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Stability Over Reform: 
Continued Restrictions on 
Foreign Investment Under Xi 

How does President Xi view the future of economic reforms forty years after the launch of the 
“reform and opening-up” policy? It increasingly appears that he prioritizes stability over 
reform. This view is exemplified in part by the moderate progress achieved in this year’s 
Negative Lists. 

In late June 2019, the National Reform and Development Commission (NDRC) and the Ministry of 

Commerce (MOFCOM) rolled out two revised Negative Lists for market access. This Policy+ report 

begins by analyzing the minor changes made between the 2018 and 2019 versions of the negative 

lists. It then provides context for the lack of progress on opening-up, first, by analyzing President Xi 

Jinping’s broader attitude toward reform in light of trade tensions with the United States and, 

second, by considering the attitudes of Chinese officials. Detailed recommendations to Policy+ 

members are highlighted throughout the report. 

Key Takeaways 

Case in point: Negative Lists with Modest Progress 

The Negative Lists are an example of how concrete reforms in 
China typically happen on a protracted timeline. While there were 
some breakthroughs in market access, Policy+ members should be 
on the lookout for more detailed guidelines in these areas. 

What are Negative Lists? 

The Negative Lists are an example of how concrete reforms in China typically happen on a protracted timeline. While 

there were some breakthroughs in market access, Policy+ members should be on the lookout for more detailed 

guidelines in these areas. 

The revised 2019 Negative Lists are best contextualized by a broader change in the Chinese government’s commitment 

to economic reform, which can be traced to the rise of Xi. Unlike his predecessors, Xi appears to have prioritized 

stability over reform. US-China trade tensions may no longer be an impetus for accelerated reforms. 

Xi’s views on reform, and the impact of the trade tensions, can be observed in AmCham China’s many interactions 

with Chinese officials and subtle policy shifts. Evidence of this is the lack of meaningful progress in the 2019 revised 

Negative Lists.  

http://www.xinhuanet.com/english/2019-06/30/c_138186392.htm
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The “Negative Lists” refer to two distinct documents: the 2019 “Special Administrative Measures 

on Access to Foreign Investment,” and “Special Administrative Measures on Access to Foreign 

Investment in Free Trade Zones (FTZs).” The former is applicable to the whole country, while the 

latter is pertinent to all 18* FTZs in China. Each year around July, the Chinese government updates 

the Negative Lists to remove or relax restrictions in certain industries. Ostensibly, the removal of an 

industry sector from the Negative Lists allows full market access for foreign investors. However, in 

practice, other laws often remain in place that hinder full market access.  

Opening-up with the Brakes on 

While the Chinese government continues to declare its commitment to economic opening, 

concrete reforms appear to be happening on a protracted timeline—a fact that Policy+ 

members know all too well. The Chinese government has been updating China’s Catalogue of 

Industries for Guiding Foreign Investment annually since 1995. The Catalogue details industry 

sectors in three categories (i.e., “encouraged,” “restricted,” and “prohibited”). Such classification 

structure subjected foreign investment plans to inconsistent local interpretation. What one 

province deemed restricted, another considered prohibited.  

It was not until 2013 that the notion of a Chinese “negative list” first emerged, as the central 

government introduced a list of sectors in the Shanghai FTZ that were specifically closed to foreign 

investors. Over time, this list was extended to other FTZs. As part of previous negotiations on a US-

China Bilateral Investment Treaty (BIT), negotiators exchanged tentative negative lists in 2015. 

The items on the lists would apply only to the other side’s investors. At the time, some viewed the 

exchange as a significant milestone in the efforts to reach a bilateral investment agreement. In 

subsequent talks, the US sought to reduce the number of sectors on the Chinese list. However, in 

2016 Beijing failed to deliver an updated negative list to the US before the deadline. The BIT talks 

consequently came to a halt. In the summer of 2017, China finally published its first nationwide 

negative list that applied to all foreign investors.   

The 2019 revised Negative Lists for market access are a vivid example of incremental and 

marginal reform. The total number of items on the nationwide negative list were reduced from 48 

to 40, and from 45 to 37 in the FTZ list. Whereas the 2018 national Negative List reduced the total 

number of prohibited areas by 24% (compared with 2017), the 2019 edition only reduced the 

number of prohibited industries by an additional 17%.  

Furthermore, removal of entries in the FTZ Negative List encountered a significant drop from a 

53% reduction of restrictions in 2018 to 17% this year. Thus, even the FTZ's, the testing grounds 

for China's more dramatic reforms, are only showing modest progress in providing meaningful 

reforms and market access. 

 

 

 

 

 

*Free Trade 
Zones in China 

 

What happened: 

There are currently 12 

FTZs across China: 

Shanghai (2013), Fujian 

(2015), Guangdong 

(2015), Tianjin (2015), 

Chongqing (2017), Henan 

(2017), Hubei (2017), 

Liaoning (2017), Shaanxi 

(2017), Sichuan (2017), 

Zhejiang (2017), and 

Hainan (2018). 

On August 26, 2019, the 

State Council announced 

that Shandong, Jiangsu, 

Guangxi, Hebei, Yunnan, 

and Heilongjiang will 

become the next six FTZs 

in China.  

This means that China will 

now have FTZs in all 

coastal provinces.  

http://www.chinadaily.com.cn/china/2013-10/01/content_17006014.htm
https://www.reuters.com/article/us-china-usa-investment/china-u-s-swap-investment-treaty-negative-lists-idUSKBN0OS0NV20150612
http://english.www.gov.cn/news/international_exchanges/2015/06/28/content_281475136101020.htm
https://uk.reuters.com/article/us-usa-china-trade-idUKKCN0WY5OU
https://www.caixinglobal.com/2017-06-29/china-to-roll-out-first-nationwide-negative-list-101107512.html
http://www.xinhuanet.com/english/2019-08/26/c_138339873.htm


 

 
P.3 

Here are the updates to the Negative Lists this year (“/” means the restriction remains while “—

“means the entry was removed in 2019): 

Industry Restrictions 2019 National 

Negative List 

2019 FTZ Negative 

List 

Fishery Prohibition on fishing in China and within 

China’s territorial waters 

/ __ 

Manufacturing 

 

Prohibition on publication printing / __ 

Prohibition on foreign investment in the 

production of Shuen paper and calligraphy 

brushes; 

__ __ 

Transportation Requirement for majority Chinese 

ownership in domestic shipping; 

__ Removed in 2018 

Production and 

supply of electricity, 

heat, gas and water 

Requirement for majority Chinese 

ownership in construction of urban gas 

and steam pipelines in cities with a 

population of half a million or more 

__ __ 

Culture and 

entertainment 

Requirement for majority Chinese 

ownership in the operation of movie 

theaters, and performance brokers; 

__ __ 

Note: “Required 

majority Chinese 

ownership in 

operation of 

performance 

brokers” was 

removed in 2018 

Value-added 

telecommunications 

Restricted 50% foreign equity cap on 

value-added telecommunications services; 

__ __ 

Mining Requirement for joint ventures in oil and 

natural gas exploration and development; 

__ Removed in 2018 

Prohibition of foreign investment in 

exploration and mining of molybdenum, 

tin, antimony and fluorite; 

__ __ 

Water conservancy, 

environment, and 

public facilities 

management 

Prohibition of exploration of wildlife 

resources originally produced in China and 

protected by the country. 

__ __ 
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It is true that numbers do not necessarily paint a full picture—the 2019 Negative Lists did 

widen foreign access to oil and gas exploration, cinemas, and parts of value-added 

telecommunications. Some of these industries had been previously closed for strategic or national 

security reasons. Additionally, the 2019 Catalogue of Encouraged Foreign Investment, a curated list 

of industrial areas where foreign investment is most welcomed, included semiconductors, memory 

chips, 5G components, and new-energy vehicles, all of which are policy priorities originally found 

in the “Made in China 2025” plan. Therefore, the central government is determined to roll out 

reforms and measures to expand market access at its self-defined pace and direction. 

So, should Policy+ members immediately plan to prime the pump and invest in these sectors now 

excluded from the Negative Lists? At this stage, it is unclear how the government will 

operationalize the policy changes implied by the revised Negative Lists. The changes to the lists 

may not lead to increased market access in practice, at least not initially. Here are several related 

items worthy of Policy+ members’ attention: 

◆ Related regulations and laws outside of the Negative Lists remain as a constraint. As 

the Chinese government has vowed to ensure policy consistency and resolve restrictions in 

conflict with the latest negative list openings by the end of 2019, it is too early to tell now 

how this will work in practice. For example, while foreign oil and gas companies are now 

allowed to operate fully owned entities in China, they must now secure a license as the next 

step. It remains unclear whether and when the Ministry of Natural Resources will grant 

such approvals to foreign companies.  

Policy+ members from the energy and resources sector are advised to be in close contact 

with government stakeholders and industry partners. As hinted by an NDRC official at a 

meeting with AmCham China, the easiest way to engage in this sector is likely to partner 

with a Chinese SOE first.  

◆ Do not expect significant or nationwide market access in the cultural and 

entertainment sector anytime soon. Ideological control is essential to Xi and the Party’s 

stable rule. Therefore, Beijing may view the lifting of restrictions on movie theater 

ownership as a major compromise to the US demand for greater market access and a more 

level playing field. At the meeting with NDRC officials last year, AmCham China members 

were offered a glimmer of hope that they might soon see some openings in the 

entertainment sector. Yet, when AmCham China met with NDRC this year, officials did not 

provide any substantial detail or hints towards further openings. As the 70th anniversary of 

the founding of the People’s Republic nears, the Party has tightened its grip on media: for 

example, censors are expected to stay alert at “every second” to ensure all content is 

supportive of the Party’s narratives. Moreover, domestic movie studios such as Huayi 

Brothers are forming CCP committees (“party cells”) internally to mitigate political risks. 

While the recent release of the Beijing municipal government’s new plan (explained below) 

may seem promising, it further backs the argument that Beijing is determined to have firm 

control on cultural and social aspects of Chinese society.  

http://www.xinhuanet.com/english/2019-06/30/c_138186260.htm
http://economy.caixin.com/2019-06-30/101433325.html?sourceEntityId=101433686
http://www.qstheory.cn/zdwz/2019-07/26/c_1124800284.htm
https://www.amchamchina.org/uploads/media/default/0001/11/ee1ecf0626aa6eecd07276f4683f808cd7efa5fd.pdf
https://www.scmp.com/news/china/politics/article/3020846/watch-out-peppa-pig-chinese-censors-cartoon-alert-ahead-70th
http://news.cnwest.com/tianxia/a/2019/07/30/17908954.html
https://asia.nikkei.com/Politics/China-movie-studio-embraces-Communist-Party-as-industry-turns-red
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The entertainment sector is encouraged to stay engaged with industry associations and 

both the US and Chinese governments, as well as the Beijing municipal government. While 

it is true that Hollywood may have suffered collateral damage from the bilateral trade 

disputes, it could also be used as leverage in the upcoming trade talks.  

◆ Look to FTZs for signals of new targets for future reform and opening. Since the Chinese 

government usually carries out policy experiments in the FTZs, it is helpful to look for 

signals from new FTZ policies. For example, in the 2018 FTZ Negative List, stage 

performance agencies and oil and gas exploration were among the items removed. This 

year, these two items were deleted from the national Negative List, most likely due to their 

satisfactory trial within the FTZs. Furthermore, on August 7, 2019, Beijing issued an overall 

plan to expand the Shanghai FTZ and further open up the financial sector within the zone. 

The new Shanghai FTZ Lingang area also will be the first to implement the new 11 rules on 

opening up the financial sector released by the State Council’s Financial Stability 

Commission. While this upgrade to the Shanghai FTZ is not related to the Negative Lists, it 

demonstrates the important role of the FTZs in China’s efforts to reform and open. 

Policy+ members should stay in close contact with relevant FTZs for their sectors. While 

local governments have limited flexibility in determining their own foreign investment 

policies (as seen during AmCham China’s May trip to Hainan Province), the FTZs still 

provide helpful signals of Beijing’s next steps.  

In sum, the revised Negative Lists do not represent significant progress in opening up the Chinese 

economy to foreign investment. As explored in the next two sections, it is clear that the Chinese 

government will continue to carry out further economic reforms at a slow pace.  

Reform with Chinese Characteristics Under Xi 

The revised 2019 Negative Lists are best contextualized by a 
broader change in the Chinese government’s commitment to 
economic reform, which can be traced to the rise of Xi. Unlike his 
predecessors, Xi prioritizes stability over reform. US-China trade 
tensions may no longer be an impetus for further reform. 

Reform, Development, and Stability 

Read between 
Lines 

 

Some view Beijing’s 

announced policy as a 

major step to liberalize 

the cultural and 

entertainment market. 

However, here are 

some points worth 

noting: 

• Out of 662 cities, 

the central 

government 

picked Beijing, 

China’s capital 

where all central 

regulators are 

located, as the 

pilot city to 

conduct trial runs; 

• Hainan planned to 

grant foreign 

tourists’ special 

access to 

Facebook, Twitter 

and YouTube but 

the initiative was 

scrapped two days 

later. 

 

 

Recent policy development 

On August 15, 2019, the Beijing municipal government rolled out a three-year 

action plan for the internet information field. According to this plan, by the end of 

2019 and subject to content oversight and data security standards, foreign 

investors in Beijing will be able to:  

• provide services related to online game downloading and video 

streaming;  

• invest in virtual private network (VPN) services with a capped 50% 

ownership. 

https://www.bloomberg.com/news/articles/2018-07-19/hollywood-braces-for-collateral-damage-from-trade-war-with-china
https://www.caixinglobal.com/2019-08-07/china-expands-shanghai-free-trade-zone-to-attract-tech-firms-101448116.html
https://www.amchamchina.org/uploads/media/default/0001/11/d05b5dabcc1580082de91c44439b3aa9bab7a5d0.pdf
https://www.voachinese.com/a/web-freedom-hainan-20180623/4451438.html
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“We should strike a balance between reform, development, and stability; implement reform boldly and 

steadily; combine top-level design with ‘crossing the river by feeling the stones;’ promote both comprehensive 

advancement and breakthroughs at key points; improve scientific decision-making; rally consensus from all 

sides; and form joint force for reform,” from the November 13, 2013 “Decision of the CCPCC on Some Major 

Issues Concerning Comprehensively Deepening the Reform.” 

For Xi, party building and ideology appear more pivotal to securing legitimacy, as reflected 

in his determination to expand party control over all aspects of society. At the 18th CCPCC 

Third Plenum in November 2013, Xi defined a nexus between reform, development, and stability. 

While Xi’s predecessors viewed reform-fueled economic growth as the foundation of the CCP’s 

continued legitimacy, Xi was clear that economic development alone could not secure party 

legitimacy. Instead, economic reforms should be carried out only against a backdrop of political 

and social stability.  

Trade Tensions at Play 

The spiralling bilateral trade tensions since last summer, and subsequent spillover into 

other areas of the bilateral relationship, has further complicated reform efforts. This 

external pressure has tipped the balance of reform, development, and stability. Early in the trade 

dispute, the Chinese government rolled out a series of reform-minded policies to shore up support 

among the foreign business community. As admitted by an expert from a MOFCOM-affliated think 

tank, these policies were also intended to increase China’s leverage in the trade negotiations.  

However, Beijing no longer appears to view reform as an effective tactic to deescalate the 

situation, one year later and with no end to the US-China trade frictions in sight. Stability is the 

CCP’s clear priority. Expanding market access for certain sectors that are either related to national 

security or traditionally dominated by SOEs could have destabilizing effects. As the Chinese 

economy stagnates and bilateral tensions simmer, China’s previously linear path of reform and 

opening has entered uncharted waters. Therefore, Xi’s prioritization of stability over reform offers 

one reason for the lack of concrete progress in expanding market access. 

Shifting Attitudes of Chinese Officials 

Xi’s views on reform, and the impact of the trade tensions, can be 
observed in interactions with Chinese officials and subtle policy 
shifts, which then offer a potential reason for the lack of 
meaningful progress in the 2019 revised Negative Lists.  

When the 2018 versions of the Negative Lists were released last July, which allowed some 

increased foreign investment, many experts interpreted their release as an attempt to ease trade 

tensions with the US. As observed in a meeting with the NDRC last year, Chinese officials at that 

time emphasized the government would “exceed public expectations [on reform],” hoping to 

garner the sympathy and support of the foreign business community amid trade tensions. They 

were also very receptive to members’ concerns.  

“Everything has its own course, summer to winter, winter to summer, time passes by very quickly, and you all 

should be confident that your sector will open up further eventually,” said an NDRC official at a meeting with 

AmCham China members on July 19, 2019. 

http://theconversation.com/xi-jinpings-grip-on-power-is-absolute-but-there-are-new-threats-to-his-chinese-dream-118921
http://www.china.org.cn/chinese/2014-01/17/content_31226494.htm
http://sousuo.gov.cn/s.htm?t=govall&q=%E8%90%A5%E5%95%86%E7%8E%AF%E5%A2%83
http://caijing.chinadaily.com.cn/2018-08/16/content_36773473.htm
https://www.scmp.com/news/china/economy/article/2153147/beijing-welcomes-wall-street-bans-hollywood-openness-business
https://www.amchamchina.org/uploads/media/default/0001/11/ee1ecf0626aa6eecd07276f4683f808cd7efa5fd.pdf
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AmCham China members met again with NDRC officials this July, and again saw a welcome 

reception to member company concerns. However, instead of going an extra mile to inspire hope 

for major openings, as done in the previous year’s meeting, they chose to highlight how reform and 

open in China will happen at its own pace. Requesting patience from the foreign business 

community is not uncommon among Chinese government officials. Yet, choosing to do so at a time 

of distress in the bilateral trade relationship warrants significance. The subtle change in messaging 

has three possible explanations:  

◆ First, it might represent a popular mindset among Chinese bureaucrats that China is 

determined to stick to its own course of reforms at a self-defined pace, despite 

pressure from slow economic growth and US tariffs. One could interpret it as a result of Xi’s 

repeated calls for “self-reliance,” a Maoist concept that still continues to retain political 

currency in the post-Deng era. Since structural reforms are at the center of the trade 

conflict, Xi and the CCP find it expedient to diffuse any criticism of current reform progress 

at home and abroad by citing this notion.   

◆ Second, working-level officials may have become warier of the feasibility of some 

economic reforms, recognizing that they may be going up against powerful interest 

groups. In a recent AmCham China meeting, an NDRC official recognized the challenges of 

reforming sectors (e.g., petroleum) that are traditionally dominated by Chinese SOEs. When 

asked about the projected timeline for the annulment of all restrictions not on the negative 

list, the NDRC official pointed to the intertwined interests at stake. 

“As you see, these laws mandating the need for joint ventures in oil and gas exploration have been in place for 

years. You can only imagine the difficulty of scrapping them overnight,” answered an NDRC official in response 

to a member’s question about the timeline for relevant laws to be synchronized with the new Negative List. 

◆ Third, as Beijing sends mixed signals on reform, the smart choice for government 

rank-and-file officials may be to take a conservative approach towards reform.  

“Both central-owned and private enterprises are important components of a socialist economy with Chinese 

characteristics…both should play to each one’s strength, overcome each one’s weakness and mind their own 

business in an open environment,” said Hao Peng, newly appointed Chairman of State-owned Assets 

Supervision and Administration Commission (SASAC) to Jack Ma, Chairman of Alibaba Group on June 16, 2019. 

In contrast with the CCP’s pledge at the 18th CCPCC Third Plenum in 2013 to decrease state 

influence from commercial SOEs, China appears to be moving in the opposite direction, 

making SOEs stronger and more resilient. As evidence, the number of provincial-level 

innovative policy experiments has reportedly dropped from 500 in 2010 to 70 in 2016, 

indicating an uptick in top-down policy directives. 

That said, Beijing has repeatedly called for “comprehensively deepening reforms” and 

designated reform as part of the CCP’s commitment to remaining true to its founding 

mission. However, such inconsistency leads bureaucrats to follow directives only from the 

top. Critics claim that the Chinese bureaucratic system is now mainly driven by fear and 

loyalty to the Party instead of merit. Chinese officials at the working-level are conservative 

simply because it is the safest bet. 

 

https://www.scmp.com/news/china/politics/article/3011388/xi-jinping-calls-self-reliance-china-grapples-long-term-us
https://macropolo.org/analysis/china-self-reliance-xi-jin-ping-mao/
https://tech.sina.com.cn/i/2019-06-17/doc-ihvhiews9454793.shtml
https://chinadashboard.asiasociety.org/winter-2019/page/state-owned-enterprise
https://www.economist.com/china/2018/08/18/local-experiments-with-reform-are-becoming-rarer-under-xi-jinping
http://www.xinhuanet.com/english/2019-07/24/c_138254734.htm
https://foreignpolicy.com/2018/10/15/chinas-great-leap-backward-xi-jinping/
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Year 2020: Glimmer of Hope? 

Reform and opening, a forty-year national effort to transform China's economy, is now in 

unchartered waters. Facing dual pressures from home and abroad, Beijing has decided to prioritize 

stability over reforms. Foreign businesses should expect heightened political risks and slower 

decision-making that further complicate business strategies and operations. However, 2020 may 

offer a glimmer of hope because the 18th CCPCC Third Plenum has already mandated next year as a 

deadline for achieving important reform results. However, Policy+ members should be cautiously 

optimistic—Beijing’s definition of success often diverges from that of the foreign business 

community. 

 

http://www.china.org.cn/chinese/2014-01/17/content_31226494.htm

