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Hainan Free Trade Zone: First 
Steps in a Long March to Reform 

On May 20, 2019, AmCham China Vice Chairman Greg Gilligan and President Alan Beebe, along with 

two dozen member companies, embarked on the chamber’s first Business and Investment Outreach 

(B.I.O.) trip to Hainan. Their visit came roughly one year after Xi Jinping designated the entire island of 

Hainan as China’s 12th Free Trade Zone (FTZ). Since Xi’s announcement in April 2018, Hainan has 

gradually introduced investment-friendly reforms, but local officials still face many hurdles in fulfilling 

Beijing’s ambitions for the province. Against the backdrop of US-China trade tensions, the B.I.O trip 

delegation visited Haikou and Qionghai to learn about the changing business environment in Hainan.  

This Policy+ report will share several of the insights gained during the trip about the challenging 

implementation process of Hainan’s FTZ regulations. The bottom line is even if Hainan’s FTZ falters, the 

province is serving as a testing ground for innovative policies that the central government can apply 

elsewhere. If China is taking actions to deepen reforms, Hainan will be a good place for P+ members to 

make impactful advocacy efforts as its FTZ takes shape. 

Key Takeaways 

Avoiding Strike Three 

Cautionary Tale of Hainan 

“One of the biggest impediments to foreign investment [in Hainan], as much as the primitive infrastructure 

and the typhoons that seasonally buffet the island, has been the sort of bureaucratic inertia that frustrates 

business hopes elsewhere in China,” The New York Times on February 7, 1983. 

The above quote, drawn from a New York Times report on Hainan’s early effort to attract foreign 

investment, captures frustrations that investors have long held about the island. Five years after this 

article was published, in 1988, the Chinese central government designated Hainan as the fifth Special 

Hainan’s provincial government has failed to implement Beijing’s visions for the island twice in recent history. As 

a result, local bureaucrats are facing immense pressure to achieve significant progress in the FTZ by 2020. 

However, they are dealing with a shortage of talent, risks from policy inconsistency, and lack of policy autonomy. 

 
Foreign investment is welcome in Hainan. The bilateral tensions do not seem to have had a negative effect on the 

local government’s approach towards American business. 

 
P+ members are highly encouraged to establish contacts in the Hainan government as early as possible because 

right now is the prime time to shape local policies at the implementation stage of the FTZ. 

https://www.nytimes.com/1983/02/07/business/china-seeks-investors-for-its-hainan-island.html
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Economic Zone (SEZ), after Shenzhen, Zhuhai, Xiamen, and Shantou. However, what worked for these 

cities did not work for the province of Hainan. The high cost of doing business (e.g., the property bubble 

in the late 1990s), rampant corruption, and limited infrastructure impeded Hainan from blossoming like 

other SEZs.  

In 2009, the central government rolled out another set of policies to help Hainan expedite economic 

development. The plan was to take advantage of Hainan’s geography and transform the island into an 

“International Tourist Hub (国际旅游岛).” While this plan is still in place, and tourism has increased, 

Hainan’s economy continues to stagnate. Between 1995 and 2010, Hainan was among the slowest 

growing provinces in China. In 2018, Hainan recorded its annual GDP at RMB 0.48 trillion, which placed 

Hainan in the bottom fourth of 31 provinces and municipalities. Its sluggish annual GDP growth 

surpassed only China’s rustbelt provinces such as Jilin and Heilongjiang. Therefore, some experts view 

Hainan’s new FTZ role as a third opportunity to redeem itself. 

Ambitious Plan for the Island 

Since Chinese President Xi declared that Hainan will be the 12th FTZ on April 13, 2018, Beijing has 

launched a set of top-down policies that support the development of the island’s FTZ. The China 

(Hainan) Free Trade Pilot Area General Plan (“the Plan,” 中国（海南）自由贸易试验区总体方案)”, 

released by the State Council in October 2018, is a master plan that outlines how Hainan should 

develop. According to the plan, Hainan is expected to achieve “major progress” on its FTZ development 

by 2020, with “high standards and quality.” The Plan outlines three key industries on which Hainan will 

concentrate: tourism, modern services, and high-tech. Under these three industries, further openings 

are expected in related areas such as telecommunications, internet, and aerospace.  

Additionally, the central government revealed twenty areas to which Beijing will be extending special 

policy support to Hainan, including industries relevant to P+ members such as energy, e-commerce and 

healthcare. Central-level ministries also rolled out respective guiding policies in different sectors. Now 

the ball is in Hainan’s court.  

Little Time, Mounting Pressure 

With only one year away from the 2020 target date, Hainan is facing immense pressure from Beijing to 

perform well. The sources of distress are two-fold: one, this might be the last strike for Hainan to 

transform its economy with extensive central government support; two, amid the trade tensions, 

Beijing wants to demonstrate to both the US and the world that China is devoted to deepening reform 

and opening-up. 

In our last P+ report on the 2019 Two Sessions, we highlighted the increasingly complicated relationship 

between the central and local governments. Local officials are now responsible for reaching targets in 

an expansive list of areas such as economic growth and environmental protection, while having little say 

in policy design. This challenge especially holds true for Hainan. When the Plan first came out, it was 

widely advertised that 2020 would be the target year for major progress on developing the island-wide 

FTZ. Nevertheless, as time passes, Hainan officials seem to have concluded that this timeline is 

unfeasible. 

”We are doing three days of work in one day to develop Hainan [into a FTZ],” Hainan Provincial Party 

Secretary Liu Cigui said at the 2019 Two Sessions in Beijing.  

https://blogs.wsj.com/chinarealtime/2010/03/17/china-property-bubble-1990s-style/
https://www.scmp.com/article/478179/hainans-wild-south-retains-reputation-risky-business
http://www.gov.cn/zwgk/2010-01/04/content_1502531.htm
https://www.scmp.com/economy/china-economy/article/2185738/chinas-wealth-gap-widens-more-half-its-provinces-missed-growth
https://www.caixinglobal.com/2018-05-16/can-hainan-live-up-to-the-hype-101251036.html
http://www.xinhuanet.com/english/2018-04/14/c_137109463.htm
http://www.gov.cn/zhengce/content/2018-10/16/content_5331180.htm
http://hain.chinadaily.com.cn/a/201810/30/WS5bf27f41a3101a87ca942b60.html
https://www.amchamchina.org/news/hainan-ftz-reform-and-opening-ups-next-stop
https://www.amchamchina.org/uploads/media/default/0001/10/44e4200fc963fdd73cb9a208d9b886dc957e82e4.pdf
http://www.hq.xinhuanet.com/news/2019-03/06/c_1124197889.htm
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Party Secretary Liu’s honest comment on Hainan underscores a sense of urgency and mounting 

pressure currently confronting local bureaucrats. When Liu delivered the 2019 Hainan Provincial 

Government Work Report to the Provincial People’s Congress on February 2 this year, in which he could 

have reaffirmed Hainan’s commitment to Beijing’s plan, he omitted the 2020 FTZ progress goal. Instead, 

he declared that by 2020, Hainan will have “comprehensively defeated poverty.”  

Liu is not the only provincial leader that downplayed “major progress by 2020” as Vice Governor Mao 

Chaofeng echoed him in an interview.  

“To be honest, Hainan is still lagging behind in development if we look at it from a national level…We have not 

reached the [Communist] party’s target of transforming into a modernized economy that can support an FTZ 

or free trade port yet…” said Hainan Provincial Vice Governor Mao Chaofeng to the South China Morning Post 

on March 14, 2019. 

In general, it is rare for local officials, as senior as Party Secretary or Governor-equivalent, to hint that 

they might have trouble fulfilling Beijing’s demands. There are two possible reasons why Liu and Mao 

chose to do so: one, they might be quietly setting the stage for the likelihood of Hainan not being ready 

by 2020; second, they could be sending signals to the central government for more support.  

That said, Beijing might not be sympathetic to local challenges, especially as the bilateral trade 

relationship is getting frosty. In the eyes of the central government, transforming Hainan into the 12th 

Free Trade Zone would be a hallmark example of China’s commitment to reform and opening-up. Since 

there is growing skepticism at home and abroad about this commitment, Beijing will be unwilling to risk 

its credibility by backing down on its timeline for Hainan’s FTZ development. Hainan is expected to 

weather through hardship and keep Beijing content. 

Land of Stagnation or Opportunity? 

Due to the vague language in the Plan, Hainan does have some wiggle room to realize its FTZ goals by 

the 2020 deadline. One measurement for “achieving major progress” is foreign investment.  

Foreign investment is key 

Since Hainan is unlikely to surpass its peer provinces with rocket-speed economic growth and robust 

infrastructure development around the island in one year, the government seems to believe that 

attracting more foreign investment can demonstrate its commitment FTZ development progress. As 

reported by the Hainan government, 167 foreign-invested businesses were established in 2018, which is 

an increase of about 92%.  

“Yes, we do have KPI here at the Department. Each one of us must bring in a certain number of foreign 

investments so that the total foreign investment can double year by year,” an investment promotion officer at 

Hainan Department of Commerce said to AmCham China B.I.O. Delegates. 

The officer also added that he must strive to keep previous foreign investment in place. The bottom line 

is that Hainan welcomes foreign investment with its arms wide open. Despite being caught in the 

middle of the escalating trade disputes between the US and China, the chamber’s visit to Hainan was 

not affected by the bilateral tensions. Local governments from the provincial level to the district level all 

seemed to be welcoming.  

 

Did you know 
that… 

 

AmCham China Hainan 

B.I.O. Delegation met 

with these officials: 

- Vice Provincial 

Governor Shen 

Danayng 

- Haikou Party 

Secretary Zhang 

Qi and Mayor 

Ding Hui 

- Qionghai Mayor 

Fu Ping and 

Vice Mayor Pan 

Yanhong 

 

 

http://www.chinavitae.com/biography/Liu_Cigui/career
http://www.hq.xinhuanet.com/focus/2019-02/02/c_1124077945.htm
http://ldzl.people.com.cn/dfzlk/front/personPage6383.htm
http://ldzl.people.com.cn/dfzlk/front/personPage6383.htm
https://www.scmp.com/news/china/politics/article/3001563/china-dream-hainan-island-hi-tech-paradise-remains-work
https://www.scmp.com/economy/china-economy/article/2168838/go-hainan-china-tries-woo-world-its-hawaii
http://en.hainan.gov.cn/englishgov/News/201902/t20190201_3101719.html
http://english.boaoforum.org/2019jb1/43555.jhtml
http://english.boaoforum.org/2019jb1/43555.jhtml
http://www.ehainan.gov.cn/leadership.html
http://www.ehainan.gov.cn/leadership.html
http://www.haikou.gov.cn/pub/haikou/
http://qionghai.hainan.gov.cn/sld/szfld/201810/t20181018_233466.html
http://qionghai.hainan.gov.cn/sld/szfld/201810/t20181018_233491.html
http://qionghai.hainan.gov.cn/sld/szfld/201810/t20181018_233491.html
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Risks ahead 

The question then is whether foreign business would benefit from investing in Hainan. While the 

government is striving to improve local business environment, there are reasons to remain skeptical: 

Developing an FTZ does not grant Hainan complete autonomy in policymaking. Xi announced at the 

2018 Bo’ao Forum that China will entrust FTZs with more freedom to conduct reforms. However, this is 

not seen in reality. At a roundtable discussion with the chamber’s delegation, one official who directly 

works on the FTZ development implied that there may be a mismatch between the Plan and local 

interpretations, as “Hainan still needs to go through small adjustments despite overall policy directions 

having been given.” At the same meeting, another official responsible for coordinating FTZ policies with 

Beijing acknowledged that turning Hainan into an FTZ is more of a top-down process. She cited current 

restrictions placed on foreign-owned hospitals in Hainan as an example that the island is still 

constrained to the “Free Trade Zone Foreign Investment Negative List (自由贸易试验区外商投资负面

清单),” but she also added that the local government is working hard to get them removed.  

◆ P+ members should be aware that the complex relationship between the central and local 

government holds sway over Hainan FTZ’s policymaking. P+ members should also be on the 

lookout for more measures to open up the island and a possible tailored negative list for the 

Hainan FTZ. 

Hainan is reeling from the effects of the government overhaul. While the 2019 Two Sessions period 

should have marked the completion of government restructuring, local governments are still feeling the 

effects. Even though Beijing prioritized Hainan to start early on re-adjusting its government structure, 

according to several local government sources, the dust has yet to settle. This side effect could be far-

reaching for foreign investors who seek new opportunities on the island as government employees 

might be either slow to respond or not familiar with their line of work. A foreign business owner with 

extensive experience operating in Sanya who participated in the B.I.O. trip confirmed this observation.  

◆ That said, as government agencies in Hainan adjust to new government restructuring, P+ 

members can expect to see local bureaucratic efficiency significantly improve in the coming 

months. 

Lack of talent is an open secret and it may have political implications. In January 2019, Hainan Governor 

Shen Xiaoming made frank remarks about three challenges that confront the island, one of which is 

talent shortage. The impact of this issue is pervasive as many of the Hainan provincial government 

officials are pulled from other regions by Beijing to support the FTZ’s development. For example, almost 

all of the provincial senior officials are not Hainan-natives. Moreover, according to a government 

source, a lot of grassroots bureaucrats have all been transferred to Hainan “for a mission to help build 

the Hainan FTZ” but “they are only here to ride it out to the rotation period.” While some of the 

personnel changes can guarantee Hainan has highly capable bureaucrats to carry out Beijing’s mandate, 

this may also hinder the consistency of local policies and foreign business’s efforts to engage with local 

government. 

◆ P+ members should be aware of the potential personnel reshuffling and adjust engagement 

plans accordingly. 

 

http://yuanchuang.caijing.com.cn/2018/0413/4436097.shtml
http://www.ndrc.gov.cn/zcfb/zcfbl/201806/W020180628649433532826.pdf
https://www.thepaper.cn/newsDetail_forward_2478399
http://www.xinhuanet.com/fortune/2019-03/29/c_1210094547.htm
http://district.ce.cn/zt/rwk/sf/hi/index.shtml
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Time to Act 

Due to both domestic and external pressure, Hainan cannot afford to step back from its commitment to 

become a “world-class” FTZ. Despite existing shortcomings such as potential policy incoherence rising 

from talent shortages and government restructuring, Hainan is fairly open to suggestions from the 

business community. P+ members are all encouraged to engage with local governments when policy is 

still taking shape. Hainan will be hosting investment promotion events in Haikou and Beijing in the 

coming months, and P+ members should consider planning ahead and taking advantage of the 

emerging opportunities.  


