
CAC  Cyberspace Administration of China
CACE  China Association of Circular Economy
CAFC  Corporate Average Fuel Consumption
CAI  Comprehensive Agreement on Investment
CAICT  China Academy of Information and Communication Technology
CAR  Capital Adequacy Ratio
CBEC  Cross-Border E-Commerce
CBIRC  China Banking and Insurance Regulatory Commission
CBRC  China Banking Regulatory Commission
CBU  Completely Built Unit 

CCDTIA  China Cross-border Data Telecommunications Industry Alliance
CCP  Central Counterparty
CCPIT  China Council for the Promotion of International Trade
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CCSA  China Communications Standardisation Association
CCTV  Closed-Circuit Television
CDB  China Development Bank
CDMD   Consumable and Disposable Medical Devices

CEFIC   European Chemical Industry Council
CER   Clinical Evaluation Report
CFC  Consumer Finance Company
CFDA   China Food and Drug Administration
CFETS  China Foreign Exchange Trade System
CFTC  Commodity Futures Trading Commission
CFTZ  Chinese Free Trade Zone
CGB  Chinese Government Bonds
China CDC  China Centre for Disease Control and Prevention
CHMR  Cosmetics Hygienic Management Rules
CHP  Combined Heat and Power 
CII  Critical Information Infrastructure
CIQ  China Inspection and Quarantine
CIRC  China Insurance Regulatory Commission
CIT   Corporate Income Tax
CM2025  China Manufacturing 2025 
CMDE  Centre for Medical Device Evaluation

CO2   Carbon Dioxide
COCIR  European Coordination Committee of the Radiological, Electromedical and Healthcare IT Industry
COP         Conference of the Parties 
COP21  21st Conference of the Parties 
COP23  23rd Conference of the Parties
CPC   Communist Party of China
CPCIF   China Petrochemical and Chemical Industry Federation
CPFTZ  China Pilot Free Trade Zone
CPI  Creditor Protection Insurance
CPSS  Committee on Payment and Settlement Systems
C-ROSS  China Risk Orientated Solvency System
CRRA  Credit Reporting Regulatory Authority
CSAR  Cosmetics Supervision and Administration Regulations
CSDC  China Securities Depository and Clearing Corporation Ltd
CSP   Construction Service Provider 
CSPFTZ  China (Shanghai) Pilot Free Trade Zone
CSRC  China Securities Regulatory Commission
CSSA  Customs Special Supervision Area
CSTC  Cryptography Standardisation Technical Committee
CT  Computed Tomography

DJSI   Dow Jones Sustainability Index
DR           Demand Response
DRI  Chinese Dietary Reference Intake 
DVFA  Danish Veterinary and Food Administration
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DWT  Deadweight Tonne
EC   European Commission 
ECHA   European Chemicals Agency
ECIPE  European Centre for International Political Economy
EHSA   Environmental Health and Safety Assistant
EI  Energy Intensity
eMBB  Enhanced Mobile Broadband
EMIR  European Market Infrastructure Regulation
ESCO  Energy Services Company
ESMA  European Securities and Markets Authority
ETS   Emissions Trading System
EU             European Union
EUR                 Euro
EV                     Electric Vehicle 
F&B  Food and Beverage
FA   Fixed Assets
FCPA   Foreign Corrupt Practices Act
FDI  Foreign Direct Investment
FICLS                 Foreign-Invested Company Limited by Shares
FIE   Foreign-invested Enterprise
FIL                        Foreign Investment Law
FSMP  Food for Special Medical Purposes 
FTZ  Free Trade Zone
FWP  Foreigner’s Work Permit 

GA   General Aviation
GAAP  Generally Accepted Accounting Principles
GAC   General Administration of Customs
GB   Guobiao 
GBL  Green Building Label
GCP  Good Clinical Practice
GDP  Gross Domestic Product
GHG   Greenhouse Gas
GI  Geographical Indication

GQCE   Generic Quality Consistency Evaluation
GW          Gigawatt
HC   Hazardous Chemical
HCT  High Capacity Transport 
HEMS   Helicopter Emergency Medical Service
HFPC  Health and Family Planning Commission

HR  Human Resources
IAAS  Infrastructure as a Service
IAM              Independent Automotive Aftermarket
IAS GAAP International Accounting Standards Generally Accepted Accounting Principles
IC  Integrated Circuit
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ICBC  Industrial and Commercial Bank of China
ICCA   International Council of Chemical Associations
ICE  Internal Combustion Engine
ICH  International Council for Harmonisation of Technical Requirements for Registration of   
  Pharmaceuticals for Human Use
ICP  Internet Content Provider
ICT  Information and Communication Technology
ICV               Intelligent Connected Vehicle
IDC  Internet Data Centre
IDF  International Dairy Federation
IEA  International Energy Agency
IEC          International Electrotechnical Commission
IFRS  International Financial Reporting Standards
IFU          Instructions for Use
IIT  Individual Income Tax
IMDRF  International Medical Device Regulators Forum 
IMF  International Monetary Fund
IMO  International Maritime Organization
IMT  International Mobile Technology
IOSCO  International Organization of Securities Commissions
IOT  Internet of Things
IP               Intellectual Property
IPCC  Intergovernmental Panel on Climate Change
IPO   Initial Public Offering
IPR               Intellectual Property Rights
IRC  Internet Resources Collaboration

ISDS  Investor-State Dispute Settlement
ISO  International Organization for Standardization
ISP  Internet Service Provider
IT  Information Technology
ITU  International Telecommunication Union
IV                         Intelligent Vehicle
IVD  In-vitro Diagnostics
JV  Joint Venture
km  Kilometre
KR  Key Recommendation
kWh  Kilowatt hour

LGBT  Lesbian, Gay, Bisexual and Transgender

LTE  Long Term Evolution
M&A   Mergers and Acquisitions
m3  Cubic Metre

MARA  Ministry of Agriculture and Rural Affairs
MEE       Ministry of Ecology and Environment
MEM  Ministry of Emergency Management
MEP             Ministry of Environmental Protection
MHRSS   Ministry for Human Resources and Social Security
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MIIT             Ministry of Industry and Information Technology
MLPS  Multi-level Protection Scheme

MOA  Ministry of Agriculture
MOC  Ministry of Construction
MOF             Ministry of Finance
MOFCOM         Ministry of Commerce 
MOH   Ministry of Health
MOHRSS Ministry of Human Resources and Social Security 
MOHURD Ministry of Housing and Urban-Rural Development
MOJ   Ministry of Justice 
MOST            Ministry of Science and Technology
MOT             Ministry of Transport
MOU  Memorandum of Understanding
MPA  Macro Prudential Assessment
MPLS  Multiprotocol Label Switching Lines
MPS             Ministry of Public Security

MSS  Ministry of State Security
MVBER         Motor Vehicle Block Exemption Regulation 

X

OCT                    Off-Cycle Technology
OECD   Organisation for Economic Co-operation and Development
OEM            Original Equipment Manufacturer
OTC  Over the Counter
P&C  Property and Casualty
P2P  Peer-to-Peer
PAAS  Platform as a Service
PBOC  People’s Bank of China
PC  Passenger Car
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PCT   Patent Cooperation Treaty
PD  Primary Dealer
PICC  People’s Insurance Company of China
POE                     Privately-Owned Enterprise
POS  Point-Of-Sales
PPP  Public-Private Partnership 
PRC   People's Republic of China
PSB   Public Security Bureau
PSC  Product Sharing Contract
QCCP  Qualifying Central Counterparty
QSS  Quality and Safety Services
R&D   Research and Development
RASFF   Rapid Alert System for Feed and Food
RC   Responsible Care
RE           Renewable Energy
REACH  Registration, Evaluation, Authorisation and Restriction of Chemicals
RE-EV  Renewable Energy Electric Vehicles
RIV  Risk Intervention Value
RMB  Renminbi
RMOA  Risk Management Option Analysis
RSV  Risk Screening Value
S&T   Science and Technology 
SAAS  Software as a Service
SSAC             Standardisation Administration of China
SAE China Chinese Society of Automotive Engineers
SAFE   State Administration of Foreign Exchange 
SAFEA   State Administration of Foreign Experts Affairs
SAIC   State Administration for Industry and Commerce
SAMR     State Administration for Market Regulation 
SAT   State Administration of Taxation 
SAWS   State Administration of Work Safety 
SCA  Standards and Conformity Assessment 

SDO  Standards Developing Organisation
SEI  Strategic Emerging Industries
SGCC  State Grid Corporation of China
SIA  State Immigration Administration

SJV  Securities Joint Venture
SME  Small and Medium-sized Enterprise
SMSA  State Medical Security Administration
SOE   State-Owned Enterprise 
SOX  Sulphur Oxides
SPB  State Post Bureau
SPC  Supreme People’s Court
SPC   Supreme People’s Court
SUV  Sport Utility Vehicle
TBT  Technical Barriers to Trade
TC  Technical Committee
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TD  Time Division
TFA  Trade Facilitation Agreement

TPA         Third-Party Access
TRAB   Trademark Review and Adjudication Board
TRIPS   The Agreement on Trade-Related Aspects of Intellectual Property Rights
UAS  Unmanned Aerospace Surveillance
UAV   Unmanned Aerial Vehicle
UK   United Kingdom

US   United States
USD  United States Dollar

VAT   Value-Added Tax
VATS  Value-added Telecom Services
VIE   Variable Interest Entity 

WCO   World Customs Organization
WEF  World Economic Forum
WFOCE  Wholly Foreign-Owned Construction Enterprise
WFOE  Wholly-Foreign Owned Enterprise
WHT  Withholding Tax
WTO                World Trade Organization
WTO/TBT Technical Barriers to Trade of the World Trade Organization
ZUC  Zu Chongzhi
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